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Environmental -Glauses
| protect (o

(a) The parties acknowledge the need to protect the
environment and prevent its degredation for the health and
well-being of its population, for the conservation of natural
and cultural resources, and to attain economic growth based on
the principles of sustainable development.

(b) The parties acknowledge the interdependence of their
ecosystems and environments, and the need to act and cooperate
in order to protect them.

13
(c) - Each pgrty shall take the necessary steps, jointly and --

severally, to protect the environment and prevent
e . _ ) '
environmental risks, hazards and nuisances.

(d) Therefore the parties agree to act, jointly and

éeverully, by means of planning, legislation, enforcement,
education, research and technological development and any
other means available, .and as furthermore specified in
protocol /annex Y.




Protocol on the Protection of the Environment

In order to protect the environment for the present and future
generations, to prevent the degredation of resources and to promote
sustainable development, the parties agree:
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1. “efadopt and apply internationally recognized:

(a) ambient, emission and performance standards ‘concerning
acceptable levels of land, air, water and sea pollution;

(b) standards concerning acceptable levels for the .
treatment and disposal of solid and liquid wastes; | .

(c) classifications, standards and criteria for the use and
handling of hazardous substances, inciuding pesticides, .
insecticides and herbicides. Standards will relate inter alia
to the import and export of hazardous substances, their
manufacture, trade, transport, use, storage and disposal of
their wastes;

(d) standards for the prevention of noise, odor, pests and

other nuisances.
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2. e undertake, jointly and severally, appropriate measures to:

(a) prevent the uncontrolled discharge of sewage and effluents
to water sources including underground and surface water and
rivers, and to promote the proper treatment of sanitary
and industrial waste water;

(b) ensure compliance with the agreed standards by all mobile
and stationary sources of pollution;
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(c) prevent the entrg of goods and vehicles by sea, land or
air, which do not comply with the aforementioned recognized

standards;

(d) prevent damage to common natural resources, which
are characterized by dynamic movement over geographic
regions, including water, air, sand and fauna.
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Jo further and promote efforts for:

(a) the protection of nature and landscape, of rare and
protected species of flora and fauna, and of historical,
cultural and architectural resources of value to all peoples
of the area;

(b) the restoration and reclamation of damaged natural'

resources, with special emphasis on the rehabilitation of
rivers and streams;

(c) the production and use of environmentally sustainable
energy, including electricity production, goods and services,
and the re-use and recycling of resources.
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4.
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establisﬁignvirnnmental management frameworks for:

(a) 1legislation, regulations, libensing and inspection
procedures and enforcement tools;

(b) capacity building, research and development for the
application of best available technologies;

(c) emergency warning and response to events or accidents
likely to generate environmental pollution, damage or hazards;
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(d) enviranmentalimpactassessmentpuncedures,leaccordance
with internatinnally recognized directives;

(e) land-use planning procedures concerning development
activities such as: industrial areas, mines and quarries,
highways, bower plants, and waste disposal sites, with special
attention to land uses in neighboring zones.

(f) promotion of supportive activities including -

= monitoring and'data_managemant;

- education and environmental awareness prugram;;}

- economic incentives for environmentally sustainable
development . : ik

Bethsides will |
_P6 (abide by the Principles and standards of international

conventions concerning the protection of the environment, such
as conventions for -

- the protection of the Mediterranean;

- the protection of the ozone layer;

- the control of transboundary movements of hazardous wastes
and their disposal; |

- the conservation of migratory species of wild animals;

the restriction of trade in endangered species of wild fauna

and flora.
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The parties will establish, a joint—permanent coordinating

committEEW{JEC - Joint Environmental Committee), which will

carry out ongoing coordinating and consulting ‘functions

necessary for the implementation of this protocol, -
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&

: K. {a) The parties acknowledge the nead to protect the
’  environwent and prevent its degredation for ‘the health and

wall-being of its pupulﬂ.tian for the coneervation of natural
i and cultural resources, and to attain economic grmrth based on
’ the principles of sustainable develnpmanl..

(b) The partias acknowledge the interdependence of their
ecosystems and environments, and the need to act and cooperate .
L in order to pruteu:t them.

{c) Each side shall take the necessary steps, jointly and
severally, to protect the environment and prevent
! environmental risks, hazards and nuisances.

(d) Therefore the parties agree to act, jointly and
severally, by means of planning, legislation, enforcement,
education, research and technological development and any
i " other means availa.ble, and as furthermore specified in
' protomlfannex L % '
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In order to protect the environment for the present and future

ganaratiuns, to prevent the degredation of resources and to promote
sustainable develoment tha parties agree as set out hereunder,

1.

Both sides will adopt and apply internationally recognized:

(a) ambient, emission and performance standards concerning
acceptable levels of land, air, water and sea pollution;

' (b) standards concerning acceptable levels for the

treatment and disposal of solid and liquid wastes;

(c) classifications, standards and criteria for the use and
handling of hazardous substances, including pesticides,
insecticides and herbicides. Standards will relate inter alia
to the impnrt. and export of hazardous suhﬂtances, their
manufacture, trade, transport, use, storage and disposal of
their wastes;

(d) standards for the preventlon of nuise, odor, pests and
nthar nuisances.

Both sides will undertake, jointly and sewerally, appropriate
measures to:

(a) prevent the uncontrolled discharge of sewage and effluents
to water sources including underground and surface water and
rivers, and to promote the proper treatment uf sanitary
and industr:.ul mta water;
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(b) ensure compliance with the agreed standards by all mobile
and stationary sources of pollution;

(c) prevent the passage of goods and vehicles b:,r sea, land or

air, which do not comply with the aforementioned recognized
standards;

(d) prevent damage to common patural resuuj':ceﬁ', which
5 are characterized by dynamic movement over geographic
r_eginns, including water, air, sand and fauna.

3. Both sides will foster and promote efforts for:

1 \ (a) . the pfntr:ctitm of nature and la.u&scapa, of rare and
' protected species of flora and fauna, and of historical,
cultural and architectural resources of value to all peoples
of the area; |

. (b) the restoration and reclamation of damaged natural
: ' resources, with special emphasis on the rehahila.tatinn of
; rivers and streams; - .

(c) the production and use of environmentally sustainable
energy, including electricity production, goods and services,
and the re-use and recycling of resources.

4. Each side will establish and operate its own environmental
management frameworks for: .

e bt 2 NS e ap—

{(a) legislation,  regulations, -licensing eand inspection
Frncadureslénd enforcement tools; 7
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(b) capacity huj.ldinq,_ research and development :IEor. the

- application of best available technologies; -

(¢) emergency warning and response to 'mreﬁi:s_'nr accidents -

likely to generate envirommental pollution, damage or hazards;

(d) anvimnmanta] impact assessment pProcedures, in accordance |
with internationally recognized directives;

(e) " land-use planning procedures concerning development
activities such as: industrial areas, mines and quarries,
highways, power plants, and waste disposal sites, with special
attention to land uses in neighboring zones.

(£) promotion of supportive activities inbil.iding -

- monitoring and data management ; '

- education and environmental awareness programs; °

= economic incentives for environmentally su&.ainable
development:.

To abide by the principles and etandards of international
conventions concerning the protection of the environment, such
as conventions for - ! | -

-~ the protection of the Mediterranean;

the protection of the ozone layer; )

- the control of Lransboundary movements of hazardous wastes
and their disposal; ; _ f |

- the conservation of migratory species of wild animals;

the restriction of trade in endangered species of wild fauna

and flora. - - '
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economic committee for the Environment, which wiil carry out
ongoing coordinating and consulting functions necessary for
the j.nplementatiun of this protocol, Bk

TOTAL P.BS
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INTERNATIONAL MONETARY FUND
WASHINGTON. D.C. zoam

CalvLi ADDARGE
INTERFUND |

February ¢, 1995 ‘

Dear' Dr. Ben Barsat, . |

1 would appreciate it if we could jnformally discuss with the Bank of ‘
Israel a section of the draft legislalion for the Palestinian Monetary

Authority (FMA) that we are currently discussing with Dr, Beseiso, (Goverpor

of (ke PMA. The draft is in general non-vontroversial. llovever, the

Governol strongly wishes to include a reference to a posslble Palestinian

currency. Our preference would lave been not to refer to a Palestinian

currency. But rather than have the Gouvernor draft a EentLence that would

hold up the approval of the law, We have Lried to draft a sentence that we

believe is in full conformity with the Protocol agreed batween Jgrael -and

the PLO and would be acceptable to the Israeli authorities. You should note

Lthat the only reference is the last i{p a listing of the powers of the Board
of Direclors of Lhe FMA. !

Mr. Agulrre and 1 would be availuble for a neeting on Tuesday, aﬁuuld

you £ind It useful. We could perhaps also discuss the matter over the:
talephone, ;

L}

BATeArely YAUrs, 2 .

Arne B, Lereen ;

Advigar
Monetary and Exchange Department
Interpationsl Monetary Fund

ALLaohment

‘ Dr. Ben Bagsal
Eenior Director
| Bank of Terael
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The Board of Directors of the Palestinian Morwtary Aubherity shall heve the
following povere:

(a)

{h}lll!li

{m} To discuse snd decide on icsuss pertaining oo the issuance of
Palestinian currency or the intredustlien of temporary alternstive currency
arrangenents, after and in scoordence vith agreemente renched vithin the
{ramevork of the spplicable intargnvernmenbul agraenents.

P.B2
@wood



—— - R — + TRAMSMISSION EESLLT REPORT swsmnnnaan (FER B 95 Ba:aﬁ)-p-ifinuuu

LEGAL ADVISOR’S -

YIIIIL1] EEEREEE YRl R LR R R P N L N R LL] LR L] LLLR R LR L] L2 {HUTGJ REL LI ]

DATE START REMOTE TERMINAL TIME RE- MODE TOTAL PERSOMNAL LABEL FILE
TIME IDENTIFICATION SLLTS PRGES MO,

FEB B8 @3:19PM 972 3 5124245 B5’'85" E ES @s 211

TIIII L AR AR R PP LY I LLLT] (T} et e R R R T A R R E R LA R R R R L L L R e FERRRRER AR AR RRRE BERRRRRRRRRRRRRRRRRREY

EJECM »)REDUCTION S)STANDARD MIMEMORY CICONFIDENTIAL #)BATCH
DIDETARIL $)TRANSFER
FIFINE PIPOLLING




NFavepn iy TR Paa




i X - ; ) : =
r' 08705 ‘94 08:18  9T2 2 352857 @ooz

IR P
] I_A b i TN : d e e NY2
= e ¥ =~ - O A =3
©""0))"d) CJ!H 'Kl
(")

P i Yy S GG‘J"H o ! - __.,.\\l,i:‘h\ ,Jhw. A
. _,\ﬂﬂ'hl‘ .—\"‘tj\L Y = 3,.!'\[' -&M

BATN S P -J‘.}'i‘“:"} Aledr — "C'J R I ¥ I:b Pt T
= AL B

[ o

N
'.'S'\'-" SQ, WA sl ’f}?:»h I Ef}' SN L D

: S AV Y 'eJ]'l‘a‘h \‘Mag h’a' R S R I

. l! ! 13 .
s Bua 2735 Yo Nrelw Ry vy W
" D2 P ]iiwr

I 1 1T

"'a-..'ﬂ' &{ Bt a2 Vo) P ) ANR  fa)piga '\Jli]a.“
! i - h ' .

| ‘ . :
1 #TJ?-‘\ ,.-AI’“I{J[ T\TJIH s L f‘*]‘iri:: gf:]‘ I S
- . POISRA

Y o) e ol Nekd & Deaa T 6

VAs A WA ‘-‘ﬁl PSW-“ VN TR (T B | B Y )Iﬁ?.
\ e 2l 2

o0l 495 -




na/08 ‘94

i~

o0} 54

Y P

a0 5 009,00




09/05 ‘94 09:20  TWAT2 2 332857

M @
—_—

Yooedr Il Tk

A BP9 A
b “3}, vid? wbe [
:ﬂ"{v}?l SALRYLY

[:‘Us 27 % = 1‘:‘ \¥

| 21 L “17- I L~5d”
kol v B

p e | WL

IO S T I

\\\-:\L ﬂ{‘ L ¥ 33>

'ﬂ,; -{\.\n = pe .:..-J_.'. i)

’.}glj J D "31!" W r_-.-:ﬁ; |

Bt %) aw? LM

R PR

nyo

(vv) G Acwa Dus .l 4

-,.: L P i\ L :131 o) rl‘\. A
\ NI S, =ratRp
_ A :"r. B
L r '_.',' '_'I ’ ‘I: ) O 3 L"{&)F-__.ﬂ'
\# . | 5 ) '
s ol Bl o, i

W as ) L 47

v &) :J': ! .J.-, L -;:?ij?, '_]L' 2 >

3

i

vl w20 con 3R

g\ L TE S |

I_.I_f, SYARA TR . =% L_ "{{

"

a7 el €237 PO

M 210N r“k}? e

f

2 1M, 7 'EI"‘-".-F ~\J 7 __,}-, }i.l?}a J’f

. ] !'_. "-,"_'_"';- > .._’."'11 1 I;J".W ! ]J}P

) \ 4rﬁ-' “-,' TN Y 1{;?:., AN p

L\ (T PR | S VPR 2

.f ‘ . j- _\1. 3
4%; N 2 s, L El = ?J_,-—J_T
"},":._ B "\ 2 I‘:"r‘iklﬂ

> =iy =i d[f.: ‘h"ﬁt:)'_\q I-\lT;,-.\ Lo

o0} 992

S.00 %= 007 00 -

@oo4




2 1
« Mk [
Red o {T’W,'DE 2uly ~lis APl Jdasa 8
R Tt \f?’r’ﬁ e T L ¥ Sagrat

! \
#L I (&' ,gh_)?:t P I))pﬁ RY3 -

N Tl . S ) “..”,. .-. '
P8 Ui 11.-*!‘# lqél ok ]\?h \E‘.t--vf Sos AN H{l
. I‘“"'l']_fth? ’;ﬂah

|

|

I *:--{l"p-‘f \\"“‘1 an kt o P S oy ey
““ -'"-i}? [ e ..ﬂsr:n E hIP aey
5 ok ___...}rra-r' =¥ ).I.l =29 L Y

T -
AL oMl i el e BRI
i T P (VS (DR o
1 ,"Ff . t""l' !AL_ ora? 5’ _,_..-‘\J.',.--‘SW T mj;j _
A ol @t 9

i
I -

.I'_ﬂ F-icj?,aﬁ_\]? " loh! Tﬁn_;?\\‘ 3135 ')lr
Ak N ELI |

-




PR 1Y b n
X v e »
. T o i R .

Bl ooy Rovn w2 kv een )

S S

f’f’, U 'sin Vo S GNP Y .
R .
! _'.'!" '.\,;):{r 7 = W abg . ‘h’il:)?:-‘ ) |

, L\S\f ¥/ 'irfﬂ? AanAy RN

o R

RN SR

L o Ahos el as Ve e -
-§ ? )-‘

— |
I'II
» |

i} T AR VA |7

——

W ; ,!J?*:;. ‘JYFI_E U}
e \owy  (eia’ i) ity ?“J insda =
o k Naws Wy & v ey 1

' \ n-«-\]‘? i 'a""; ¥ il G I ¥ @)k

A R P2 { \[i% na T S A 1l -

~\ny 1

& et DoV WY e (20

e o ‘ﬂ-'{*\e it RSN e
- . LD ey2 Ay

- 1l
= = = iy i : LT f II

S\e
= il bl ¢ Y



a
£ '11’t..‘h=.4] ""

_.

| 3.-, Wy k R;m- e hﬂb _l ~,=—_ |
s 't b Hr K e #nri‘.‘?.mﬁ ES
Qe Wi W ek s |

:..—--D‘?L‘? U

oV l‘w}/\,sw Qe A3ty ehar (31

\1‘) ib Py R r-‘InJ\. EPIE VS b

au S e 3 ot Anas b

* 16 {'io-l‘ A5y 1

1 _Npe ;, Wit ey grdb (W
f\-? Mg Dy LN PP ":r

;e:';.L-\xi f& N ik P

- Won® o
A\Y _1,,}_\_11, W' 4{ ~ejal AWl 2en (2]
‘{gf WzEal W AN ?'55 'I.-lr‘lm,
*1 ealo | WU ube ks oy mft
.-y a‘u wilas 1.}._&_3}.\#———3,%-'&——:%
"B e JRRNPRPIIE S, {09 [N | T T |

>3y LAvlv




call Tl 4 T _ L ¢
Wl Lo o e Gev ) ama AR
PR =

LT Y T oy f oW 2hed ke |
sy AN TN Wy PR s

U PN E’ CoA' ‘/J"u 7ea YR
> -—l ) r N L 2El  mentady ety
} 4 /6 107 Jﬂwr el ,-ril
l’*‘ LSRN r-'s*i_:*? WA AeD

| Y.
SF2)ODy  _arllanpd e

oA

|



LRIWT nITn
STATE OF ISRAEL

MINISTRY OF FINANCE T¥IRD TR
OFFICE OF THE LEGAL ADVISOR swownn YT nawh
Nn.93-4425

DATE: ﬁ__*»( i d\“’i Siahty

FACSIMILE TRANSMISSION ' phnoppa MNaAvT
NUMBER OF PAGES TRANSMITTED: pnbw oYTIRY 'on
(INCLUDING THIS COVER SHEET) S @ 1y H9e)
T0: (-1‘*\‘ T'IP ,—-f}-“"' : 'T“rb \f/ SR
(FACSIMILE NO: q19MeRD 'OR)
FROM: "ﬁ:_‘-" Y d/\ B ytit]
(OUR FACSIMILE NO. 00972-2-514-836  * qhw YIReRD 'oR)
MESSAGE: NN

.

.E‘*“W‘?T '_i( | p)ad Rﬁ\_'} a ™D
*\(af:}-r -r')ﬁf(\‘ G \» r:“b}" .ﬂEF - ol ™ ,f.,j

,.-u__:-.-.'h_:b

t"‘*j* A~

02.317-318 :1096Y Ry nbpn Hw MpRa IR NP3 preyn o wwhpa Kh BR

1f you not receive legible copies, or in case of interruption, please
call: 00972-2-317-318

514836 'OpD 317318 "9V 883 .0 91008 BV 1 1eep ‘M
1, Kaplan St. P.0.B 883 Jerusalem 91008 Tel. 972-2-317318,  FaX 972-2-514836




y°

Ao ZlU LCeALE ALl UNC.L ClaN.

cuuxa® ualty wuieer quid (esck g1 ¢fiau uasill)”

QUACLO LNaLL®

ULeN4e @4 LOCLO LEifLe LULLNLL cugiu cadie auicl ag cod Guu
@etL wenll unan g,uil ¢ ocaiecl gf4f dodog Ll gamoln &g ALCL
CodNe " LURAU qudty xu uuoLL LdTLE CagGd £ b- 8(F) quid:

@Rl 84 ULl @efe@4e Lo UTNe QUL 4CefLTL LgdelTl @g UNTLL

JCCAU LLLND ULAW TATl Ol GiALe

WU GA.4LUD®

GUNTALeD TCENAD AULLT4L AL CU 4GE4LU TULLD AL gULUE Lgeiel
peiuted (Ceail 4ULLNLL LGATL® Acelitl 4uel)® LACTLL LQLRA «NGAL
@4 UNA @C.Q° LNl G4 EEd, (UN LANG 4G6L4 TC4 ULLG. LGELLL
GLEL LAC* Lel€4 4M4LA CUNY.L.O® 4LELU UNC.LeD LeNgenOf gudicLu
oteg guamll gqoud tegq goand codiet qusa dogu Gduiciu cuacioLy
4EECLLY LOLULE Suaktl (Cniau guat udaag)t ,ord gdoiin goden,
ctdiaen - trd® trd g4dinin gadin mioL coGlt ,ELOL COG., WLXT4
pilney vuld wewidl © o cudint CRALCU LCCANLU @4LAL QL. UNC.L.O
CLAg uactlt 4Ctded ofLLea@® touuxa ouldl gl p(n) quLds £¢-Ge

XUXLO QLY. LUNY.L.0 LCCdNGWO

¢eaudta NLOLEALR"
crd g eeuaT catolr Lurill udoomu ueett @ul Lol @g LOEGL
L oueLly getek, - kA o oudl NuaLA. 4CWRLE GELgLU cuacil

UL’

LeNCLU® diau ¥ag” WU uuady coNmoLut g GouACL C,luidy, 26T

udoeou cund: can el oudog e wuade g£,¢ dul quadaiu oacuGiu
€ ouelLy Luuide, RU LCGAN, - GLRAU LCLLL qalad olue el puellw

UNt. L0 CCdieen®

LU KLU Ghe LNGTL ULNQUE €@ Nu poelll wedicqu caugn quel ae

_z_




N.94-30348
IV 7o

2”010 DMILA DIRWY

mman v PMAS  .ovmixa  (PMA) nmunm mwn opn ReRYNwhBR mwn
pTpPONT  RORA pteMm Nt Yw oW aTTon?  mminRm
SN APYEa oMIRINGN

JeRrnwbon mwan b pwan sowem Ywo%on yyrs byen PMA-n

Mmnn nrom Swy nexenwbon mwen v T oarbn 122 byen PMA-n
LOMEIRDIAN DN MM P UMAEn

men o Yo e mexrnwbon mwan Swomr M) pin yavs N
A 5y aboum PMA-R Y12 PR YIpEY DPRPNWLDA MMaNn

ORI DPRpIAN NoTweY npixn nyy ombnd bvon PMA-n

by (pa oTem mp' YvDm pYmRa yn yavma ommo Peon PMA-D
.B%I97 IRW DI DR TIN2 YIN YIUBI MIRPOY

MR TpenY MRINR n R opaan by mped npbrm mnn PMA-?
DMMRA oYy ppian Yo myn pyin qwnh  maneh

pupny POMpY Yy nmp® nR oboan opilan by ompon npbom 2
MY Sy nvmEm nvmRYr2 nupka et DRAT OYRIRGPS
o nare

MY MBRY P12 Yo Yy oYhon mppn YY Tppan mpren npbhrm )

P nmys may  neRpln nmven aw B mw?n -
;onYw

owre oA nhan o hen ovmpn opila e em -
DI NMn YYYa TR oY oY YW mmavn oemwn

013 Yy nmpram mpen -

pbwion owbRYe n oplan bw opvon nwnnn MR 93 wIne awan PMA-R
nTIBON R AMon YW mptm notd DY MOWBEa AT Wy nnzma ovd
war abk  oowo eRrneben mwon v onmono onnb YRR nwann
o opia vab PMAT Sw owbhon mupntr o'b%ab  ornma Sweb
b 9 npop bW 1 A T Mwn MRpoD *Ya LYPNPRT Y DUooann

SR oeme v T

MR DMWRI N3-NNAN K U0 mnD?  NXTW N CYRWY Pl WD R

wina  ,omnR bt op;mb am e Yapm e nwpaa PMAY

na-mman o Ame mnph W oRrnebs op;m v AN T OIMRY
SR

QUoDIaBn  O'KRAN oUYIeRY nDWD AN MMwan hw YT YWl npan .3

mipn%  o%%5%1 osonn nwnn Rna Aspn>  'tra wTmpnpt W

bSw nA-nMam oND hmne b wpINaw nmken mwan Yw o oveon
o™ o



LR paa aab pv WM UMMAn-nwa™ CHNR® nwAt M 9 npoba
g i ;
PMA-M )

nmRen mway nwpaa mp' na-anan opnb o Ame mne® a¥nn pa 3

YN NIRRT MW ASW Ra-mwt nNRoon DR OYnn »wnw InRy

DR nbM MR MR Nk M rean CRIn BY man-nwn?
TN nan-mea

nany  Lopaan By mpRm TMRBRn mptD?  MRMRK An manmen

YR nmaRpn mwan YW amopo onnaw MR na-ntam oo

MIa-ntan mb  MIRET MR ANl P2 Mpen Nk npavn
1 prpnpe b nnn

p'ovp Sw pmpmYYD DROTTD 19X PYTAn nmREa nwn n

gwp%  MRIT N DAnMWY AneBd DINPaw MR Ma-mam

mp'on  nMNK ,0YIXY NMIRBT NLW3  NNan-NNanaY 0Y9N0a NP
b1 pTmpnpt vY hn naa-nnan b pan-men e

abw nMprXan mnvR opnYn DNkt mwa? vavn mwa Y3 79% oRnna
OpEan Sw mumkm mawen pwea wn?  yun yrn W
.on%w nan-ntam ohtene .

My by prewa yrn nebtnat owen? pam wpr PMA-M v O
AR

DMK MR MY3URR @ NR T 'w) wInn Cvkwen bpen k10
nrown mnye M mon Y% ovwn vEnRd Pt 1DIR3 bw wRoMm
be wpay mRPREYST MEan YA bapne ntwn maay mmna yaue B

own  CPEBNS  YIY WRD AW DPIIM nYmpnn MWan nTTowm
avwe bab ‘

npoona  mymn nvwexa LJECT mwvymRa M wvwRd DYTIER W A2
mwan Tay st mtm yawn ten R wenwbs yaun Yw  nvTTha
nRrnwbon ‘

wap»  ovmRa obwen opiaa mompen o by mibma aww kLI
.PMA-71 *1*2 M0MEN

pwon Yy mbmn fww  n'wa nmps apt oMk opala 2 .
obyipn  opAa  (MUwh MR MIpD W) w3 mampe YW pmwn
™MW AUVpET M0 'BY 8% Y 4%-D  nnDY Ry DI
mMTpe Ry ntwa mapn Yy mn ywa 1% vpw el

oMINT OMIWE DRI oMW mem wwa (e poTmy
b

PMA-T T2 e nabnan v Yo o By anpam mpen A
i

o% PMA3 fTpE» W mpop  wh  Dwamn MR DM PRTWW T
mymn o meeT BYp RSy moyp  vapn KW oonm ©YPhon
.PMA-71 173 Wwapm

obyion  opaab  wst pRm I KWK pon new bmm von PMA-R .12
Reiaiitie

ra nwooon mmpen Y3 Nk My > npbom nwan W opn PMAR kI3
g mpbon oy ovRa oYhvien 0P

“Ao

e i et o A




DPIM  DMMIRA YMIBR D13 TS DIKPOMY NYBOD TP

oM

by mRrnwbon apbonm mYRIWrn apbonn pa nwy» Yxwa oYhyen
.0B30mM B™Ton 'BY DYDY O YMR D02

o=

oYW 0PI [ OPUIMBDMP D'WNY MWDR® OYTTIEN W

DYMRa  oYyIBR Dpaan yapnaw ntw BT *t33 vmab mRxY man PMA-n
Wwap™w woY Y Mipnn RPIAPIT PWR MO 2 W 1N yavab
Jon% 16 mposa owmonn orTonn b nowpn WY

Tan PMA-R TwR ,0vmbwnn TIRB MR Oo¥ana ntwa eTw

s plale}

S e e Ly yaveh pnh nRot

OMMRT | mTeY paw Y ohRwen mnt 73 Yw DR
nrwa mevw  onvmsn e @on Yoy pw i e e
:mne

R Rt Yo Yy oanas peRenwben mwanw ooma (i)
121 ,n'wa YRIUY TMImIN TWRY 0MINRAD

WwRY DUMRGE OSrawrn knt Y bw onnay Sraww oomn (i)
JeRYNEYn et Mamn k7 onbw pwn Twa 19

(1)

nne
oMMy oney raw Yo hraween tRnt PO W DNTBR (2)
n'wa asw onmeh WR (@on YHo) pw v eh e
:mino
mEay AR WRY TMARD 'Rt Sy oana bxww pomn ()
™1 Rernwben
TwRT MK Rt by nnad meRrnwbesn mwanw ponn (i)
ey A & onbhw pwn Twa b
;
nooIN3
v n'wY Y BTp MW pIn Yavn bR wl DUMausnsn ownon (3)

22 hw mxpoyn T2 owaw 0> PMA-D

.0o0nn npn oYn Yna o mwint oMK 0URID0M omTn

K

o |

:16 mpos% nywn

™y pmTEY PR W DMIBRA CRIM XMt YW DITHRR
bR oMMN S nTwR MIRYIT TRy MTTT . 1M
LxwM oMMRD (B DRINYYD YW nUwa NIKEIM 0YMITR3

q¥% MYww [TTay Cntw bw Rt Sy momb mwasm oon
bp  oARa Yar RY O CRyvmat o xh Ymim "R2UBRAT
TRy MR Sw CRIYTT mioonw own  ovpnk  whw DUpdoen
oy puAwm PR onw nmb Cbowpon Dwma BYeval

.oMmR D'pobnn

(1)

(i)

14

15

.16




n'w Sv °'mwn owpon nR MpM MY v mwh nnk vt v PMA-R
PO DR DRAY 10 mw ¥nY ANk YIVYM Ram mbn mw  Jwea T
b joan* MW '¥n% DAR WKINM MWY  NAR O WApTW  DB1ON MBRD
nnonn 'eb  akan mowpn? nmnn Y1 mavh  ponvhan DTIMRY DN
pwIn bW IR WBRN DIPA3 0PN MWK WNBN .16 TPLDI nonn

.05071 NN MIRN NRY

Mpoyn YN MvEERa yyi@an PMA- Y13 oy n'w? pin yawm notnn R
2w Y poenn vwwa o YW

poAn  1/5-m MY Mwhs AR wmna venb aen o XY va a2
17 ApoDa M5 RIW-'¥nn

w3 o%my ,n'wb PMA-R Ta yin yaum Yw onvniwn nwa? apn nan RY
S nrwIn meapn Sy oooY LN yavs pwa Myt kY e yaab
.17 MpOD2 MTONA NPRIW-S¥AM NMPTIWR MPNIDa APKD nnpn

Y1 Mnpa nnR myaeab ntw 1R 0MNND O'p1a
mp®m  mTenn WY APINKM MDA MPpon PR pRrawbbn mwn?

YOS MAN PR W nTIoM M MiaT? L BYMR2 P nmiewn Wy
JYPOR NPt

17

18

20

21




IR e~ 5 - v L oediCai i s o

i PR S P LU \ L

Article TV

MONETARY AND FINANCIAL ISSUES

|. The Palestinian Authority will establish a Monetary Authority (PMA) in the Areas.
The PMA will have the powers and responsibilities for the regulation and implementation
of the monetary policies within the functions described in this Article.

2 The PMA will act as the Palestinian Authority's official economic and financial advisor. .

3. The PMA will act as the Palestinian Authority's and the public sector entities' sole
financial agent, locally and internationally.

4. The foreign currency reserves (including gold) of the Palestinian Authority and all
Palestinian public sector entities will be deposited solely with the PMA and managed by it.

5 The PMA will act as the lender of last resort for the banking system in the Areas.

6 The PMA will authorize foreign exchange dealers in the Areas and will exercise control
(regulation and supervision) over foreign exchange transactions within the Areas and with
the rest of the world.

7 a The PMA will have a banking supervision department that will be responsible for the
proper functioning, stability, solvency and liquidity of the banks operating in the Areas.

b. The banking supervision department will predicate its supervision on the international
principles and standards reflected in international conventions and especially on the
principles of the "Basle Committee".

¢. The supervision department will be charged with the general supervision of every
such bank, including:

- The regulation of all kinds of banking activities, including their foreign activities ;

- The licensing of banks formed locally and of branches, subsidiaries, joint ventures
and representative offices of foreign banks and the approval of controlling
shareholders ;

- The supervision and inspection of banks.

8 The PMA will relicense each of the five branches of the Israeli banks operating at
present in the Gaza Strip and the West Bank, as soon as its location or the authorities
regarding it come under the jurisdiction of the Palestinian Authority. These branches will
be required to comply with the general rules and regulations of the PMA concerning
foreign banks, based on the "Basle Concordat". Para 10 d, e, and f below will apply to
these branches.




9.

a. Any other Israeli bank wishing to open a branch or a subsidiary in the Areas will apply

for a license to the PMA and will be treated equally to other foreign banks, provided
that the same will apply to the Palestinian banks wishing to open a branch or a subsidiary
in Israel.

b. Granting of a license by both authorities will be subject to the following arrangements

based on the "Basle Concordat" valid on the date of signing of the Agreement
and to the host authority's prevailing general rules and regulations concerning opening
of branches and subsidiaries of foreign banks.

In this para 10 "host authority" and "home authority" apply only to the Bank of Israel
(BOI) and the PMA.

c. A bank wishing to open a branch or establish a subsidiary will apply to the host

authority, having first obtained the approval of its home authority. The host authority
will notify the home authority of the terms of the license, and will give its final approval
unless the home authority objects.

d. The home authority will be responsible for the consolidated and comprehensive

supervision of banks, inclusive of branches and subsidiaries in the area under the
jurisdiction of the host authority. However, the distribution of supervision
responsibilities between the home and the host authorities concerning subsidiaries
will be according to the "Basle Concordat”.

e. The host authority will regularly examine the activities of branches and subsidiaries in

the area under its jurisdiction. The home authority will have the right to conduct on site
examinations in the branches and subsidiaries in the host area. However, the supervision
responsibilities of the home authority concerning subsidiaries will be according to the
"Basle Concordat".

Accordingly, each authority will transfer to the other authority copies of its examination
reports and any information relevant to the solvency, stability and soundness of the
banks, their branches and subsidiaries.

f The BOI and the PMA will establish a mechanism for co-operation and for the

exchange of information on issues of mutual interest.

10.a. The New Israeli Sheqel (NIS) will be one of the circulating currencies in the Areas

and will legally serve there as means of payment for all purposes including official
transactions. Any circulating currency, including the NIS, will be accepted by the
Palestinian Authority and by all its institutions, local authorities and banks, when offered
as a means of payment for any transaction.

b. Both sides will continue to discuss, through the JEC, the possibility of introducing

mutually agreed Palestinian currency or temporary alternative currency arrangements
for the Palestinian Authority.

11.a. The liquidity requirements on all deposits in banks operating in the Areas will be

determined and announced by the PMA.



b. Banks in the Areas will accept NIS deposits, The liquidity requirements on the
various kinds of NIS deposits (or deposit linked to the NIS) in banks operating
in the Areas will not be less than 4% to 8%, according to the type of deposits.
Changes of over 1% in the liquidity requirements on NIS deposits (or deposits linked
to the NIS) in Israel will call for corresponding changes in the above mentioned
rates,

¢. The supervision and inspection of the implementation of all liquidity requirements
will be carried out by the PMA.

d. The reserves and the liquid assets required according to this paragraph will be
deposited at the PMA according to rules and regulations determined by it.
Penalties for non compliance with the liquidity requirements will be determined by
the PMA.

12, The PMA will regulate and administer a discount window System and the supply of
temporary finance for banks operating in the Areas.

13. a The PMA will establish or license a clearing house in order to clear money orders
between the banks operating in the Areas, and with other clearing houses.

b. The clearing of money orders and transactions between banks operating in the
Areas and banks operating in Israel will be done between the Israeli and the Palestinian
clearing houses on same working day basis, according to agreed arrangements,

14. Both sides will allow correspondential relations between each others' banks.

I5. The PMA will have the right to convert at the BOI excess NIS received from banks
operating in the Areas into foreign currency, in which the BOI trades in the domestic
inter-bank market, up to the amounts determined per period, according to the
arrangements detailed in para 16 below.

16. a. The excess amount of NIS, due to balance of payments flows, that the PMA will have
the right to convert into foreign currency, will be equal to:

(1) Estimates of all Israeli "imports" of goods and services from the Areas, valued at
market prices (inclusive of taxes), which were paid for in NIS, less:
(i) the taxes collected by the Palestinian Authority on all Israeli "imports" from
the Areas and rebated to Israel in NIS, and
(ii) the taxes collected by Israel on all Israeli "imports" from the Areas and
included in their market value, and not rebated to the Palestinian Authority,
minus
(2) Estimates of all Israeli "exports" of goods and services to the Areas, valued at
market prices (inclusive of taxes), which were paid for in NIS, less -
(i) the taxes collected by Israel on such “exports" and rebated to the Palestinian
Authority, and
(ii) the taxes collected by the Palestinian Authority on such "exports" and included
in their market value, and not rebated to Israel :



plus

(3) The accumulated net amounts of foreign currency converted previously into NIS
by the PMA, as recorded in the BOI Dealing Room.

b. The said flows and amounts will be calculated as of the date of the signing of the

Agreement.

Notes to para 16:

17.

18.

19,

20.

21.

(i) The estimates of the said "exports and imports" of goods and services will
include inter alia labor services, NIS expenditure of tourists and Israelis in
the Areas and NIS expenditure of Palestinians of the Areas in Israel.

(ii) Taxes and pension contributions on "imports" of labor services, paid to the
"importing" side and rebated to the "exporting” one, will not be included
in the estimates of the sums to be converted, as the "exporis' earnings of
labor services are recorded in the statistics inclusive of them, although they
do not accrue to the individuals supplying them.

The PMA and the BOI will meet annually to discuss and determine the annual amount
of convertible NIS during the following calendar year and will meet semi-annually
to adjust the said amount. The amounts determined annually and adjusted semi-annually
will be based on data and estimates regarding the past and on forecasts for the
following period, according to the formula mentioned in para 16. The first meeting will
be as soon as possible within three months after the date of the signing of the
Agreement.

a. The exchange of foreign currency for NIS and vice-versa by the PMA will be carried
out through the BOI Dealing Room, at the market exchange rates.

b. The BOI will not be obliged to convert in any single month more than 1/5 of the
semi-annual amount, as mentioned in para 17.

There will be no ceiling on the annual foreign currency conversions by the PMA into
NIS. However, in order to avoid undesirable fluctuations in the foreign exchange
market, monthly ceilings of such conversions will be agreed upon in the annual and
semi-annual meetings referred to in para 17.

Banks in the Areas will convert NIS into other circulating currencies and vice-versa.
The Palestinian Authority will have the authorities, powers and responsibilities regarding

the regulation and supervision of capital activities in the Areas, including the licensing of
capital market institutions, finance companies and investment funds.




Article V

DIRECT TAXATION

_ Israel and the Palestinian Authority will each determine and regulate independently its own
tax policy in matters of direct taxation, including income tax on individuals and
corporations, property taxes, municipal taxes and fees.

. Each tax administration will have the right to levy the direct taxes generated by economic
activities within its area.

Each tax administration may impose additional taxes on residents within its area on
(individuals and corporations) who conduct economic activities in the other
side's area.

. Israel will transfer to the Palestinian Authority a sum equal to:

a. 75% of the income taxes collected from Palestinians from the Gaza Strip and the
Jericho Area employed in Israel.

b. The full amount of income taxes collected from Palestinians from the Gaza Strip and
Jericho Area employed in the settlements.

. The two sides will agree on a set of procedures that will address all issues concerning
double taxation.



N s =R

a. The PNA will be responsible for the administration of the custom points at the
entrics of the Gaza Strip and the West Bank including (he implementation of the

agreed upon custom policies.

b. Isracli custom officials will be present and entitled to ask for inspection of both
goods and the collection of taxes when duc and to receive the related documents
according to the relevant provisions of the cconomic agreement.

c. In case of disagreement on the clearance of any shipment according to the
previous article, the shipment will be delayed for inspection for a maximum period of
____ hours during which the Joint Economic Commitice will resolve the issue on the
basis of the relevant provisions of this agreement
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Annex IV
Article IX

MONETARY AND FINANCIAL ISSUES

The Palestinian Authority will establish a Monetary Authority (PMA) in the Areas as
defined in the relevant provision of Article __ in the Agreement on economic relations
(hereinafter - the Areas) . The functions of the PMA will be as described in this Article.

2.a. The New Israeli Shekel (NIS) will be a legal circulating currency in the Areas and will

&

serve there as legal means of payment for all purposes of private, commercial and official
transactions. Any circulating currency, including the NIS, will have to be accepted by the
Palestinian Authority and by all its institutions, local authorities and banks, when offered
as a means of payment for any transaction, or for the discharge of debts and obligations,
or for the payment of taxes and other compulsory payments. Banks in the Areas will be
obliged to accept NIS deposits and to convert NIS into other circulating currencies.

b. Both sides will continue to discuss, through the JEC, the possibility of introducing
mutually agreed alternative currency arrangements for the Palestinian Authority.

 The PMA will act as the Palestinian Authority's official economic and financial advisor.

. The PMA will act as the Palestinian Authority's and the public sector entities' sole

financial agent, locally and internationally.

The foreign currency reserves (including gold) of the Palestinian Authority and all
Palestinian public sector entities will be deposited solely with the PMA and managed by it.

The PMA will act as the lender of last resort for the banking system in the Areas.

_ The PMA will authorize foreign exchange dealers in the Areas and will exercise control

(regulation and supervision) over foreign exchange transactions within the Areas and with
the rest of the world.

a. The PMA will have a banking supervision department that will be responsible for the
proper functioning, stability, solvency and liquidity of the banks operating in the Areas.

b. The banking supervision department will predicate its supervision on the international
principles and standards reflected in international conventions and especially on the
principles of the "Basle Committee".




c. The supervision department will be charged with the general supervision of every
bank operating in the Areas, including:

- The regulation of all kinds of banking activities, including their foreign activities ;

- The licensing of banks formed locally and of branches, subsidiaries, joint ventures
and representative offices of foreign banks and the approval of controlling
shareholders ;

- The supervision and inspection of banks.

9. The PMA will relicense each of the five branches of the Israeli banks operating at
present in the Gaza Strip and the West Bank, as soon as its location comes under the
jurisdiction of the Palestinian Authority. These branches will be required to comply with
the general rules and regulations of the PMA concerning foreign banks, based on the
"Basle Concordat”. Para 10 d, e, and f below will apply to these branches.

10. a. Any other Israeli bank wishing to open a branch or a subsidiary in the Areas will apply
for a license to the PMA and will be treated equally to other foreign banks, provided
that the same will apply to the Palestinian banks wishing to open a branch or a subsidiary
in Israel.

b. Granting of a license by both authorities will be subject to the following arrangements
based on the "Basle Concordat" valid on the date of signing of the Agreement
and to the host authority's prevailing general rules and regulations concerning opening
of branches and subsidiaries of foreign banks.

In this para 10 "host authority" and "home authority" apply only to the Bank of Israel
(BOI) and the PMA,

¢. A bank wishing to open a branch or establish a subsidiary will apply to the host
authority, having first obtained the approval of its home authority. The host authority
will notify the home authority of the terms of the license, and will give its final approval
unless the home authority objects.

d. The home authority will be responsible for the consolidated and comprehensive
supervision of banks, inclusive of branches and subsidiaries in the area under the
jurisdiction of the host authority. However, the distribution of supervision
responsibilities between the home and the host authorities concerning subsidiaries

will be according to the "Basle Concordat”.

e The host authority will regularly examine the activities of branches and subsidiaries in
the area under its jurisdiction. The home authority will have the right to conduct on site
examinations in the branches and subsidiaries in the host area. However, the supervision
responsibilities of the home authority concerning subsidiaries and branches will be
according to the "Basle Concordat".

Accordingly, each authority will transfer to the other authority copies of its examination
reports and any information relevant to the solvency, stability and soundness of the
banks, their branches and subsidiaries.

f The BOI and the PMA will establish a mechanism for co-operation and for the
exchange of information on issues of mutual interest.




11, a. The liquidity requirements on all deposits in banks operating in the Areas will be
determined and announced by the PMA.

b. The supervision and inspection of the implementation of such requirements will
be carried out by the PMA.

c. The liquidity requirements on the various kinds of NIS deposits (or deposits
linked to the NIS) in banks operating in the Areas will not be less than 4% to 8%,
according to the type of deposits. Changes of over 1% in the liquidity requirements
on NIS deposits (or deposits linked to the NIS) in Israel will call for corresponding
changes in the above mentioned rates.

d. The reserves and the liquid assets required according to this paragraph will be
deposited at the PMA according to rules and regulations determined by it.
Penalties for non compliance with the liquidity requirements will be determined by
the PMA.

12.  The PMA will regulate and administer a discount window system and the supply of
temporary finance for banks operating in the Areas.

13. a The PMA will establish or license a clearing house in order to clear money orders
between the banks operating in the Areas, and with other clearing houses.

b. The clearing of money orders and transactions between banks operating in the
Areas and banks operating in Israel will be done between the Israeli and the Palestinian
clearing houses on same working day basis, according to agreed arrangements,

14. Both sides will allow correspondential relations between each others' banks.

15. The PMA will have the right to convert at the BOI excess NIS received from banks
operating in the Areas into foreign currency, in which the BOI trades in the domestic
inter-bank market, up to the amounts determined per period, according to the
arrangements detailed in para 16 below.

16. a. The excess amount of NIS, due to balance of payments flows, that the PMA will have
the right to convert into foreign currency, will be equal to:

(1) Estimates of Israeli "imports" of goods and services from the Areas, valued at
market prices (inclusive of taxes), which were paid for in NIS, less:
(i) the taxes collected by the Palestinian Authority on Israeli "imports" from the
Areas and rebated to Israel in NIS, and
(ii) the taxes collected by Israel on Israeli "imports" from the Areas and
included in their market value, and not rebated to the Palestinian Authority,
minus

(2) Estimates of Israeli "exports" of goods and services to the Areas, valued at market
prices (inclusive of taxes), which were paid for in NIS, less :
(i) the taxes collected by Israel on such "exports" and rebated to the Palestinian
Authority, and
(ii) the taxes collected by the Palestinian Authority on such "exports” and included
in their market value, and not rebated to Israel ;




plus

(3) The accumulated net amounts of foreign currency converted previously into NIS
by the PMA, as recorded in the BOI Dealing Room.

b. The said flows and amounts will be calculated as of the date of the signing of the
Agreement.

Notes to para 16:
(i) The estimates of the said "exports and imports” of goods and services will
include inter alia labor services, NIS expenditure of tourists and Israelis in
the Areas and NIS expenditure of Palestinians of the Areas in Israel.

(i) Taxes and pension contributions on "impaorts" of labor services, paid to the
“importing” side and rebated 1o the "exporting” one, will not be included
in the estimates of the sums to be converited, as the "exports" earnings of
labor services are recorded in the statistics inclusive of them, although they
do not accrue (o the individuals supplying them.

17.  The PMA and the BOI will meet annually to discuss and determine the annual amount
of convertible NIS during the following calendar year and will meet semi-annually
to adjust the said amount. The amounts determined annually and adjusted semi-annually
will be based on data and estimates regarding the past and on forecasts for the
following period, according to the formula mentioned in para 16. The first meeting will
be as soon as possible within three months after the signing of the Agreement.

18. a. The exchange of foreign currency for NIS and vice-versa by the PMA will be carried
out through the BOI Dealing Room, at the market exchange rates.

b. The BOI will not be obliged to convert in any single month more than 1/5 of the
semi-annual amount, as mentioned in para 17,

19. There will be no ceiling on the annual foreign currency conversions by the PMA into
NIS. However, in order to avoid undesirable fluctuations in the foreign exchange
market, monthly ceilings of such conversions will be agreed upon in the annual and
semi-annual meetings referred to in para 17.

20. The Palestinian Authority will have the authorities, powers and responsibilities regarding
the regulation and supervision of capital activities in the Areas, including the licensing of
capital market institutions, finance companies and investment funds.
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Annex IV
Article IX

MONETARY AND FINANCIAL ISSUES

1. The Palestinian Authority will establish a Monetary Authority (PMA). The functions of

the PMA will be as described in this Article.

; fe
%~ 2.a. The New Israeli Shekel (NIS) will be a legal circulating currency the«tﬁegs as defined.

~in the relevant provision of Article in this Agreement on economic relations —~, ., th Avrea <

%ﬁ;‘w will serve there as legal means of payment for all purposes of

priva i official transactions. Any circulating currency, including the NIS,

will have to be accepted by the Palestinian Authority and by all its institutions, local
authorities and banks, when offered as a means of payment for any transaction, or for the
discharge of debts and obligations, or for the payment of taxes and other compulsory
payments. Banks in the Areas will be obliged to accept NIS deposits and to convert NIS
into other circulating currencies.

b. Both sides will continue to discuss, through the JEC, the possibility of introducing
mutually agreed alternative currency arrangements for the Palestinian Authority.

3. The PMA will act as the Palestinian Authority's official economic and financial advisor.

4. The PMA will act as the Palestinian Authority's and the public sector entities' sole
financial agent, locally and internationally.

5. The foreign currency reserves (including gold) of the Palestinian Authority and all
Palestinian public sector entities will be deposited solely with the PMA and managed by it.

6. The PMA will act as the lender of last resort for the banking system in the Areas.

7. The PMA will authorize foreign exchange dealers in the Areas and will exercise control
(regulation and supervision) over foreign exchange transactions within the Areas and with
the rest of the world.

8 a The PMA will have a banking supervision department that will be responsible for the
proper functioning, stability, solvency and liquidity of the banks operating in the Areas.

b. The banking supervision department will predicate its supervision on the international
principles and standards reflected in international conventions and especially of the
principles of the "Basle Committee". on




c. The supervision department will be charged with the general supervision of every swehr

/bjll"# including:
=The regulation of all kinds of banking activities, including their foreign activities ,

{fr"fﬁ - The licensing of banks formed locally and of branches, subsidiaries, joint ventures
! A: and representative offices of foreign banks and the approval of controlling
il 'H‘E? :
shareholders ;

- The supervision and inspection of banks.

9. The PMA will relicense each of the five branches of the Israeli banks operating at
present in the Gaza Strip and the West Bank, as soon as its location comes under the
jurisdiction of the Palestinian Authority. These branches will be required to comply with
the general rules and regulations of the PMA concerning foreign banks, based on the
"Basle Concordat". Para 10 d, e, and f below will apply to these branches.

¥ 10. a. Any other Israeli bank wishing to open a branch aﬂuhsidiar}f in the Areas will apply

¥ ' for a license to the PMA wilt-apply-for-a-ticense and will be treated equally to other
foreign banks, provided that the same will apply to the Palestinian banks wishing to

open a branch or a subsidiary in Israel.

" b. Granting of a license by both authorities will be subject to. :IF following arrangements

»  based on the "Basle Concordat" valid on the date of M‘ i is Agreement
and to the host authority's prevailing general rules and regulations concerning opening
of branches and subsidiaries of foreign banks.

In this para 10 "host authority" and "home authority" apply only to the Bank of Israel
' (BOI) and the PMA.

c. A bank wishing to open a branch or establish a subsidiary will apply to the host
. authority, having first obtained the approval of its home authority. The host authority
X/ will notify the home authority of the terms of the license, and’i}yll give its final approval
unless the home authority objects.

d. The home authority will be responsible for the consolidated and comprehensive
supervision of banks, inclusive of branches and subsidiaries in the area under the
jurisdiction of the host authority. However, the distribution of supervision
responsibilities between the home and the host authorities concerning subsidiaries
will be according to the "Basle Concordat”.

e. The host authority will regularly examine the activities of branches and subsidiaries in

N the ared 9f its jurisdiction. The home authority will have the right to conduct on site
examinations in the branches and subsidiaries in the host area. However, the supervision
responsibilities of the home authority concerning subsidiaries and branches will be
according to the "Basle Concordat".
Accordingly, each authority will transfer to the other authority copies of its examination
reports and any information relevant to the solvency, stability and soundness of the
banks, {_thﬂil‘ branches and subsidiaries.

f The BOI and the PMA will establish a mechanism for co-operation and for the
exchange of information on issues of mutual interest.



11.  a. The liquidity requirements on all deposits in banks operating in the Areas will be
determined and announced by the PMA.

b. The supervision and inspection of the implementation of such requirements will
be carried out by the PMA.

¥ ¢ The liquidity requirements on the various kinds of Shﬁ& deposits (or deposits
linked to the NIS) in banks operating in the Areas will not be less than 4% to 8%,
according to the type of deposits. Changes of over 1% in the liquidity requirements
X on deposits;in Israel will call for corresponding changes in the above

mentioned rates. ( or jg’m site fnbed 1o The J’a)

d. The reserves and the liquid assets required according to this paragraph will be
¥ deposited at the PMA according to rules and regulations determined by itf.
Penalties for non compliance with the liquidity requirements will be determined by
the PMA.

12.  The PMA will regulate and administer a discount window system and the supply of
temporary finance for banks operating in the Areas.

13. a. The PMA will establish or license a clearing house in order to clear money orders
between the banks operating in the Areas, and with other clearing houses.

b. The clearing of money orders and transactions between banks operating in the
Areas and banks operating in Israel will be done between the Israeli and the Palestinian
clearing houses on same working day basis, according to agreed arrangements.

14. Both sides will allow correspondential relations between each others' banks.

!
15. The PMA will have the right to convert at the BOI excess Sh%s received from banks
8 operating in the Areas into foreign currency,in which the BOI trades in the domestic inter-
bank market, up to the amounts determined per period, according to the arrangements
detailed in para 16 below.

167 The excess amount of NIS, due to balance of payments flows, that the PMA will have
the right to convert into foreign currency, will be equal to:

u} Estimates of Israeli "imports" of goods and services from the Areas, valued at
market prices (inclusive of taxes), which were paid for in NIS, lessan4 ¢
T & Vesaed &
{1) ¢ taxes eotected by the Palestinian Authority cﬁ;}f mports" ﬁ'ﬂmm%ﬁ
rEbated to Israel in NIS, and
Jad, Scrudi {romthe Hreng
[,u) ['on sueh "imports” by-Israel and included in their market value, and
not rehatad to the Palestinian Authority,
= minus
(@ Estimates of Israeli "exports" of goods and services to the Areas, valued at market

pm:es (inclusive of taxes), which were paid for in NIS, lessp+ ¢

Y% (I} ‘fhe taxes mm on w and rebated t‘f“lgalesuman

Authority, and




minus
b. Estimates of all Israchi "exports” of goods and services to the Arcas, valued at market

prices (inclusive of taxes), less :

(1) The laxes collected on these "exports” by Isracl and rebated to Palestinian
Authority, and

(2) Taxes levied on such "exports" by the Palestinian Authority and included in their
market value, and not rebated o Israel |
plus

¢. The accumulated net amounts of foreign currency converted previously mto Shekels
by the PMA. as recorded in the BOT Dealing Room.

d. The said flows and amounts will be calculated as ol the date of entry into force of
this Agreement.

Notes to para 16:
(1) The estimates of the sard "exports and imports" of goods and services will
include inter afia labor services, NIS expenditure of towrists and Israelis in
the Areas and NIS expenditures of Palestimans of the Areas in lsrael.

(i1}l axes and pension contributions on "imports" of labor services, paid to the
the "importing" side and rebated to the "exporting” one, will not be included
in the estimates of the sums to be converted, as the "exports' earmings of
labor services are recorded in the statistics inclusive of them, although they
der not acerne to the individuals supplving them.

17.  The PMA and the BOI will meet annually to discuss and determine the annual amount
of convertible Shekels during the following calendar vear and will meet semi-annually
to adjust the said amount. The amounts determined and adjusted will be based on data
and estimates mentioned in para. 16 and forecasts Tor the [ollowing period. The first
meeting will be as soon as possible within three months alter the entry into force of
this Agreement.

18. a. The exchange of foreign currency for NIS and vice-versa by the PMA will be camried
out through the BOI Dealing Room, at the market exchange rates.

b. The BOI will not be obliged to convert in any single month more than 1/5 of the
semi-annual amount.

19. There will be no ceiling on the annual foreign currency conversions by the PMA into
Shekels. However, in order 1o avoid undesirable (luctuations in the foreign exchange
market. monthly ceilings of such conversions will be agreed upon in the annual and
semi-annual meetings referred to in para 17,

20.The Palestinian Authority will have the authorities, powcers and responsibilitics regarding
the regulation and supervision of capilal activities in the Areas, including the licensing of
capital market institutions, finance companics and investment funds.
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Annex 1V
Article IX

MONETARY AND FINANCIAL ISSUES

The Palestinian Authority will establish a Monetary Authority (PMA).
The functions of the PMA  will be as described in this article.

[I. The New Israeli Shekel (NIS) will be the only legal tender in the Gaza
Strip and Jericho Area.]

[P. The PMA will be responsible for the regulation and the implementation
of monetary policies covering the West Bank and the Gaza Strip.

The Authority will define the proper context and the time frame for issuing a
Palestinian currency. However, the Israeli Shekel (NIS) will continue to be
one of the circulating currencies in the West Bank and the Gaza Strip].

The PMA will act as the Palestinian Authority's official economic and financial
advisor.

The PMA will act as the Palestinian Authority’s and the public sector entities’
sole financial agent locally and internationally.

The foreign currency reserves (including gold) of the Palestinian Authority
and all Palestinian public sector entities will be deposited solely with the PMA
and managed by it.

The PMA will act as the lender of last resort for the banking system in the
Gaza Strip and Jericho Area.

The PMA will authorize foreign exchange dealers in these areas under the
jurisdiction of the Palestinian Authority and will exercise control (regulation
and supervision) over foreign exchange transactions within these areas

and with the rest of the world.

The PMA will have a banking supervision department that will be responsible
for the proper functioning, stability, solvency and liquidity of the banks operating
in the Gaza Strip and Jericho Area

a. The banking supervision department will predicate its supervision on the
international principles and standards reflected in international conventions
and especially on the principles of the " Basle Committee".



b. The supervision department will be charged with the general supervision
of every such bank, including:

- The regulation of all kinds of banking activities, including their foreign
activities;

- The licensing of new banks formed locally and of branches, subsidiaries,
joint ventures and representatives officices of foreign banks and the
approval of controlling shareholders;

- The supervision and inspection of banks;

9. The PMA will relicense each of the five branches of the Israeli banks
operating at present in the Gaza Strip and the West Bank, as soon as ils
location comes under the jurisdiction of the Palestinian Authority. These
branches will be required to comply with the general rules and regulations
of the PMA concerning foreign banks, based on the "Basle Concordat".
Para 10 d, e, and f, below will apply to these branches.

10. a. Any other Israeli bank wishing to open a branch or subsidiary
under the jurisdiction of the PMA will apply for a license to the
PMA and will be treated equally to other foreign banks, provided
that the same will apply to the Palestinian banks wishing to open a
branch or a subsidiary in Israel.

b. Granting of a license by both authorities will be subject to the following
arrangements based on the "Basle Concordat” valid on the date of
entry into force of this agreement and to the host authority's prevailing
general rules and regulations concerning opening of branches and
subsidiaries of foreign banks.

In this para 10 "host authority” and "home authority" apply only to
the Bank of Israel (BOT) and the PMA.

¢. A bank wishing to open a branch or establish a subsidiary will apply
to the host authority, having first obtained the approval of its home
authority. The host authority will notify the home authority of the
terms of the license, and will give its final approval unless the home
authority objects.

d. The home authority will be responsible for the consolidated and
comprehensive supervision of banks, inclusive of branches and
subsidiaries in the area of the jurisdiction of the host authority.
However, the distribution of supervision responsibilities between
the home and the host authorities concerning subsidiaries
will be according to the "Basle Concordat”

e. The host authority will regularly examine the activities of branches
and subsidiaries in the area of its jurisdiction. The home authority
will have the right to conduct on site examinations in the branches
and subsidiaries in the host area, However, the supervision
responsibilities of the home authority concerning subsidiaries and
branches will be according to the "Basle Concordat”



12.

13.

14,

15.

Accordingly, each Banking authority will transfer to the other authority
copies of its examination reports and any information relevant to the
solvency, stability and soundness of the banks, its branches and subsidiaries.

f. The BOI and the PMA will establish a mechanism for co-operation
and for the exchange of information on issues of mutual interest,

a. The liquidity requirements on all deposits in banks operating in the
Gaza Strip and Jericho Area will be determined and announced by
the PMA.

b. The supervision and inspection of the implementation of such
requirements will be carried out by the PMA.

¢. The liquidity requirements on the various kinds of Shekel deposits
(or deposits linked to the NIS) in banks operating in the Gaza Strip
and Jericho Area will not be less than 4% to 8%, according to the
type of deposits. Changes of over 1% in the liquidity requirements
on Shekel deposits in Israel will call for corresponding changes in
the above mentioned rates.

d. The reserves and the liquid assets required according to this
paragraph will be deposited at the PMA according to rules
and regulations determined by it. Penalties for non compliance
with the liquidity requirements will be determined by the PMA.

The PMA will regulate and administer a discount window system and
the supply of temporary finance for banks operating in the Gaza Strip
and Jericho Area.

a. The PMA will establish or license a clearing house in order to clear
money orders between the banks operating in the Gaza Strip and
Jericho Area, and with other clearing houses.

b. The clearing of money orders and transactions between banks operating
in the Gaza Strip and Jericho Area and banks operating in Israel will be
done between the Israeli and the Palestinian clearing houses on same
working day basis, according to agreed arrangements.

Both sides will allow correspondential relations between each others' banks.

The PMA will have the right to convert at the BOI excess Shekels received
from banks operating in the Gaza Strip and Jericho Area into foreign
currency which the BOI trades in the domestic inter-bank market, up to

the amounts determined per period, according to the arrangements

detailed in para 16 below.




16, The excess amount of NIS, due to balance of payments flows, that the
PMA will have the right to convert into foreign currency, will be equal to:

a. Estimates of all Israeli imports of goods and services from the Gaza Strip
and Jericho Area, valued at market prices (inclusive of taxes), less:
(1) The taxes collected on these imports by the Palestinian Authority
and rebated to Israel, and
(2) Taxes levied on such imports by Israel and included in their market
valuation, and not rebated to the Palestinian Authority,
minus
b. Estimates of all Israeli exports of goods and services to the Gaza Strip
and Jericho Area, valued at market prices (inclusive of taxes), less
(1) The taxes collected on these exports by Israel and rebated to
the Palestinian Authority, and
(2) Taxes levied on such export by the Palestinian Authority and
included in their market valuation, and not rebated to Israel ;
plus
¢. The accumulated net amounts of foreign currency converted previously
into Shekels by the PMA, as recorded in the BOI Dealing Room.

d. The said flows and amounts will be calculated as of the date of
entry into force of this agreement,

Notes to para 16:

(i) The estimates of the said exports and imports of goods and
services will include inter alia labor services, NIS expenditure
of tourists and Israelis in the Gaza Strip and Jericho Area and

NIS expenditures of Palestinians of these areas in [srael.

(ii) Taxes and pension comtributions on imports of labor services,
paid to the importing side and rebated (o the exporting one,
will not be included in the estimates of the sums to be converted,
as the exports” earmings of labor services are recorded in the
statistics inclusive of them, although they do not acerue to the
individuals supplying them.

17.  The PMA and the BOI will meet annually to discuss and determine the
annual amount of convertible Shekels during the following calendar year
and will meet semi-annually to adjust the said amount. The amounts
determined and adjusted will be based on data and estimates mentioned
in para. 16 and forecasts for the following period. The first meeting wall
be as soon as possible within three months after the entry into force of
this Agreement,

18. a. The exchange of foreign currency for NIS and vice-versa by the PMA
will be carried out through the BOI Dealing Room, at the market exchange
rates.

b. The BOI will not be obliged to convert in any single month more than 1/5
of the semi-annual amount.




19. There will be no ceiling on the annual foreign currency conversions by the
PMA into Shekels. However, in order to avoid undesirable fluctuations in
the foreign exchange market, monthly ceilings of such conversions will be
agreed upon in the annual and semi-annual meetings referred to in para 17,

20.The Palestinian Authority will have the authorities, powers and responsibilities
regarding the regulation and supervision of capital activities in the Gaza Strip
and Jericho Area, including the licensing of capital market institutions, finance
companies and investment funds.

Note : According to the Palestinian position, this Article relates to the West Bank
and the Gaza Strip.
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Chapter 4 =

environment and the smallness and unsophisticated nature of the financial market, The recent example
of Bulgaria is instructive in this respect. The market-determined exchange rate devaluation overshot,
because of the inability of the country to provide sufficient backing to their currency. This can be related
to self-fulfilling prophesies about reversal in the current account or capital account convertibility. In
contrast, the exchange rate in Poland, where a sizable stabilization fund was put in place with the
assistance of the international community, was more stable. This stability helped fuel prolonged export
expansion and served as a useful nominal anchor to combat inflation.

4.33  We are, thus, led to examine the choice of a pegged exchange rate, which can be fixed with
respect to a basket of currencies at reasonable levels that can be defended. Such a system would need to
be backed by a stabilization fund. Within the family of pegged exchange rates, a Currency Board may
be an interesting option for the Occupied Territories, at least as a transitory arrangement, for several
reasons: (i) it is easy to manage and can be established very quickly; (ii) as long as it remains in
operation, it forces financial discipline; (iii) while discretionary monetary policy becomes impossible, its
scope is limited, in any case, given the circumstances of the Occupied Territories; (iv) it allows for some
seignorage; and (v) it can evolve towards a more flexible system as the economy matures and the
financial system grows.

Currency Boards

4.34  Currency Boards, once a common arrangement, are being considered again (Hong Kong and
Singapore have had a board for some time; Estonia’s is less than a year old). Under a Currency Board
arrangement, the monetary institution agrees to supply or redeem local currency bank notes (and possibly,
reserve deposits of commercial banks held at the Currency Board) for another currency at an established
exchange rate and without limitation. Moreover, the Currency Board will exchange local currency at no
other terms (such as against local claims on other institutions).

4.35 A Currency Board is easy to administer. In a sense, the foreign reserves become the domestic
currency, but the Currency Board intercepts the seignorage and retains flexibility for a future change in
the exchange rate or the expansion into a full-fledged central bank, However, for a Currency Board to
work, the government must relinquish its discretionary right to print money, and the banking system must
retain adequate reserves of foreign exchange assets. This is not too costly since the initial reserves of new
banks are bound to come largely from abroad (or to be in the form of foreign exchange). The sacrificed
exchange rate flexibility, a useful first defense mechanism against unexpected shocks, is likely to pale
next to the potential loss implied by a weak and volatile currency.

4.36  The decision to set up a Currency Board involves four main issues:

(i) What liabilities to back, only bank notes, or more? In Hong Kong, the Currency Board
has no role in commercial bank clearing operations. In contrast, the coverage extends to
reserve deposits in Estonia where such deposits, being the liability of the Bank of Estonia
and interchangeable with cash, have to be backed in the same way as cash. In the
Occupied Territories, while it may not be necessary for a Currency Board to develop a
system of interbank clearing immediately, reserve requirements for new banks are likely
to be necessary, and, thus, deposits with the Currency Board should also be backed. But
this is not necessary. In Singapore, for example, a separate monetary agency has been
set up alongside the Currency Board to monitor commercial banks and provide a discount
window (it does not, however, engage in open market operations).
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(ii) How much backing to provide? To instill confidence that it can honor its pledge of
convertibility, the Currency Board should start with sufficient foreign exchange reserves
to back a significant portion of the liabilities at the relevant exchange rate.!

(iii) ~ What to back with and peg to? This will depend mostly on prospective trading
relationships. In principle, the exchange rate could be adjusted, but this rarely occurs
under the stricter Currency Board. Once the certainty of the exchange rate is removed,
the integrity of the exchange rate would be compromised. Thus, domestic interest rates
would rise above the international rates to include a devaluation-related risk premium.
In Singapore, the Currency Board retains the authority to appreciate but not to depreciate.

(iv)  Who can have access to the board? In Hong Kong only banks with note-issuing authority
can convert cash into foreign exchange. Individuals and enterprises must rely on a
competitive banking system to ensure equivalent rates. In the Occupied Territories, the
system would probably have to be open to all until the banking sector developed
sufficiently (as in Estonia).

Implications for Jordan and Israel

4.37  The introduction of a currency would be an issue of concern for both Jordan and Israel, given
the substantial holdings of Jordanian Dinars and Shekels by Palestinians. If a new currency were
introduced, Palestinians would purchase it in exchange for the two existing currencies, and a new
monetary authority or currency board would acquire potentially large quantities of JDs and Shekels.
These could, in principle, be used to back the Palestinian currency, but they would probably be way in
excess of the amounts that it would make sense to hold as foreign exchange: the monetary authority
would undoubtedly prefer to hold a high proportion of currencies of OECD countries. Yet if these were
redeemed automatically for foreign exchange by the Jordanian and Israeli monetary authorities it would
be a shock to both monetary and foreign exchange management-—-and potentially a large shock for Jordan,
given the estimated size of Palestinian holdings of JDs relatively to both total money and foreign
exchange holdings in Jordan. The phasing and terms of any such large-scale conversion would have to
be worked out in the context of any currency reform. The international community may also have a role
to play.

Other Implications
4.38  Supervision of the financial system. Currency Boards can vary from relatively pure systems (as

in Hong Kong), where there is no central bank, to more hybrid schemes that retain some limited central
bank functions. However, the two functions must be clearly delineated.® To maintain the integrity of

' The Hong Kong and Estonia systems started with 100 percent backing; Argentina backs only the
new issues of high-powered money.

*  For example, the Bank of Estonia was divided into two departments: the issue department, which
operates the CB and a banking department, which represent the policy side of the CB (but which
cannot lend more than its own reserves in order not to compromise the CB). The seignorage
earned by the issue department (as interest on reserves) is transferred to the banking department,




Figure 21: Choice of an Exchange Rate Regime

Exchange Rate Advantage Disadvantage Examples
Regime
Currency Union Fiscal discipline enhanced; Risk associated with active monetary | Panama uses the US dollar. Members

encourages capital inflows and
investments; and reduces risk

premia on government issued

debt.

policies of other countries where
shocks may be unrelated to policy
needs at home; inability to conduct
independent monetary policy.

of the CFA zone pegged to the French
franc. This contributed to greater
stability until the 1980s when the
appreciation of the French Frane with
respect to the dollar contributed to a
sharp reduction in competitiveness.

Free Floating

Reflects short-run scarcities
best.

Leads to high exchange rate
instability in the absence of a well-
developed financial system.

Bulgaria, Latvia.

Pegged to Basket

Enhances the stability of the
economy in the face of
speculative attacks and short-
term instability.

Needs the backing of a stabilization
fund; lads to inefficient resource
allocation if a "wrong" peg is used.

Poland.

Currency Board

Fiscal discipline is enhanced,
encouraging capital inflows
and investments and reducing
risk premia on government
issued debt.

Precludes the use of monetary
policy.

Hong Kong, Singapore, Estonia.
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the Currency Board, it must be prevented from general discretionary lending. Occasional intervention
to offset exceptional fluctuations in liquidity or to provide temporary assistance to a bank are feasible if
confined to those resources available to the authorities (and in excess of the requirement of the Currency
Board). The difficulty in influencing interest rates also limits the ability of the authorities as guarantors
of the banking system. Any assistance to weak banks must be confined to the amount of excess foreign
reserves. In a sense, this becomes a fiscal responsibility.

4.39 Growth. As the economy grows, 50 would the demand for real balances. This does not mean,
however, that a current account surplus must be achieved to increase domestic liquidity, since liquidity
can be supplied through the capital account as well as the current account. For Hong Kong, one of the
principal financial centers of the Pacific, capital is very mobile, and the economy is always assured
sufficient liquidity by the international capital market. For the Occupied Territories, such conditions are
also expected to prevail, at least until a large external debt is accumulated and creditworthiness
deteriorates. In Estonia, to take another extreme case, capital is not at all mobile. This implies a severe
ﬁnanciai squeeze as the price level is forced to adjust to the note issue, rather than the other way
around.

4.40 Monetary Policy. A Currency Board can be viewed as a pegged exchange rate where open
market operations are prohibited. One of the basic conditions of a Currency Board is that it cannot lend
to the government. If this were to happen, the Currency Board would find its liabilities backed by
domestic claims, which would undermine the viability of the peg. This deprives the authorities of any
meaningful ability to sterilize foreign exchange flows and, thus, inflation and interest rates (although the
system could evolve over time and become more flexible).

4.41  Administrative Price Controls. Control through administrative action is also ruled out under a
Currency Board arrangement. Any attempt by the government to control interest rates would quickly lead
to the collapse of the system. If interest rates are too low, for example, banks would be subject to excess
withdrawal, leading eventually to their collapse.

F. Conclusion

4.42 We have surveyed a range of areas where independent policy action at a2 macroeconomic level
could be desirable and have structured the analysis over when this might require an independent currency.
The results can be summarized as follows:

- In some areas, the pursuit of an independent macroeconomic policy is likely to be
fruitless, e.g., attempts to have independent interest rates, given the degree of capital
mobility.

- In other areas independent policy is desirable, and is commonly associated with a separate
currency, but such a link is by no means necessary, e.g., managing "excessive" capital
inflows, borrowing at home and abroad and supervising/providing liquidity to banks.

3 However, it is important to note that it is only the growth of base money that is restricted under
a CB; since cash is only one component of the money supply, a decline in the ratio of cash to
money ratio would allow money to increase via the money multiplier.
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- Seignorage is traditionally large in the region, but it is unlikely to be so for the West
Bank and Gaza (especially initially) because of the likely initial low level of credibility
of a new currency and the high capital mobility.

- There are areas for which a domestic currency is necessary, e.g., avoiding imported
nominal shocks from other members of a currency union, facilitating real wage declines
and, under extraordinary circumstances, defaulting.

- If a currency were introduced, there would need to be attention to the impact on Jordan
and Israel; special arrangements may need to be worked out.

4.43  All this has to be set in the context of discipline, something that is hard to earn but that can be
obtained by being in a currency union(s) with a disciplined core. We conclude by suggesting that if a
domestic currency is chosen, it could be desirable to start with a relatively restricted version, as in a
Currency Board, which could gradually evolve to a fully fledged currency that brought greater discretion
once discipline, and the associated demand for the currency, was well established.




13/04/94

One year after the entry in force of this agreement, the Palestinian
Authority may request that both sides discuss the possibly to introduce
a symbolic Palestinian currency that would be issued under a Currency
Board arrangement with 100% backing of an Israeli foreign reserve
currency.
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Annex IV
Article IX

MONETARY AND FINANCIAL ISSUES

. The Palestinian Authority will establish a Monetary Authority (PMA).

The functions of the PMA will be as described in this article,

. [1. The New Israeli Shekel (NIS) will be the only legal tender in the Gaza

Strip and Jericho Area.]

[P. The PMA will be responsible for the regulation and the implementation
of monetary policies covering the West Bank and the Gaza Strip.

The Authority will define the proper context and the time frame for issuing a
Palestinian currency. However, the Israeli Shekel (NIS) will continue to be
one of the circulating currencies in the West Bank and the Gaza Strip].

. The PMA will act as the Palestinian Authority’s official economic and financial

advisor.

 The PMA will act as the Palestinian Authority's and the public sector entities'

sole financial agent locally and internationally.

. The foreign currency reserves (including gold) of the Palestinian Authority

and all Palestinian public sector entities will be deposited solely with the PMA
and managed by it.

. The PMA will act as the lender of last resort for the banking system in the

Gaza Strip and Jericho Area.

. The PMA will exercise control (regulation and supervision) over foreign

exchange transactions within the area under the jurisdiction of the Palestinian
Authority, and with the rest of the world.

. The PMA will have a banking supervision department that will be responsible

for the proper functioning, stability, solvency and liquidity of the banks operating
in the Gaza Strip and Jericho Area.

a. The banking supervision department will predicate its supervision on the
international principles and standards reflected in international conventions
and especially on the principles of the "Basle Committee”




b.The supervision department will be charged with the general supervision
of every such bank, including:

- The regulation of all kinds of banking activities, including their foreign
activities;

- The licensing of new banks formed locally and of branches, subsidiaries,
joint ventures and representatives officices of foreign banks and the
approval of controlling shareholders,

- The supervision and inspection of banks;

9. The PMA will relicense each of the five branches of the Israeli banks
operating at present in the Gaza Strip and the West Bank, as soon as its
location comes under the jurisdiction of the Palestinian Authority. These
branches will be required to comply with the general rules and regulations
concerning foreign banks, based on the "Basle Concordat". Para 10 d, e,
and f, below will apply to these branches. ‘

10. a. Any other Israeli bank wishing to open a branch or subsidiary .
under the jurisdiction of the PMA will apply for a license to the
PMA and will be treated equally to other foreign banks, provided
that the same will apply to the Palestinian banks wishing to open a
branch or a subsidiary in Israel.

b. Granting of a license by both authorities will be subject to the following
arrangements based on the "Basle Concordat" valid on the date of
entry into force of this agreement and to the host authority's prevailing
general rules and regulations concerning opening of branches and
subsidiaries of foreign banks.

In this para 10 "host authority" and "home authority" apply only to
the Bank of Israel (BOI) and the PMA.

¢. A bank wishing to open a branch or establish a subsidiary will apply
to the host authority, having first obtained the approval of its home
authority. The host authority will notify the home authority of the .
terms of the license, and will give its final approval unless the home
authority objects.

d. The home authority will be responsible for the consolidated and
comprehensive supervision of banks, inclusive of branches and
subsidiaries in the area of the jurisdiction of the host authority.
However, the distribution of supervision responsibilities between
the home and the host authorities concerning subsidiaries
[and branches] will be according to the "Basle Concordat".

e. The host authority will regularly examine the activities of branches
and subsidiaries in the area of its jurisdiction. The home authority
will have the right to conduct on site examinations in the branches
and subsidiaries in the host area. However, the supervision
responsibilities of the home authority concerning subsidiaries and
branches will be according to the "Basle Concordat".



Accordingly, each Banking authority will transfer to the other authority
copies of its examination reports and any information relevant to the
solvency and stability of the banks, its branches and subsidiaries.

f. The BOI and the PMA will establish a mechanism for co-operation
and for the exchange of information on issues of mutual interest.

11.  a. The liquidity requirements on all deposits in banks operating in the
Gaza Strip and Jericho Area will be determined and announced by
the PMA.

b. The supervision and inspection of the implementation of such
requirements will be carried out by the PMA,

¢. The liquidity requirements on the various kinds of Shekel deposits
(or deposits linked to the NIS) in banks operating in the Gaza Strip
and Jericho Area will not be less than 4% to 8%, according to the
type of deposits. Changes of over 1% in the liquidity requirements
on Shekel deposits in Israel will call for corresponding changes in
the above mentioned rates.

d. The reserves and the liquid assets required according to this
paragraph will be deposited at the PMA according to rules
and regulations determined by it. Penalties for non compliance
with the liquidity requirements will be determined by the PMA.

12. The PMA will regulate and administer a discount window system and
the supply of temporary finance for banks operating in the Gaza Strip
and Jericho Area.

13. a. The PMA will establish or license a clearing house in order to clear
money orders between the banks operating in the Gaza Strip and
Jericho Area, and with other clearing houses.

b. The clearing of money orders and transactions between banks operating
in the Gaza Strip and Jericho Area and banks operating in Israel will be
done between the Israeli and the Palestinian clearing houses on same
working day basis, according to agreed arrangements.

14. Both sides will allow correspondential relations between each others' banks,

15, The PMA will have the right to convert at the BOI excess Shekels received
from banks operating in the Gaza Strip and Jericho Area into foreign
currency which the BOI trades in the domestic inter-bank market, up to
the amounts determined per period, according to the arrangements
detailed in para 16 below.




16. The excess amount of NIS, due to balance of payments flows, that the
PMA will have the right to convert into foreign exchange, will be equal to:

a. Estimates of all Israeli imports of goods and services from the Gaza Strip
and Jericho Area, valued at market prices (inclusive of taxes), less:
(1) The taxes collected on these imports by the Palestinian Authority
and rebated to Israel, and
(2) Taxes levied on such imports by Israel and included in their market
valuation, and not rebated to the Palestinian Authority,
minus
b. Estimates of all Israeli exports of goods and services to the Gaza Strip
and Jericho Area, valued at market prices (inclusive of taxes), less :
(1) The taxes collected on these exports by Israel and rebated to
the Palestinian Authority, and
(2) Taxes levied on such export by the Palestinian Authority and
included in their market valuation, and not rebated to Israel ;
plus
¢. The accumulated net amounts of foreign currency converted previously
into Shekels by the PMA, as recorded in the BOI Dealing Room.

d. The said flows and amounts will be calculated as of the date of
entry into force of this agreement.

Notes to para 16:

(i) The estimates of the said exports and imports of goods and
services will include inter alia labor services, NIS expenditure
of tourists and Israelis in the Gaza Strip and Jericho Area and

NIS expenditures of Palestinians of these areas in Israel.

(ii) Taxes and pension contributions on imporits of labor services,
paid to the importing side and rebated o the exporting one,
will not be included in the estimates of the sums to be converted,
as the exports’ earnings of labor services are recorded in the
statistics inclusive of them, although they do not accrue (o the
individuals supplying them.

17.  The PMA and the BOI will meet annually to discuss and determine the
annual amount of convertible Shekels during the following calendar year
and will meet semi-annually to adjust the said amount. The amounts
determined and adjusted will be based on data and estimates mentioned
in para. 16 and forecasts for the following period. The first meeting will
be as soon as possible within three months after the entry into force of
this Agreement.

18. a. The exchange of foreign currency for NIS and vice-versa by the PMA
will be carried out through the BOI Dealing Room, at the market exchange
rates.

b. The BOI will not be obliged to convert in any single month more than 1/5
of the semi-annual amount.




19. There will be no ceiling on the annual foreign currency conversions by the
PMA into Shekels. However, in order to avoid undesirable fluctuations in
the foreign exchange market, monthly ceilings of such conversions will be
agreed upon in the annual and semi-annual meetings referred to in para 17.

20.The Palestinian Authority will have the authorities, powers and responsibilities
regarding the regulation and supervision of capital activities in the Gaza Strip
and Jericho Area, including the licensing of capital market institutions, finance
companies and investment funds.

Note : According to the Palestinian position, this Article relates to the West Bank
and the Gaza Strip.
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environment and the smallness and unsophisticated nature of the financial market. The recent example
of Bulgaria is instructive in this respect. The market-determined exchange rate devaluation overshot,
because of the inability of the country to provide sufficient backing to their currency. This can be related
to self-fulfilling prophesies about reversal in the current account or capital account convertibility. In
contrast, the exchange rate in Poland, where a sizable stabilization fund was put in place with the
assistance of the international community, was more stable. This stability helped fuel prolonged export
expansion and served as a useful nominal anchor to combat inflation,

433  We are, thus, led to examine the choice of a pegged exchange rate, which can be fixed with
respect to a basket of currencies at reasonable levels that can be defended. Such a system would need to
be backed by a stabilization fund. Within the family of pegged exchange rates, a Currency Board may
be an interesting option for the Occupied Territories, at least as a transitory arrangement, for several
reasons: (i) it is easy to manage and can be established very quickly; (i) as long as it remains in
operation, it forces financial discipline; (iii) while discretionary monetary policy becomes impossible, its
scope is limited, in any case, given the circumstances of the Occupied Territories; (iv) it allows for some
seignorage; and (v) it can evolve towards a more flexible System as the economy matures and the
financial system grows.

Currency Boards

4.34  Currency Boards, once a common arrangement, are being considered again (Hong Kong and
Singapore have had a board for some time; Estonia’s is less than a Yyear old). Under a Currency Board

exchange rate and without limitation, Moreover, the Currency Board will exchange local currency at no
other terms (such asg against local claims on other institutions).

4.35 A Currency Board is easy to administer. In a sense, the foreign reserves become the domestic
currency, but the Currency Board intercepts the seignorage and retains flexibility for a future change in
the exchange rate or the expansion into a full-fledged central bank. However, for a Currency Board to
work, the government must relinquish its discretionary right to print money, and the banking system must
retain adequate reserves of foreign exchange assets. This is not toa costly since the initial reserves of new
banks are bound to come largely from abroad (or to be in the form of foreign exchange). The sacrificed
exchange rate flexibility, a useful first defense mechanism against unexpected shocks, is likely to pale

next to the potential loss implied by a weak and volatile currency.
4.36  The decision to set up a Currency Board involves four main issues:

(i) What liabilities to back, only bank notes, or more? In Hong Kong, the Currency Board
has no role in commercial bank clearing operations. In contrast, the coverage extends to
reserve deposits in Estonia where such deposits, being the liability of the Bank of Estonia
and interchangeable with cash, have to be backed in the same way as cash. In the
Occupied Territories, while it may not be necessary for a Currency Board to develop a
System of interbank clearing immediately, reserve requirements for new banks are likely
to be necessary, and, thus, deposits with the Currency Board should also be backed. But
this is not necessary. In Singapore, for example, a Separate monetary agency has been
Set up alongside the Currency Board to monitor commercial banks and provide a discount
window (it does not, however, engage in open market operations).
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(ii) How much backing to provide? To instill confidence that it can honor its pledge of
convertibility, the Currency Board should start with sufficient foreign exchange reserves
to back a significant portion of the liabilities at the relevant exchange rate.’

(iii) ~ What to back with and peg to? This will depend mostly on prospective trading
relationships. In principle, the exchange rate could be adjusted, but this rarely occurs
under the stricter Currency Board. Once the certainty of the exchange rate is removed,
the integrity of the exchange rate would be compromised. Thus, domestic interest rates
would rise above the international rates to include a devaluation-related risk premium.
In Singapore, the Currency Board retains the authority to appreciate but not to depreciate.

(iv)  Who can have access to the board? In Hong Kong only banks with note-issuing authority
can convert cash into foreign exchange. Individuals and enterprises must rely on a
competitive banking system to ensure equivalent rates. In the Occupied Territories, the
system would probably have to be open to all until the banking sector developed
sufficiently (as in Estonia).

Implications for Jordan and Israel

4.37 The introduction of a currency would be an issue of concern for both Jordan and Israel, given
the substantial holdings of Jordanian Dinars and Shekels by Palestinians. If a new currency were
introduced, Palestinians would purchase it in exchange for the two existing currencies, and a new
monetary authority or currency board would acquire potentially large quantities of JDs and Shekels.
These could, in principle, be used to back the Palestinian currency, but they would probably be way in
excess of the amounts that it would make sense to hold as foreign exchange: the monetary authority
would undoubtedly prefer to hold a high proportion of currencies of OECD countries. Yet if these were
redeemed automatically for foreign exchange by the Jordanian and Israeli monetary authorities it would
be a shock to both monetary and foreign exchange management—and potentially a large shock for Jordan,
given the estimated size of Palestinian holdings of JDs relatively to both total money and foreign
exchange holdings in Jordan, The phasing and terms of any such large-scale conversion would have to
be worked out in the context of any currency reform. The international community may also have a role

to play.
Other Implications
4.38  Supervision of the financial system. Currency Boards can vary from relatively pure systems (as

in Hong Kong), where there is no central bank, to more hybrid schemes that retain some limited central
bank functions. However, the two functions must be clearly delineated.? To maintain the integrity of

! The Hong Kong and Estonia systems started with 100 percent backing: Argentina backs only the
new issues of high-powered money.

?  For example, the Bank of Estonia was divided into two departments: the issue department, which
operates the CB and a banking department, which represent the policy side of the CB (but which
cannot lend more than its own reserves in order not to compromise the CB). The seignorage
earned by the issue department (as interest on reserves) is transferred to the banking department.




Figure 21: Choice of an Exchange Rate Regime

Exchange Rate
Regime

Advantage

Disadvantage

Examples

Currency Union

Fiscal discipline enhanced;
encourages capital inflows and
investments; and reduces risk
premia on government issued
debt.

Risk associated with active monetary
policies of other countries where
shocks may be unrelated to policy
needs at home; inability to conduct
independent monetary policy.

Panama uses the US dollar. Members
of the CFA zone pegged to the French
franc. This contributed to greater
stability until the 1980s when the
appreciation of the French Franc with
respect to the dollar contributed to a
sharp reduction in competitiveness.

Free Floating

Reflects short-run scarcities
best.

Leads to high exchange rate
instability in the absence of a well-
developed financial system.

Bulgaria, Latvia.

Enhances the stability of the
economy in the face of
speculative attacks and short-
term instability.

Needs the backing of a stabilization
fund; lads to inefficient resource
allocation if a "wrong" peg is used.

Poland.

Fiscal discipline is enhanced,
encouraging capital inflows
and investments and reducing
risk premia on government
issued debt.

—_————

Precludes the use of monetary
policy.

Hong Kong, Singapore, Estonia.
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the Currency Board, it must be prevented from general discretionary lending. Occasional intervention
to offset exceptional fluctuations in liquidity or to provide temporary assistance to a bank are feasible if
confined to those resources available to the authorities (and in excess of the requirement of the Currency
Board). The difficulty in influencing interest rates also limits the ability of the authorities as guarantors
of the banking system. Any assistance to weak banks must be confined to the amount of excess foreign
reserves. In a sense, this becomes a fiscal responsibility.

4.39 Growth. As the economy grows, so would the demand for real balances. This does not mean,
however, that a current account surplus must be achieved to increase domestic liquidity, since liquidity
can be supplied through the capital account as well as the current account. For Hong Kong, one of the
principal financial centers of the Pacific, capital is very mobile, and the economy is always assured
sufficient liquidity by the international capital market. For the Occupied Territories, such conditions are
also expected to prevail, at least until a large external debt is accumulated and creditworthiness
deteriorates. In Estonia, to take another extreme case, capital is not at all mobile. This implies a severe
financial squeeze as the price level is forced to adjust to the note issue, rather than the other way
around.?

4.40 Monetary Policy. A Currency Board can be viewed as a pegged exchange rate where open
market operations are prohibited. One of the basic conditions of a Currency Board is that it cannot lend
to the government. If this were to happen, the Currency Board would find its liabilities backed by
domestic claims, which would undermine the viability of the peg. This deprives the authorities of any
meaningful ability to sterilize foreign exchange flows and, thus, inflation and interest rates (although the
system could evolve over time and become more flexible).

4.41 Administrative Price Controls. Control through administrative action is also ruled out under a
Currency Board arrangement. Any attempt by the government to control interest rates would quickly lead
to the Collapse of the system. If interest rates are too low, for example, banks would be subject to excess
withdrawal, leading eventually to their collapse.

F. Conclusion

4,42 We have surveyed a range of areas where independent policy action at a macroeconomic level
could be desirable and have structured the analysis over when this might require an independent currency.
The results can be summarized as follows:

- In some areas, the pursuit of an independent macroeconomic policy is likely to be
fruitless, e.g., attempts to have independent interest rates, given the degree of capital
mobility.

- In other areas independent policy is desirable, and is commonly associated with a separate
currency, but such a link is by no means necessary, e.g., managing "excessive" capital
inflows, borrowing at home and abroad and supervising/providing liquidity to banks.

*  However, it is important to note that it is only the growth of base money that is restricted under
a CB; since cash is only one component of the money supply, a decline in the ratio of cash to
money ratio would allow money to increase via the money multiplier.
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- Seignorage is traditionally large in the region, but it is unlikely to be so for the West
Bank and Gaza (especially initially) because of the likely initial low level of credibility
of a new currency and the high capital mobility.

- There are areas for which a domestic currency is necessary, e.g., avoiding imported
nominal shocks from other members of a currency union, facilitating real wage declines
and, under extraordinary circumstances, defaulting.

- If a currency were introduced, there would need to be attention to the impact on Jordan
and Israel; special arrangements may need to be worked out.

4.43 Al this has to be set in the context of discipline, something that is hard to earn but that can be
obtained by being in a currency union(s) with a disciplined core. We conclude by suggesting that if a
domestic currency is chosen, it could be desirable to start with a relatively restricted version, as in a
Currency Board, which could gradually evolve to a fully fledged currency that brought greater discretion
once discipline, and the associated demand for the currency, was well established.
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Annex IV
Article IX

FINANCIAL AND FOREIGN EXCHANGE MARKET

1. The Palestinian Authority will establish [ I. a Banking Authority (PBA)]
[P. A Monetary and Financial Authority (PMFA)].
The functions of the PBA [ PMFA] will be as described in this article.

2. [I. The Shekel (NIS) and the Jordanian Dinar (JD) will be the only legal tender .
in the Gaza Strip and Jericho Area.]

[P. The PMFE will be responsible for the regulation and the implementation of
monetary policies covering the West Bank and the Gaza Strip.

The authority will define the proper context and the time frame for issuing a
Palestinian currency, However, the Israeli Shekel (NIS) will continue to be

one of the circulating currencies in the West Bank and the Gaza Strip]. Q

3. The PBA will act as the Palestinian Authority's official economic advisor.

4. The PBA will act as the Palestinian Authority's banker and as the public
sector's dealer in the local financial markets.

5. The PBA will maintain and manage the foreign currency reserves of the
Palestinian Authority.

6. The PBA will have a banking supervision department that will be responsible
for the proper functioning, stability and liquidity of the banks operating in the
(aza Strip and Jericho Area. \
The PBA will predicate its supervision on the international principles
and standards reflected in international conventions and especially
the principles of the "Basel Committee".

The department will be charged with the general supervision of every such
bank, including:
- The regulation of the banking activities [P. and their foreign activities] ;
- The licensing of banks and the approval of controlling shareholders;
- The supervision and inspection of banks;
- [I. The role of lender of last resort.] [P. The department will act as
the commercial and other banks' banker, fulfilling the role of lender of last resort.]




7 [L . Inorder to create a suitable business environment and minimize
uncertainty, the PBA will recognize the validity of all licenses that
have been granted to banking groups and branches prior to the transfer
of the licensing powers to the PBA_] [P. The Banking Supervision department
will relicense the five operating Israeli banks in the West Bank and the Gaza Strip
according to the following principles, based on the "Basle Concordat” and to the
host authority's prevailing general rules and regulations concerning the opening
of branches and subsidiaries of foreign banks :]

8.

e.

[I. The Bank of Israel (BOI) and the PBA will each allow the opening
of branches and subsidiaries of banks under their supervision in
the area of the jurisdiction of the other side. Granting of a
license will be subject to the following arrangements based on
the "Basel Concordat" dated June 1992, and to the host
authority's prevailing general rules and regulations concerning
the opening of branches and subsidiaries of foreign banks.]

In this para 4 "host authority” and "home authority" mean only
the BOI and the PBA respectively.

[I. Neither banking authority will discriminate against banks
registered in the other side in relation to foreign banks.]

A bank wishing to open a branch or establish a subsidiary will
apply to the host authority, having first obtained the approval
of its home authority. The host authority will notify the home
authority of the terms of the license, and will give its final
approval unless the home authority objects.

[1. The home authority will be responsible for the consolidated and
comprehensive supervision of banking concerns, inclusive of
branches and subsidiaries in the area of the jurisdiction of the
host authority. ]
[P. The home authority will be responsible for the consolidated and
comprehensive supervision of the above mentioned branches in the area
of jurisdiction of the host authority. However, this supervision responsibility
relies on the host authority in the case of subsidiaries.]

The host authority will regularly examine the activities of

branches and subsidiaries in the area of its jurisdiction. The home
authority will have the right to [1. conduct on site examinations in the
branches and subsidiaries in the host area. ]

[P. Examine the branches in the host area].

Each Banking authority will transfer to the other authority [P. a summary of ]
[I. copies of ] its examination reports and any information relevant to
the solvency and stability of the bank, [I. its branches and subsidiaries ]

The BOI and the PBA will establish a mechanism for co-operation
and for the exchange of information on issues of mutual interest,



9. [I. a. The liquidity requirements on the various kinds of Shekel
deposits (or deposits linked to the NIS) in banks operating in
the Gaza Strip and Jericho Area will be identical to those fixed
and announced by the BOI. The BOI will give prior notice of
days to the PBA of any changes in these requirements.

b. The liquidity requirements on other deposits (not Shekel linked)
in banks operating in the Gaza Strip and Jericho Area will be
fixed and announced by the PBA.

c. The liquidity required according to this para 5 will be deposited
at the PBA, as determined by the PBA, and the PBA will be
responsible for the inspection and supervision of the liquidity
requirements in the banks operating in the Gaza Strip and Jericho
Area. ]
[P. The liquidity requirements on all deposits in banks operating in
the West Bank and the Gaza Strip will be fixed and announced, inspected
and supervised by the PMFA.

(1) The different types of assets considered liquid will be determined by
the supervision department.

(2) The liquidity requirements on the various kinds of Shekel deposits
(or deposits linked to the NIS) in banks operating in the West Bank and
the Gaza Strip will not be less than 4%.

(3) The liquidity required according to this paragraph will be deposited
at the Banking Supervision Department according to regulations and
policies determined by the Authority.]

10. The PBA will regulate and administer a discount window system for
banks operating in the Gaza Strip and Jericho Area.

11. a. The PBA will establish or license a clearing house in order to
clear money orders between the banks operating in the Gaza Strip
and Jericho Area.

b. The clearing of money orders and transactions between banks
operating in the Gaza Strip and Jericho Area and banks operating
in Israel will be done between the Israeli and the Palestinian clearing
houses on same working day basis, according to agreed arrangements.

c. Both sides will allow correspondential relations between each
others' banks.

FOREIGN-EXCHANGE CONTROL

1. The PBA will exercise control (regulation and supervision) over
foreign exchange transactions of residents of the Gaza Strip and



Jericho Area within these areas.

. Israel will allow residents of the Gaza Strip and Jericho Area to
purchase from authorized Israeli dealers foreign currency in change
for Israeli Shekels for purposes and transactions permitted to
residents of Israel under Israeli law.

. The PBA will have the right to convert at the BOI excess Shekels
received from banks operating in the Gaza Strip and Jericho Area into
foreign currency, up to the amounts determined per period, according
to the arrangements detailed in para 4 below.

. a. The total amount of excess Shekels for the purposes of para. 3
will be based on the following:
1) Estimate of the accumulated net value of the aggregates flows
of goods and services (including labor services) between
Israel and the Gaza Strip and Jericho Area, and

2) The accumulated net amounts of foreign currency converted
previously into Shekels by the PBA, as recorded in the BOI
Dealing Room, less

3) The accumulated amounts of net purchases of foreign currency
by residents of the Gaza Strip and Jericho Area from Israeli
authorized dealers. as recorded in the books of those dealers.

b. The said flows and amounts will be calculated as of the date of
entry into force of this agreement.

c. The estimates of the value of the flows of goods and services
will be made by the Israeli Central Bureau of Statistics (CBS).
The PBA will have an opportunity to submit its comments on the
CBS estimates.

d. The PBA and the BOI will meet annually to discuss and determine
the annual amount of convertible Shekels during the following
calendar year and will meet semi-annually to adjust the said
amount. The amounts determined and adjusted will be based on data
and estimates mentioned in para. 4a and forecasts for the
following period.

e. Substantial excess net purchasing of foreign currency by
residents of the Gaza Strip and Jericho Area at any given period
of 6 months, over and above the estimates for that period, may
lead to the suspension of these purchases, pending the necessary
adjustment by the BOI of the amount of convertible Shekels.

f  The exchange of foreign currency for NIS and vice-versa by the
PBA will be carried out through the BOI Dealing Room, at the
market exchange rates.



g The BOI will not be obliged to convert in any single month more
than 1/5 of the semi-annual amount, |

5. There will be no ceiling on the annual foreign currency conversions by
the PBA into Shekels. However, in order to avoid undesirable
fluctuations in the foreign exchange market, monthly ceilings of such
conversions will be agreed upon in the annual and semi-annual meetings
referred to in para 4d.

CAPITAL MARKET

The Palestinian Authority will have the authorities, powers and
responsibilities regarding the regulation and supervision of capital
activities in the Gaza Strip and Jericho Area.

EQUAL TREATMENT
®

Each side will refrain from any discrimination against individuals,
corporations, private and public sectors' institutions and departments of
the other side in all matters covered by this article.
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Annex IV
Article IX

F D FOREIGN EXCHANGE MARKET

LEGAL TENDER (currency)

The Shekel (NIS) and the Jordanian Dinar (JD) will be the only legal tender
in the Gaza Strip and Jericho Area.

BANKING
1. The Palestinian Authority will establish a Banking Authority {PBM,.
The functions of the PBA will be as described in this article.

The PBA will be responsible for the proper functioning, stability and
liquidity of the banks operating in the Gaza Strip and Jericho Area.
The PBA will be charged with the general supervision of every such
bank, including:

- The Ticensing of banks and the approval of controlling shareholders;
The regulation of the banking activities;

The supervision and inspection of banks:

The role of lender of last resort.

2. In order to protect € the depositors and maintain the E-anks'.
stability, and to encourage the development of a local banking system,
the PBA will predicate its supervision on the international principles
and standards reflected in international conventions and especially
the principles of the "Basel Committee".

3 In order to create a suitable business environment and minimize
uncertainty, the PBA will recognize the validity of all licenses that
have been granted to banking groups and branches prior to the transfer
of the Ticensing powers to the PBA.



The Bank of Israel (BOI) and the PBA will each allow the opening
of branches and subsidiaries of banks under their supervision in
the area of the jurisdiction of the other side. The granting of
a license will be subject to the following arrangements based on
the ~Basel Concordat® dated June 1992, and to the host
authority's prevailing general rules and regulations concerning
the opening of branches and subsidiaries of foreign banks.

In this para 4 "host authority" and "home authority" mean only
the BOI and the PBA respectively.

Neither banking authority will discriminate against banks
registered in the other side in relation to foreign banks.

A bank wishing to open a branch or establish a subsidiary will
apply to the host authority, having first obtained the approval
of its home authority. The host authority will notify the home
authority of the terms of the license, and will give its final
approval unless the home authority objects.

The home authority will be responsible for the consolidated and
comprehensive supervision of banking concerns, inclusive of
branches and subsidiaries in the area of the jurisdiction of the
host authority.

The host authority will regularly examine the activities of
branches and subsidiaries in the area of its jurisdiction. The.
authority will have the right to examine the branches and
subsidiaries in the host area.

Each Banking authority will transfer to the other authority its
examination reports and any information relevant to the solvency
and stability of the bank, its branches and subsidiaries.

The BOI and the PBA will establish a mechanism for cooperation
and for the exchange of information on issues of mutual interest.




for?

S a. The liquidity requirements Qﬁi} the various kinds of Shekel
deposits (or deposits linked to the NIS) in banks operating in
the Gaza Strip and Jericho Area will be identical to those fixed
and announced by the BOI. The BOI will give prior notice of ___
days to the PBA of any changes in these requirements.

b. The liquidity requirements @iﬁ'other deposits (not Shekel Tinked)
in banks operating in the Gaza Strip and Jericho Area will be
fixed and announced by the PBA.

£, The liquidity reguired according to this para 5 will be deposited
at the PBA, as determined by the PBA, and the PBA will be
responsible for the inspection and supervision of the liquidity
requirements in the banks operating in the Gaza Strip and Jerichu.
Area.

6. The PBA will regulate and administer a discount window system for
banks operating in the Gaza Strip and Jericho Area.

7. a. The PBA will establish or license a clearing house in order to
clear money orders between the banks operating in the Gaza Strip
and Jericho Area.

b. The clearing of money orders and transactions between banks
operating in the Gaza Strip and Jericho Area and banks operating
in Israel will be done between the Israeli and the Palestinian
clearing houses on same-day basis, according to agreed.

arrangements.
C. Both sides will allow correspondential relations between each

others' banks.

FOREIGN-EXCHANGE CONTROL

1. The PBA will exercise control (regulation and supervision) over




foreign exchange transactions of residents of the Gaza Strip and
Jericho Area within these areas,

| 2. Israel will allow residents of the Gaza Strip and Jericho Area to
purchase from authorized Israeli dealers foreign currency iﬁ{zﬂhnge
for Israeli Shekels for purposes and transactions permitted to
residents of Israel under Israeli law.

3. The PBA will have the right to convert at the BOI excess Shekels
received from banks operating in the Gaza Strip and Jericho Area into
foreign currency, up to the amounts determined per period, according
to the arrangements detailed in para 4 below.

4. a. The total amount of excess Shekels for the purposes of para. 3
will be based on the following:
1) Estimate of the accumulated net value of the aggregates flows
of goods and services (including Tlabor services) between
Israel and the Gaza Strip and Jericho Area, and

2) The accumulated net amounts of foreign currency converted
previously into Shekels by the PBA, as recorded in the BOI
Dealing Room, less

3} The accumulated amounts of net purchases of foreign currency
by residents of the Gaza Strip and Jericho Area from Israeli
authorized dealers. as recorded in the books of those
dealers.

b. The said flows and amounts will be calculated as of the date of
entry into force of this agreement.

c: The estimates of the value of the flows of goods and services
will be made by the Israeli Central Bureau of Statistics (CBS). ‘
The PBA will have an opportunity to submit its comments on the
CBS estimates.

d. The PBA and the BOI will meet annually to discuss and determine




the annual amount of convertible Shekels during the following
calendar year and will meet semi-annually to adjust the said
amount. The amounts determined and adjusted will be based on data
and estimates mentioned in para. 4a and forecasts for the
following period.

K Substantial excess net purchasing of foreign currency by
residents of the Gaza Strip and Jericho Area at any given period
of 6 months, over and above the estimates for that period, may
lead to the suspension of these purchases, pending the necessary
adjustment by the BOI of the amount of convertible Shekels.

f. The exchange of foreign currency for NIS and vice-versa by the
PBA will be carried out through the BOI Dealing Room, at the
market exchange rates. .

g. The BOI will not be obliged to convert in any single month more
than 1/5 of the semi-annual amount.

5. There will be no ceiling on the annual foreign currency conversions by
the PBA into Shekels. However, in order to avoid undesirable
fluctuations in the foreign exchange market, monthly ceilings of such
conversions will be agreed upon in the annual and semi-annual meetings
referred to in para 4d.

CAPITAL MARKET

The Palestinian Authority will have the authorities, powers and.
responsibilities regarding the regulation and supervision of capital
activities in the Gaza Strip and Jericho Area.

EQUAL TREATMENT

Each side will vrefrain from any discrimination against individuals,
corporations, private and public sectors' institutions and departments of
the other side in all matters covered by this article
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ANNEX - FINANCIAL AND FOREIGN EXCHANGE MARKETS

ARTICLE 1: LEGAL TENDER (currency)

[Is.  Both the Shekel (NIS) and the Jordanian Dinar (JD) will be legal tender in the Gaza
Strip and Jericho Area. ],

[P. The Shekel will continue to be a legal tender in the Gaza Strip and Jericho Area within the
validity of this agreement. The Palestinian Authority will determine adding other currencies as
legal tender e.g. Jordanian Dinar and Palestinian Pound].

ARTICLE II- BANKING .
1. BANKING AUTHORITY

The Palestinian Authority will establish a [Is. Banking Authority (PBA)] [P.
Monetary Authority (PMA)]. The functions of the PBA will be as described in this article.

2. BANKING SUPERVISION

a. The PBA will be responsible for the proper functioning , stability and liquidity of the banks
operating in the Gaza Strip and Jericho Area. The PBA will be charged with the general
supervision of every such bank, including :

The licensing of banks and the approval of controlling shareholders ;
The regulation of the banking activities ;

The supervision and inspection of banks |

The role of lender of last resort.

'l'n. L A =
A\ I', b. Both sides will allow the opening of branches , subsidiaries and regional offices of each .
? ¢ N | others' banks. The Bank of Israel (BOI) and the PBA will promptly reach an agreement,
et | based on the Concordant of Basel, concerning the licensing and supervision of such
- entities.

¢. Both sides will allow correspondencial relations between each others' banks.*

3. LIQUIDITY REQUIREMENTS

Re ¢ a. The liquidity requirements on the various kinds of Shekel deposits (or deposits linked to
R the NIS) in banks operating in the Gaza Strip and Jericho Area will be identical to those
Y A fixed and announced by the BOIL. The BOI will give prior notice of .....days to the
W2 ‘.—A PBA of any changes in these liquidity requirements.

*To be discussed further



b. The liquidity requirements on other deposits (non Shekel and non Shekel linked) in banks
operating in the Gaza Strip and Jericho Area will be fixed and announced by the PBA.

¢. The liquidity required according to this para 3 will be deposited at the PBA, as determined
by the PBA, and the PBA will be responsible for the inspection and supervision of the
liquidity requirements in the banks operating in the Gaza Strip and Jericho Area.

4. DISCOUNT WINDOW

The PBA will regulate and administer a discount window system for banks operating in
the Gaza )
¢ Strip and Jericho Area.

5. CLEARING HOUSE

a. The PBA will establish or license a clearing house in order to clear money orders .
between the banks operating in the Gaza Strip and Jericho Area.

b. The clearance of money orders and transactions between banks operating in the
Gaza Strip and Jericho Area and banks operating in Israel will be done between the Israeli
and the Palestinian clearing houses on the same day basis, according to agreed
arrangements.

ARTICLE IIl - FOREIGN-EXCHANGE CONTROL

1. The PBA will exercise the control (regulation and supervision) over foreign exchange
transactions of residents of the Gaza Strip and Jericho Area within these areas.

[Is. 2. Israel will allow residents of the Gaza Strip and Jericho Area to purchase from
authorized Israeli dealers foreign currency using Israeli Shekels for purposes and transactions
permitted under Israeli law to residents of Israel]. .

[P. delete Para 2].

3. The PBA may convert at the BOI excess Shekels received from banks operating in the
Gaza Strip and the Jericho Area into foreign currency up to the amounts determined per
period, according to the arrangements detailed in paragraph 4.

4 a. The total amounts of excess Shekels for the purposes of paragraph 3 will be based on the
following : TR
(1) Estimates of the accumulated net value of the aggregate flows of goods and - -
services (including labor) between Israel and the Gaza Strip and Jericho area[ an-::l

|. (2) The accumulated net amounts of foreign currency converted prewnusl},r

"'| into Shekels by the PBA as recorded in the BOI Dealing Ruom{less
\
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[Is.  (3) The accumulated amounts of net purchases of foreign currency by residents of the SN

Gaza Strip and Jericho Area from Israeli authorized dealers, as recorded in the
books of those dealers]

[P. Delete sub-para (3)].

[P. (4) The accumulated amounts of NIS currently circulated in the Gaza Strip and West
Bank : The amounts of NIS resulting of coming tourists ; Israelis" consumption
in the Gaza Strip and West Bank].

b. The said flows and amounts will be calculated as of the date in which this Annex will come
into force.

W ¢[Is. The estimates of the value of the flows of goods and services will be made
by the Israeli Central Bureau of Statistics (CBS).
The PBA will have an opportunity to submit its comments on the CBS estimates).

[P. The estimates of the value of the flows of goods and services will be made by both
parties].

d. The PBA and the BOI will meet annually to discuss and determine the annual amount of
convertible Shekels during the next year and will meet semi-annually to adjust the said
amount, The amounts determined and adjusted will be based on data and estimates
mentioned in Para 4a and forecasts for the next period.

e.[Is.Substantial excess net purchasing of foreign currency by residents of the Gaza Strip
and Jericho Area at any given period of 6 months, above estimates for that period, may
lead to the suspension of these purchases, pending the necessary adjustment by the BOI
of the amount of convertible Shekels].

[P. Delete sub para e.]

f. The exchange of foreign currency for NIS and vice-versa by the PBA will be carried out
through the BOI Dealing Room, at the market exchange rates.

g.  The BOI will not be obliged to convert in any single month more than 1/5 of the semi-
annual amount.

5. There will not be a ceiling on the annual foreign currency conversions by the PBA into
Shekels. However, in order to avoid undesirable fluctuations in the foreign exchange market,
the parties will agree in the annual and semi-annual meetings referred to in para 4d. on
monthly ceilings of such conversions.

"
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ARTICLE 1V - CAPITAL MARKET

The Palestinian Authority will have the authorities, powers and responsibilities
regarding the regulation and supervision of capital market activities in the Gaza Strip and
Jericho Area,

ARTICLE V - EQUAL _TREATMENT

Each side will refrain from any discrimination against individuals, corporations, private
and public sectors' institutions and departments of the other side in all matters covered by this

Annex.

COMMENTS

Israeli comment : this annex depends on agreement on all other parts of the Agreement
concerning the Gaza Strip and Jericho Area.

Palestinian comment : this annex will apply to the West Bank and Gaza Strip in the
| interim period
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AN - FINANCI FOREIGN EX MARKET
ARTICLE I. LEGAL TENDER (currency)
+he i.'—"-*ll‘f
[I. Both the Shekel (NIS) and the Jordanian Dinar (JD) will heb1egal tender

in the Gaza Strip and Jericho Area.]

[P. The Shekel will continue to be a legal tender in the Gaza Strip and
Jericho Area within the validity of this agreement. The Palestinian

| Authority will determine adding other currencies as legal tender e.q.

| Jordanian Dinar and Palestinian Pound.) .

ARTICLE II: BANKING

1. Banking Authority
The Palestinian Authority will establish a (I. Banking Authority
(PBA)] [P. Monetary Authority (PMA)]. The function of the PBM will be
as describfﬁjn this article.

2. Banking Supervisi

a. The PBA will be responsible for the proper functioning, stability
and liquidity of the banks operating in the Gaza Strip and
Jericho Area. The PBA will be charged with the generﬂ.
supervision of every such bank, including:
- The Ticensing of banks and the approval of controlling
shareholders;
- The regulation of the banking activities;
- The supervision and inspection of banks;
- The role of lender of last resort.

b. Both sides will allow the opening of branches, subsidiaries and
regional offices of each others' banks. The Banks of Israel (BOI)




and the PBA will promptly reach an agreement, based on the
Concordant of Basel, concerning the licensing and supervision of
such entities.

C. Both sides will allow correspondencial relations between each
others' banks.

3. Liquidity Requirements

a. The Tliquidity requirements on the various kinds of Shekel
deposits (or deposits linked to the NIS) in banks operating in
the Gaza Strip and Jericho Area will be identical to those fixed
and announced by the BOI. The BOI will give prior notice of
days to the PBA of any changes in these liquidity requirements.

b. The Tiquidity requirements on other deposits (non Shekel linked)
in banks operating in the Gaza Strip and Jericho Area will be
fixed and announced by the PBA.

e, The 1liquidity required according to this para 3 will be deposited
at the PBA, as determined by the PBA, and the PBA will be
responsible for the inspection and supervision of the liquidity
requirements in the banks operating in the Gaza Strip and Jericho
Area.

4. Discount Window .

The PBA will regulate and administer a discount window system for
banks operating in the Gaza Strip and Jericho Area.

) To be discussed further



5, Clearing House

a. The PBA will establish or license a clearing house in order to
clear money orders between the banks operating in the Gaza Strip
and Jericho Area.

b. The clearance of money orders and transactions between banks
operating in the Gaza Strip and Jericho Area and banks operating
in Israel will be done between the Israeli and the Palestinian
clearing houses on the same day basis, according to agreed
arrangements.

ARTICLE III: FOREIGN-EXCHANGE CONTROL

1. The PBA will exercise the control (regulation and supervision) over
foreign exchange transactions of residents of the Gaza Strip and
Jericho Area within these areas.

[I. 2. Israel will allow residents of the Gaza Strip and Jericho Area to
purchase from authorized Israeli dealers foreign currency using Israeli
Shekels for purposes and transactions permitted under Israeli 1nv to
residents of Israel.]

[P. delete para. 2.)

3. The PBA may convert at the BOI excess Shekels received from banks. ‘
operating in the Gaza Strip and Jericho Area into foreign currency up
to the amounts determined per period, according to the arrangements
detailed in para. 4.

4. a. The total amounts of excess Shekels for the purposes of para. 3
will be based on the following:

1. Estimates of the accumulated net value of the aggregates
flows of goods and services (including Israeli and



tourists consumption in NIS in the Gaza Strip and Jericho
Area and Palestinians from these areas' consumption in
Israel, and labor) between Israel and the Gaza Strip and
Jericho Area, and

2 The accumulated net amounts of foreign currency converted
previously into Shekels by the PBA as recorded in the BOI
Dealing Rooms, less

(1. 3. The accummaulated amounts of net purchases of foreign
currency by residents of the Gaza Strip and Jericho Area
from Israeli authorized dealers. as recorded in the books o
those dealers.]

[P. Delete sub-para. 3).

[P. 4. The accumulated amounts of NIS currently circulated in
the Gaza Strip and West Bank; The amounts of NIS resulting
of coming tourists; Israelis' consumption in the Gaza Strip .
and West Bank].

The said flows and amounts will be calculated as of the date in
which this Annex will come into force. ‘

[I. The estimates of the value of the flows of goods and services
will be made by the Israeli Central Bureau of Statistics (CBS).
The PBA will have an opportunity to submit its comments on the
CBS estimates].

[P. The estimates of the value of the flows of goods and
services will be made by both parties).

The PBA and the BOI will meet annually to discuss and determine
the annual amount of convertible Shekels during the next year and
will meet semi-annually to adjust the said amount. The amounts
determine and adjusted will be based on data and estimates
mentioned in para. 4a and forecasts for the next period.

[I. Substantial excess net purchasing of foreign currency by
residents of the Gaza Strip and Jericho Area at any given period
6 months, above estimates for that period, may lead to the




suspension of these purchase, pending the necessary adjustment by
the BOI of the amount of convertible Shekels].

[P. Delete sub para. e|.

E The exchange of foreign currency for NIS and vice-versa by the PB
will be carried out through the BOI Dealing Room, at the market
exchange rates.

g. The BOI will not be obliged to convert in any single month more
than 1/5 of the semi-annual amount

8 There will not be a ceiling on the annual foreign currency conversions
by the PBA into Shekels. However, in order to avoid
undesirable fluctuations in the foreign exchange market, the parties.
will agree in the annual and semi-annual meetings referred to in para.
4d. on monthly ceilings of such conversions.

ARTICLE IV: CAPITAL MARKET

The Palestinian Authority will have the authorities, powers and
responsibilities regarding the regulation and supervision of capital
market activities in the Gaza Strip and Jericho Area

ARTICLE V: EQUAL TREATMENT (-3

Each side will refrain from any discrimination against individuals,
corporations, private and public sectors' institutions and departments of
the other side in all matters covered by this Annex



COMMENTS

Israeli comments: this annex depends on agreement on all other parts of the
Agreement concerning the Gaza Strip and Jericho Area.

Palestinian comment: this annex will apply to the West Bank and Gaza Strip
in the interim period.
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ANNEX-FINANCIAL AND FOREIGN EXCHANGE MARKETS

ARTICLE I: LEGAL TENDER (currency)

[Is.  Both the Shekel (NIS) and the Jordanian Dinar (JD) will be legal tender in the Gaza
Strip and Jericho Area.].

[P. The Shekel will continue to be a legal tender in the Gaza Strip and Jericho Area within the
validity of this agreement. The Palestinian Authority will determine adding other currencies as
legal tender e.g. Jordanian Dinar and Palestinian Pound].

ARTICLE II- BANKING L —

. BANKING_AUTHORITY

Tqe Palestinian Authority will establish a [Is. Banking Authgst¥ (PBA)] [P.
Monetary Anthority (PMA)]. The functions of the PBA will be ge-@escribed in this article.

2. BANKING SUPERMISTION

a. The PBA will be responsible fosthe properfunctioning , stability and liquidity of the banks
operating in the Gaza Strip and Jerjelig Area. The PBA will be charged with the general
supervision of every such bank_ #icluding

The licensing of banks apd'the approval of comsqlling shareholders ;
The regulation of thebanking activities ;

The supervision afd inspection of banks ;

The role of Jerdder of last resort.

b. Both sid€s will allow the opening of branches , subsidiaries and regional offices dfeach
ot€rs' banks. The Bank of Israel (BOT) and the PBA will promptly reach an agreeme
based on the Concordant of Basel, concerning the licensing and supervision of such

._--—'—"'_--_-_____---_._-_ . .
Lc. Both sides will allow correspondencial relations between each uthmm (T

3. LIQUIDITY REQUIREMENTS

a. The liquidity requirements on the various kinds of Shekel deposits (or deposits linked to
the NIS) in banks operating in the Gaza Strip and Jericho Area will be identical to those
fixed and announced by the BOL The BOI will give prior notice of .....days to the

PBA of any changes in these liquidity requirements. ﬁ

*To be discussed further



b. The liquidity requirements on other deposits (non Shekel and non Shekel linked) in banks
operating in the Gaza Strip and Jericho Area will be fixed and announced by the PBA.

¢. ~ The liquidity required according to this para 3 will be deposited at the PBA, as determined

by the PBA, and the PBA will be responsible for the inspection and supervision of the
liquidity requirements in the banks operating in the Gaza Strip and Jericho Area.

4, DISCOUNT _WINDOW

The PBA will regulate and administer a discount window system for banks operating in
the Gaza
Strip and Jericho Area.

5. CLEARPMG-HOTSE _{9....1.:}4%- Lupmals it fachioss

a. The PBA will establish or license a clearing house in order to clear money orders
between the banks operating in the Gaza Strip and Jericho Area.

b. The clearance of money orders and transactions between banks operating in the
Gaza Strip and Jericho Area and banks operating in Israel will be done between the Israeli
and the Palestinian clearing houses on the same day basis, according to agreed

‘_S arrangements.

1‘\?"?C.
PN ARTICLE III - FOREIGN-EXCHANGE CONTROL

1. The PBA will exercise the control (regulation and supervision) over foreign exchange
transactions of residents of the Gaza Strip and Jericho Area within these areas,

[Is. 2. Israel will allow residents of the Gaza Strip and Jericho Area to purchase from
authorized israeli dealers foreign currency using Israeli Shekels for purposes and transactions
permitted under [sraeli law to residents of Israel].

“[P. delete Para 2].

3. The PBA may convert at the BOI excess Shekels recerved from banks operating in the
Gaza Strip and the Jericho Area into foreign currency up to the amounts determined per
period, according to the arrangements detailed in paragraph 4.

4 a. The total amounts of excess Shekels for the purposes of paragraph 3 will be based on the

following :
(1) Estimates of the accumulated net value of the aggregate flows of goods and

\VQJ/ 5 services (including labor) between Israel and the Gaza Strip and Jericho area, and
(-5 (2) The accumulated net amounts of foreign currency converted previously
\ /

into Shekels by the PBA as recorded in the BOI Dealing Room, less




[Is.  (3) The accumulated amounts of net purchases of foreign currency by residents of the
Gaza Strip and Jericho Area from Israeli authorized dealers, as recorded in the
books of those dealers]

[P. Delete sub-para (3)].

[P. (4) The accumulated amounts of NIS currently circulated in the Gaza Strip and West
Bank ; The amounts of NIS resulting of coming tourists : Israelis” consumption
in the Gaza Strip and West Bank].

b. The said flows and amounts will be calculated as of the date in which this Annex will come
into force.

c.(Is. The estimates of the value of the flows of goods and services will be made
by the Israeli Central Bureau of Statistics (CBS).
The PBA will have an opportunity to submit its comments on the CBS estimates].

[P. The estimates of the value of the flows of goods and services will be made bv both
parties].

d. The PBA and the BOI will meet annually to discuss and determine the annual amount of
convertible Shekels during the next year and will meet semi-annually to adjust the said
amount. The amounts determined and adjusted will be based on data and estimates
mentioned in Para 4a and forecasts for the next period.

e.[Is.Substantial excess net purchasing of foreign currency by residents of the Gaza Strip
and Jericho Area at any given period of 6 months, above estimates for that period, may
lead to the suspension of these purchases, pending the necessary adjustment by the BOI
of the amount of convertible Shekels].

[P. Delete-sub para e.]

f.  The exchange of foreign currency for NIS and vice-versa by the PBA will be carried out
through the BOI Dealing Room, at the market exchange rates.

g. The BOI will not be obliged to convert in any single month more than 1/5 of the semi-
annual amount.

5. There will not be a ceiling on the annual foreign currency conversions by the PBA into
Shekels. However, in order to avoid undesirable fluctuations in the foreign exchange market,
the parties will agree in the annual and semi-annual meetings referred to in para 4d. on
monthly ceilings of such conversions.



7.

ARTICLE IV - CAPITAL MARKET

The Palestinian Authority will have the authorities, powers and responsibilities
regarding the regulation and supervision of capital market activities in the Gaza Strip and
Jericho Area.

ARTICLE V - EQUAL ATMENT

Each side will refrain from any discrimination against individuals, corporations, private
and public sectors’ institutions and departments of the other side in all matters covered by this
Annex. '

COMMENTS

Israeli comment : this annex depends on agreement on all other parts of the Agreement
concerning the Gaza Strip and Jericho Area.

Palestinian comment : this annex will apply to the West Bank and Gaza Strip in the
interim period




I [ j |
| | = 2 s e e T
! d | | | ] 1 |

i

: Sl ] | T . O D O 1
AR Ticte I = BANK G —- | |

| —
i
| R |
|
|
|
—
9] 1 HiRENEEE :
| (- |-
T R T B AL B W E | | |

j l (L The Palestinian Authority will establish a Banking Authority (PBA). The functions
of the PBA will be as described in this article.

The PBA will be responsible for the proper functioning , stability and liquidity of the
banks operating in the Gaza Strip and Jericho Area. The PBA will be charged with the general
supervision of every such bank, including :

V The licensing of banks and the approval of controlling shareholders ;

The regulation of the banking activities ;

The supervision and inspection of banks

The role of lender of last resort.]

[P The Palestinian Authority will establish a Palestinian Central Bank (PCB) which will
assume all functions and responsibilities concerning banking in the West Bank and the Gaza
Strip and which will exercise all the normal functions of a central bank , including :
The licensing of banks and the approval of controlling shareholders ,
The regulation sof the banking activities ;
The supervision and inspection of banks ; .
“ The role of lender of last resort.
Issue of currency whenever it deems it necessary.]

(PBA) will predicate its supervisi

a;lcuuragc the development of a local banking syst
on on the international principles and standards reflected in
and especially the principles of the "Basle Committee".]

international conventions

[P. Delete this para].
and minimize uncertainty, the

% [I. In order to createa suitable business environment
-_; BA will recognize the validity of all licenses that have been granted to banking groups and
1 ¥ N -

branches prior to the transfer of the licensing powers to the PBA.] *M

[P. Delete this para]. >
| | | | | | | | |
| ' i o o B
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lf. [P. This_agreement will supercede and render as null and void and no longer vali :
s : d i
0thert15re=mcﬂ!] on banking and currency in the West Bank and Gaza Strip hetw:g Ismelzrgd o
any other party.
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[I~ Delete this Fﬂfa.] l “.E

f (a)  The Bank of Israel (BOI) and the PBA will each allow the opening of branches 4-)%'?"'!‘ |

(L am; subsidiaries] of banks under their supervision in the other side. Granting a license will E

|y besubject to the following arrangements based on the "Basle Concordat" dated June 1992, and : L
to the host authority's prevailing general rules and regulations concerning the opening of ’j’

branches [I. and subsidiaries] of foreign banks. W,_[.’u )
A G

)
In this para 6 "host authority" and "home authority" mean only the BOI and the PB .
respectively. : k ;
i~ '

[I. Neither banking authority will discriminate against banks registered in the other 7
side in relation to foreign banks.] [P. Delete this sentence]. ’

a5 =

(b) A bank wishing to open a branch [L or establish a subsidiary] will apply to the host w
authority, having first obtained the approval of its home authority. The host authority will
v notify the home authority of the terms of the licence, and will give its final approval unless the

home authority objects.

v (c) The huml:_authority will
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'(d)  The host _ : &
subsidiaries] in its area. The home authority will have the right to examine the branches

V' [L and subsidiaries] in the host area. _
Each supervision authority will transfer to the other authority its examination reports

and any information relevant to the solvency and stability of the bank, its branches
[I. and subsidiaries.] -

‘() Both banking authorities will establish a mechanism for cooperation and for the
exchange of information on issues of mutual interest.
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ANNEX - FINANCIAL AND FOREIGN EXCHANGE MARKETS

1 [Is. Both the Shekel (NIS) and the Jordanian Dinar (JD) will be legal tender in the
Gaza Strip and Jericho Area.].

[P. The current situation with regard to currency will continnue for a period of one
year. The Palestinian Authority will add other currencies as legal tender whenever it deems

necessary.

2. [I. The Palestinian Authority will establish a Banking Authority (PBA). The functions
of the PBA will be as described in this article.

The PBA will be responsible for the proper functioning , stability and liquidity of the
banks operating in the Gaza Strip and Jericho Area. The PBA will be charged with the general
supervision of every such bank, including :

The licensing of banks and the approval of controlling shareholders |

The regulation of the banking activities ,

The supervision and inspection of banks |

The role of lender of last resort.]

[P The Palestinian Authority will establish a Palestinian Central Bank (PCB) which will
assume all functions and responsibilities concerning banking in the West Bank and the Gaza
Strip and which will exercise all the normal functions of a central bank , including :

The licensing of banks and the approval of controlling shareholders ;

The regulation sof the banking activities |

The supervision and inspection of banks ,

The role of lender of last resort.

Issue of currency whenever it deems it necessary. ]

3. [I. In order to maintain the protection of the depositors and the Banks' stability, and
encourage the development of a local banking system, the Palestinian Banking Authority
(PBA) will predicate its supervision on the international principles and standards reflected in
international conventions and especially the principles of the "Basle Committee”. ]

[P. Delete this para].
4 [I. In order to create a suitable business environment and minimize uncertainty, the
PBA will recognize the validity of all licenses that have been granted to banking groups and

branches prior to the transfer of the licensing powers to the PBA.]

[P. Delete this para].
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5. [P. This_agreement will supercede and render as null and void and no longer valid any
other agreement on banking and currency in the West Bank and Gaza Strip between Israel and
any other party.]

[1. Delete this para.]

6. (a) The Bank of Israel (BOI) and the PBA will each allow the opening of branches

[I. and subsidiaries] of banks under their supervision in the other side. Granting a license will
be subject to the following arrangements based on the "Basle Concordat" dated June 1992, and
to the host authority's prevailing general rules and regulations concerning the opening of
branches [1. and subsidiaries] of foreign banks.

In this para 6 "host authority” and "home authority" mean only the BOI and the PBA
respectively.

[ Neither banking authority will discriminate against banks registered in the other
side in relation to foreign banks.] [P. Delete this sentence].

(b) A bank wishing to open a branch [1. or establish a subsidiary] will apply to the host
authority, having first obtained the approval of its home authority. The host authority will
notify the home authority of the terms of the licence, and will give its final approval unless the
home authority objects.

(c) The home authority will be responsible for the consolidated and comprehensive
supervision of banking concerns, inclusive of branches [I. and subsidiaries] in the host area.

(d) The host authority will regularly examine the activities of branches [I. and
subsidiaries] in its area. The home authority will have the right to examine the branches
[I. and subsidiaries] in the host area.
Each supervision authority will transfer to the other authority its examination reports
and any information relevant to the solvency and stability of the bank, its branches
[I. and subsidiaries.]

(e) Both banking authorities will establish a mechanism for cooperation and for the
exchange of information on issues of mutual interest.

7. [I. (a) The liquidity requirements, in cash or cash deposit at the PBA, on the various kinds
of demand and time Shekel deposits (or such deposits in other currencies linked to

the NIS) in banks operating in the Gaza Strip and Jericho Area will be identical to those

fixed and announced by the BOI. The BOI will give prior notice of .....days to the PBA of

any changes in these liquidity requirements.

The liquidity requirements on other deposits (non Shekel and non Shekel linked) in banks
operating in the Gaza Strip and Jericho Area will be fixed and announced by the PBA.

[P. The liquidity requirements on all deposits in all banks operating in the West Bank
and Gaza Strip will be fixed and announced by the PCB.]

[I. (b) The liquidity required according to this para 7 will be deposited at the PBA, as
determined by the PBA, and the PBA will be responsible for the inspection and supervision of
the liquidity requirements in the banks operating in the Gaza Strip and Jericho Area.]




[P. All the required liquidity will be deposited at the PCB, as determined by the PCB,
and the PCB will be responsible for the inspection and supervision of the liquidity requirements
in the banks operating in the Gaza Strip and West Bank]

8. The PBA [PBC] will regulate and administer a discount window system for the banks
operating in its area.

9. The PBA [PBC] will establish or license a clearing house in order to clear money orders
between the banks operating in its area.

The clearance of money orders and transactions between banks operating in the Gaza
Strip and Jericho Area and banks operating in Israel will be done between the Israeli and the
Palestinian clearing houses on the same business day basis, according to agreed arrangements.

10. Both sides will allow correspondencial relations between each others' banks.

11. (a) The PBA will exercise the control (regulation and supervision) over foreign
exchange transactions of residents of the Gaza Strip and Jericho Area within these areas.

[Is. (b) Israel will allow residents of the Gaza Strip and Jericho Area to purchase from
authorized Israeli dealers foreign currency using Israeli Shekels for purposes and transactions
permitted under Israeli law to residents of Israel].

[P. delete sub para (b)].

(c) The PBA may convert at the BOI excess Shekels received from banks operating in the
Gaza Strip and the Jericho Area into foreign currency up to the amounts determined per
period, according to the arrangements detailed in paragraph 4.

(d) The total amounts of excess Shekels for the purposes of paragraph 3 will be based
on the following :

(1) Estimates of the accumulated net value of the aggregate flows of goods and
services (including labor) between Israel and the Gaza Strip and Jericho area, and

(2) The accumulated net amounts of foreign currency converted previously
into Shekels by the PBA as recorded in the BOI Dealing Room, less

[Is.  (3) The accumulated amounts of net purchases of foreign currency by residents of the
Gaza Strip and Jericho Area from Israeli authorized dealers, as recorded in the
books of those dealers]

[P. Delete sub-para (3)].

[P.  (4) The accumulated amounts of NIS currently circulated in the Gaza Strip and West
Bank ; The amounts of NIS resulting of coming tourists ; Israelis" consumption
in the Gaza Strip and West Bank].



The said flows and amounts will be calculated as of the date in which this Annex will

come into force.

12.

(e) [Is. The estimates of the value of the flows of goods and services will be made
by the Israeli Central Bureau of Statistics (CBS).
The PBA will have an opportunity to submit its comments on the CBS estimates].

[P. The estimates of the value of the flows of goods and services will be made by
both parties].

(f) The PBA and the BOI will meet annually to discuss and determine the annual
amount convertible Shekels during the next year and will meet semi-annually to adjust
the said amount. The amounts determined and adjusted will be based on data and
estimates mentioned in Para 4a and forecasts for the next period.

(g) [Is.Substantial excess net purchasing of foreign currency by residents of the Gaza
Strip and Jericho Area at any given period of 6 months, above estimates for that
period, may lead to the suspension of these purchases, pending the necessary
adjustment by the BOI of the amount of convertible Shekels].

[P. Delete sub para (g)]

(h) The exchange of foreign currency for NIS and vice-versa by the PBA will be
carried out through the BOI Dealing Room, at the market exchange rates.

(i) The BOI will not be obliged to convert in any single month more than 1/5 of the
semi-annual amount.

(i) There will not be a ceiling on the annual foreign currency conversions by the
PBA into Shekels. However, in order to avoid undesirable fluctuations in the foreign
exchange market, the parties will agree in the annual and semi-annual meetings referred
to in para on monthly ceilings of such conversions.

The Palestinian Authority will have the authorities, powers and responsibilities

regarding the regulation and supervision of capital market activities in its area.

13. [I. Each side will refrain from any discrimination against individuals, corporations,
private and public sectors' institutions and departments of the other side in all matters covered
by this Annex.]

[P. Delete this para.]

Israeli comment : this annex depends on agreement on all other parts of the Agreement

concerning the Gaza Strip and Jericho Area.

Palestinian comment : this annex will apply to the West Bank and Gaza Strip in the

interim period
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©  ANNEX-FINANCIAL AND FOREIGN EXCHANGE MARKETS

ARTICLE 1: LEGAL TENDER (currency)

[Is.  Both the Shekel (NIS) and the Jordanian Dinar (JD) will be legal tender in the Gaza
Strip and Jericho Area.].

validity of this agreement. The Palestinian Authority will determine adding other currencies as
legal tender e.g. Jordanian Dinar and Palestinian Pound]. ’,
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[P. The Shekel will continue to be a legal tender in the Gaza Strip and Jericho Area within the
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2. BANKING SUPERVISION

a. The PBA will be responsible for the proper functioning , stability and liquidity of the banks
" operating in the Gaza Strip and Jericho Area, The PBA will be charged with the general
supervision of every such bank, including : \ 5 |
(" The licensing of banks and the approval of controlling shareholders ; < |
_ The regulation of the banking activities , }
Y| The supervision and inspection of banks ; |' &
| The role of lender of last resort.
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b. In order to maintain the protection of the depositors and the Banks' stability, and ‘
encourage the development of a local banking system, the Palestinian Banking Authority

(PBA) will predicate its supervision on the international principles and standards reflected in

international conventions and especially the principles of the "Basle Committee".

| i In order to create a suitable business environment and minimize uncertainty, the PBA
will recognize the validity of all licenses that have been granted to banking groups and
4 branches prior to the transfer of the licensing powers to the PBA. - vfons wy jo 34
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1Y) [1. and subsidiaries] of banks under their supervision in the other side. Granting a license will |
be subject to the following arrangements based on the "Basle Concordat” dated June 1992, and
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to the host authority's prevailing general rules and regulations concerning the opening of
branches [I. and subsidiaries] of foreign banks.

In this para 3 "host authority" and "home authority" mean only the BOI and the PBA
respectively,

[1. Neither banking authority will discriminate against banks registered in the other
side in relation to foreign banks.] [P. Delete this sentence].

(1) Licensing
A bank wishing to open a branch [I. or establish a subsidiary] will apply to the
host authority, having first obtained the approval of its home authority. The host authority will
notify the home authority of the terms of the licence, and will give its final approval unless the
home authority objects.

(2) Supervision Responsibility
The home authority will be responsible for the consolidated and comprehensive
supervision of banking concerns, inclusive of branches [I. and subsidiaries] in the host area.

(3) Examination and information
The host authority will regularly examine the activities of branches [I. and

subsidiaries] in its area. The home authority will have the right to examine the branches
[I. and subsidiaries] in the host area.

Each supervision authority will transfer to the other authority its examination
reports and any information relevant to the solvency and stability of the bank, its branches
[1. and subsidiaries.]

(4) Cooperation
Both banking authorities will establish a mechanism for cooperation and for the

exchange of information on issues of mutual interest.

4, LIQUIDITY REQUIREMENTS

a. The liquidity requirements on the various kinds of Shekel deposits (or deposits linked to
the NIS) in banks operating in the Gaza Strip and Jericho Area will be identical to those
fixed and announced by the BOI The BOI will give prior notice of .....days to the PBA of
any changes in these liquidity requirements.

b. The liquidity requirements on other deposits (non Shekel and non Shekel linked) in banks
operating in the Gaza Strip and Jericho Area will be fixed and announced by the PBA.

¢. The liquidity required according to this para 3 will be deposited at the PBA, as determined
by the PBA, and the PBA will be responsible for the inspection and supervision of the
liquidity requirements in the banks operating in the Gaza Strip and Jericho Area.




5. DISCOUNT WINDOW

The PBA will regulate and administer a discount window system for banks operating in
the Gaza Strip and Jericho Area.

6. INTER-BANKING RELATIONS

a. The PBA will establish or license a clearing house in order to clear money orders
between the banks operating in the Gaza Strip and Jericho Area,

b. The clearance of money orders and transactions between banks operating in the
Gaza Strip and Jericho Area and banks operating in Israel will be done between the Israeli
and the Palestinian clearing houses on the same day basis, according to agreed
arrangements.

c. Both sides will allow correspondencial relations between each others' banks.




others' banks. The Bank of Israel (BOI) and the PBA il promptly reach an agreement,
based on the Concordant of Basel, concerning the licghsing and supervision of such
entities.

c. Both sides will allow correspondencial relations péween each others' banks.*

3. LIQUIDITY REQUIREMENTS

a. The liquidity requirements on the variouskinds of Shekel deposits (or deposits linked to
the NIS) in banks operating in the Gaza/Strip and Jericho Area will be identical to those
fixed and announced by the BOIL The BOI will give prior notice of .....days to the
PBA of any changes in these liquidity requirements.

%#Tn be discussed further

b. The liquidity requirements on other deposits (non Shekel and non Shekel linked) in banks
operating in the Gaza Strip and Jericho Area will be fixed and announced by the PBA.

¢. The liquidity required according to this para 3 will be deposited at the PBA, as determined
by the PBA, and the PBA will be responsible for the inspection and supervision of the
liquidity requirements in'the banks operating in the Gaza Strip and Jericho Area.

Tﬁg%ﬂ i\i‘l# tﬁ@%ﬂﬂhﬂf@ﬁdiscmm window system for banks operating in
the Gaza v /
Strip and Jericho Area. '
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) The clearance of mofiey orders and transactions between banks operating in the
=" Gaza Strip and Jgricho Area and banks operating in Israel will be done between the Israeli
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\ & ARTICLE Tl - FOREIGN-EXCHANGE CONTROL

p % =" 1. The PBA will exercise the control (regulation and supervision) over foreign exchange
" transactions of residents of the Gaza Strip and Jericho Area within these areas.

[Is. 2. Israel will allow residents of the Gaza Strip and Jericho Area to purchase from
15 Ly authorized Israeli dealers foreign currency using Israeli Shekels for purposes and transactions
* <" . permitted under Israeli law to residents of Israel].




[P. delete Para 2].

3. The PBA may convert at the BOI excess Shekels received from banks operating in the
Gaza Strip and the Jericho Area into foreign currency up to the amounts determined per
period, according to the arrangements detailed in paragraph 4.

4 a. The total amounts of excess Shekels for the purposes of paragraph 3 will be based on the
following :
(1) Estimates of the accumulated net value of the aggregate flows of goods and
services (including labor) between Israel and the Gaza Strip and Jericho area, and

(2) The accumulated net amounts of foreign currency converted previously
into Shekels by the PBA as recorded in the BOI Dealing Room, less

[Is.  (3) The accumulated amounts of net purchases of foreign currency by residents of the
Gaza Strip and Jericho Area from Israeli authorized dealers, as recorded in the
books of those dealers]

[P. Delete sub-para (3)].

[P, (4) The accumulated amounts of NIS currently circulated in the Gaza Strip and West
Bank : The amounts of NIS resulting of coming tourists ; Israelis” consumption
in the Gaza Strip and West Bank].

b. The said flows and amounts will be calculated as of the date in which this Annex will come
into force.

¢.[Is. The estimates of the value of the flows of goods and services will be made
by the Israeli Central Bureau of Statistics (CBS).
The PBA will have an opportunity to submit its comments on the CBS estimates].

[P. The estimates of the value of the flows of goods and services will be made by both
parties].

d. The PBA and the BOI will meet annually to discuss and determine the annual amount of
convertible Shekels during the next year and will meet semi-annually to adjust the said
amount. The amounts determined and adjusted will be based on data and estimates
mentioned in Para 4a and forecasts for the next period.

e.[Is. Substantial excess net purchasing of foreign currency by residents of the Gaza Strip
and Jericho Area at any given period of 6 months, above estimates for that period, may
lead to the suspension of these purchases, pending the necessary adjustment by the BOI
of the amount of convertible Shekels].

[P. Delete sub para e.]
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f.  The exchange of foreign currency for NIS and vice-versa by the PBA will be carried out
through the BOI Dealing Room, at the market exchange rates.

g. The BOI will not be obliged to convert in any single month more than 1/5 of the semi-
annual amount.

5. There will not be a ceiling on the annual foreign currency conversions by the PBA into
Shekels. However, in order to avoid undesirable fluctuations in the foreign exchange market,
the parties will agree in the annual and semi-annual meetings referred to in para 4d. on
monthly ceilings of such conversions.

ARTICLE IV - CAPITAL MARKET

The Palestinian Authority will have the authorities, powers and responsibilities
regarding the regulation and supervision of capital market activities in the Gaza Strip and
Jericho Area.

< 1.| ARTICLE V - EQUAL TREATMENT

/ o % Each side will refrain from any discrimination against individuals, corporations, private
N’ /and public sectors' institutions and departments of the other side in all matters covered by this
N7 D Ames

s, [~ COMMENTS
N 5
S
2t J"\ Israeli comment : this annex depends on agreement on all other parts of the Agreement
¢ - concerning the Gaza Strip and Jericho Area.
Palestinian comment : this annex will apply to the West Bank and Gaza Strip in the
interim period
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£).. The Palestinian Authority will establish a [Is. Banking Autﬁarity @PBA]] [P.

Meonetary-Authority (PMA)]. The functions of the PBA will be as described in this article. .
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\UBANKING SUPFRVISION - of a cantval be-k,
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The PBA will be responsible for the proper functioning , stability and liquidity of the banks e,
aperatmg in the Gaza Strip and Jericho Area, The PBA will be charged with the general IS

supervision of every such bank, including :

| The licensing of banks and the approval of controlling shareholders ;| - 5 Pa
/' The regulation of the banking activities , ‘e .t;
' The supervision and inspection of banks ; / by
The role of lender of last resort. S ,}‘ .

2. 1 s 11'" In order to maintain the protection of the depositors and the Banks' stability, and
encourage the development of a local banking system, the Palestinian Banking Authority
(PBA) will predicate its supervision on the international principles and standards reflected in
1nte:matmna1 conventigns and especially the principles of the "Basle Committee”.
£J.¢ ete this gyb- para)
In order to create a suitable business environment and minimize uncertainty, the PBA
N wﬂ] recugmze the validity of all licenses that have been granted to banking groups and
branches prior to the transfer of the licensing powers to the PBA.

B’, delete thin 2ub anﬂ:(

3. MUTUAL OPENING OF ISRAELI AND PALESTINIAN BRANCHES
[I. AND SUBSIDIARIES]

General
The Bank of Israel (BOI) and the PBA will each allow the opening of branches

[1. and subsidiaries] of banks under their supervision in the other side. Granting a license will
be subject to the following arrangements based on the "Basle Concordat" dated June 1992, and
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to the host authority's prevailing general rules and regulations concerning the opening of
branches [I. and subsidiaries] of foreign banks.

In this para 3 "host authority" and "home authority" mean only the BOI and the PBA
respectively.

[I. Neither banking authority will discriminate against banks registered in the other
side in relation to foreign banks.] [P. Delete this sentence].

(1) Licensing
A bank wishing to open a branch [I. or establish a subsidiary] will apply to the
host authority, having first obtained the approval of its home authority. The host authority will
| notify the home authority of the terms of the licence, and will give its final approval unless the
home authority objects.

(2) Supervision Responsibility .

The home authority will be responsible for the consolidated and comprehensive
supervision of banking concerns, inclusive of branches [L. and subsidiaries] in the host area.

(3) Examination and information

The host authority will regularly examine the activities of branches [I. and
subsidiaries] in its area. The home authority will have the right to examine the branches

[I. and subsidiaries] in the host area.
Each supervision authority will transfer to the other authority its examination
reports and any information relevant to the solvency and stability of the bank, its branches

[L. and subsidiaries. ]

(4) Cooperation

Both banking authorities will establish a mechanism for cooperation and for the
exchange of information on issues of mutual interest.

J
4. LIOUIDITY REQUIREMENTS .~ «as of fﬁf—‘?ﬂl"" - ~
: A~ cas aﬁi\?ﬁvﬂi@ emond ""‘;Lfﬂ““ﬂ' {{M*
[T " The liquidity requirements(on theyarious kinds of Shekel'Geposits (or deposits linked to ¢
~ 9 the NIS) in banks operating in th%m Strip and Jericho A.re%wiﬁ identical to those
fixed and announced by the BOI. The BOI will give prior noti A

any changes in these liquidity requirements. ]:EJ:]M s Gt

—+F ' ;
b, The liquidity requirements on other deposits (non Shekel and non Shekel linked) in banks

operating in the Gaza Strip and Jericho Area will be fixed and announced by the PBA.

P
b The liquidity required according to this paraii will be deposited at the PBA, as determined
by the PBA, and the PBA will be responsible for the inspection and supervision of the
liquidity requirements in the banks operating in the Gaza Strip and Jericho Area.
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5. DISCQUNE. WINDOW -
[‘U“’ ?CF] \,“' '
The PBA will regulate and administer a discount window system for banks operating in

the Gaza Strip anti Jericho Aref) L.;-.Ml o Wed B 1

6. - LA
o TCR 7
a. The PBA will establish or license a clearing house in order to clear money orders 2
between the banks operating in the Gaza Strip and Jericho Areal [:".«.,xcl 1 he L"u"s-ﬂ i'ia\_ll{j :
J

b. The clearance of money orders and transactions between banks operating in the
Gaza Strip and Jericho Area and banks operating in Israel will be done between the Israeli
and the Palestinian clearing houses on the same day basis, according to agreed
arrangements. Bussimess-

¢. Both sides will allow correspondencial relations between each others' banks.

ARTICLE III - FOREIGN-EXCHANGE CONTROL

1. The PBA will exercise the control (regulation and supervision) over foreign exchange
transactions of residents of the Gaza Strip and Jericho hrea 1th1n these areas

g“ﬁr\m&_._ @athor
[Is. 2. Israel will allow residents of the m&#ﬂﬂ%@&:ﬂ*m purchase from

authorized Israeli dealers foreign currency using Israeli Shekels for purposes and transactions
permitted under Israeli law to residents of Israel].

[P. delete Para 2].

3. The PBA may convert at the BOI excess Shekels received from banks operating in the
Gaza Strip and the Jericho Area into foreign currency up to the amounts determined per
period, according to the arrangements detailed in paragraph 4.

4 a. The total amounts of excess Shekels for the purposes of paragraph 3 will be based on the
following :
(1) Estimates of the accumulated net value of the aggregate flows of goods and
services (including labor) between Israel and the Gaza Strip and Jericho area, and

(2) The accumulated net amounts of foreign currency converted previously
into Shekels by the PBA as recorded in the BOI Dealing Room, less

[Is.  (3) The accumulated amounts of net purchases of foreign currency by residents of the
Gaza Strip and Jericho Area from Israeli authorized dealers, as recorded in the
books of those dealers]

[P. Delete sub-para (3)].




[P. (4) The accumulated amounts of NIS currently circulated in the Gaza Strip and West
Bank : The amounts of NIS resulting of coming tourists ; Israelis" consumption
in the Gaza Strip and West Bank].

b. The said flows and amounts will be calculated as of the date in which this Annex will come
into force.

c.[Is. The estimates of the value of the flows of goods and services will be made
by the Israeli Central Bureau of Statistics (CBS).
The PBA will have an opportunity to submit its comments on the CBS estimates].

[P. The estimates of the value of the flows of goods and services will be made by both
parties].

d. The PBA and the BOI will meet annually to discuss and determine the annual amount of
convertible Shekels during the next year and will meet semi-annually to adjust the said
amount, The amounts determined and adjusted will be based on data and estimates
mentioned in Para 4a and forecasts for the next period.

e.[Is.Substantial excess net purchasing of foreign currency by residents of the Gaza Strip
and Jericho Area at any given period of 6 months, above estimates for that period, may
lead to the suspension of these purchases, pending the necessary adjustment by the BOI
of the amount of convertible Shekels].

[P. Delete sub para e.]

f. The exchange of foreign currency for NIS and vice-versa by the PBA will be carried out
through the BOI Dealing Room, at the market exchange rates.

g. The BOI will not be obliged to convert in any single month more than 1/5 of the semi-
annual amount.

5. There will not be a ceiling on the annual foreign currency conversions by the PBA into
Shekels. However, in order to avoid undesirable fluctuations in the foreign exchange market,
the parties will agree in the annual and semi-annual meetings referred to in para 4d. on
monthly ceilings of such conversions.

ARTICLE 1V - CAPITAL MARKET

The Palestinian Authority will have the authorities, powers and responsibilities
regarding the regulation and supervision of capital market activities in the-Gaza-Stripamd
Jericho Asea- s axea



ARTICLE V - EQUAL TREATMENT

Each side will refrain from any discrimination against individuals, corporations, private
and public sectors' institutions and departments of the other side in all matters covered by this
Annex.

COMMENTS

Israeli comment : this annex depends on agreement on all other parts of the Agreement
concerning the Gaza Strip and Jericho Area.

Palestinian comment : this annex will apply to the West Bank and Gaza Strip in the
interim period



5.1.1994

SUPERVISION OF BANKS

a. CONTINUITY

(1) In order to maintain the protection of the depositors and the Banks'
stability, and encourage the development of a local banking system, the Palestinian Banking
Authority (PBA) will predicate its supervision on the international principles and standards
reflected in international conventions and especially the principles of the "Basle Committee”.

(2) In order to create a suitable business environment and minimize uncertainty,
the PBA will recognize the validity of all licenses that have been granted to banking groups
and branches prior to the transfer of the licensing powers to the PBA

b. TRANSFER OF POWERS

The PBA will be responsible for the proper functioning, stability and liquidity of
the banks operating in the Gaza Strip and Jericho Area. The PBA will be responsible for the
general supervision of every such bank, including

The licensing of banks and approval of controlling sharcholders,
The regulation of banking activities |

The supervision and examination of banks,

The role of lender of last resort.

Tsrael; ond faledimiaan
. MUTUAL OPENING OFBRANCHESAND SUBSIDIARIES)

, (1) General

3 The Bank of Israel (BOI) and the PBA will each allow the opening of branches
and suhsidiaries}of’l&anks under their supervision in the other side. Granting a license will be
subject to the following arrangements based on the "Basle Concordat” dated June 199%, and to
the host authority's, general eritert oncerning the nlmning nl’brﬂnche%fﬁd subsidiaries of

foreign banks. {(e\rm I!md vules ow Ve i L.V
T.Neither banking authority will discriminate against banks registered in the other

side in relation to foreign banks]
[p. gelete Hhic ~sonilonce

(2) Licensing
A bank wishing to open a branch@r establish a suhsicliary}vill apply to the host

authority, having first obtained the approval of its home authority. The liost authority will
notify the home authority of the terms of the licence, and will give its final approval unless the

home authority objects.

(3) Supervision Res nsibilit
The home authority will be responsible for the consolidated and comprehensive

supervision of banking concerns, inclusive ol hrﬂrmhcsﬁlml suhs'rdiarics)in the hosl area.
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(4) Examination and information
The host authority will regularly cxamine

in its arca. The home authority will have the

the activities ol hrmmhcs@md
subsidiaries right (o examine the branche and
subsidiaries)in the host area.

Each supervision authority will transier

information relevant (o the solvency and

to the other authority its examination

reports and any stability of the bank, its branches(and

subsidiaries.

(5) Cooperation
Both banking

exchange of information on issucs of mutual interest.

[P* pve () <b

authoritics will establish a mechanism for cooperation and for the
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