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1. SPECIAL NOTE ON FORWARD-LOOKING STATEMENTS

The statements incorporated by reference or contained in this prospectus discuss our future
expectations, contain projections of our results of operations or financial condition, include other
forward-looking information and contains various "forward-looking statements" within the meaning of
Section 27A of the U.S. Securities Act of 1933, as amended, and Section 21E of the U.S. Securities
Exchange Act of 1934, as amended, and within the U.S. Private Securities Litigation Reform Act of
1995, as amended. Such forward-looking statements (whether such statements actually declare
themselves as such or not) reflect our current view with respect to future events and financial results.
Forward-looking statements usually include the verbs "anticipates," "believes," "estimates," "expects,"
"intends," "plans," "projects," "understands" and other verbs suggesting uncertainty. We remind
readers that forward-looking statements are merely predictions and therefore inherently subject to
uncertainties and other factors and involve known and unknown risks that could cause the actual
results, performance, levels of activity, or our achievements, or industry trends, to be materially
different from any future results, performance, levels of activity, or our achievements expressed or
implied by such forward-looking statements. Readers are cautioned not to place undue reliance on
these forward-looking statements, which speak only as of the date hereof. We undertake no obligation
to publicly release any revisions to these forward-looking statements to reflect events or circumstances
after the date hereof or to reflect the occurrence of unanticipated events.

Various factors discussed in this prospectus, including, but not limited to, all the risks discussed
in “Risk Factors” and in our other Securities Exchange Commission, or SEC and Israeli Securities
Authority, or ISA filings may cause actual results or outcomes to differ materially from those
expressed in forward-looking statements. You should read and interpret any forward-looking
statements together with these documents.

Any forward-looking statement speaks only as of the date on which that statement is made. We
will not update any forward-looking statement to reflect events or circumstances that occur after the
date on which such statement is made.

You should carefully read this entire prospectus, including our prior filings with the SEC and the
ISA, which accompany this prospectus. Unless otherwise indicated, all monetary amounts or financial
figures in this prospectus are in New Israeli Shekels, or NIS.



2. PROSPECTUS SUMMARY

This section answers in summary form some questions you may have about us and the
offerings under this Prospectus. Because it is a summary, it may not include all of the information that
is important to you. You should read the entire prospectus carefully, especially the "Risk Factors"
Chapter (Chapter 3) and the financial data contained elsewhere in this Prospectus or incorporated
herein.

About Us

We were incorporated under the laws of the State of Israel in April 1992 under the name Euronet
Golden Lines (1992) Ltd. In June 1999 we changed our name to Internet Gold - Golden Lines Ltd.
We are a public limited liability company under the Israeli Companies Law 1999 and operate under
this law and associated legislation. Our registered offices and principal place of business are located at
1 Alexander Yanai Street, Petach Tikva, Israel, and our telephone number is 972-3-939-9848. Our
address on the Internet is www.zahav.net.il or www.zahav.msn.co.il. We also have an investor
information site, at www.igld.com. The information on our websites is not incorporated by reference
into this Prospectus.

We began our Internet access business in January 1996 under the brand name “Internet Gold.”
We provide a wide array of Internet services tailored to meet the needs of our residential, small office
and home office, or SOHO, and business subscribers, including Internet access and related
value-added services, content and e-commerce activities through portals, as well as international
telephony services. Our Internet access packages include basic access accounts, asymmetrical digital
subscriber lines, or ADSL and cable services, virtual private networks, or VPN, ISDN dial-up
accounts, leased and frame relay lines and dial-up networking. We also provide hosting, integration,
technological services and value-added solutions.

In June 2004, the Israeli Ministry of Communications granted us a license to provide
international telephony services with an international prefix code of 015, sometimes referred to as
international telephony services, 015 international telephony services, or 015 Services. In August
2004, we launched the 015 international telephony services.

In November 2004, we received a license for the marketing experiment for the provision of
internal telephony services. The license expires on November 30, 2005. Due to disagreements between
the Ministry of Communications and Bezeq, we have not been able to act under the license.

The Internet Gold Group consists of us and several subsidiaries:

MSN Israel Ltd., or MSN Israel - our 50.1% owned joint venture with Microsoft Corporation
(49.9% owned). MSN Israel manages the MSN Israel portal, offering Hebrew-reading Internet users
MSN features such as personalized services, varied Internet content, e-commerce services (MSN
Shops), four of Microsoft Internet leading platforms - “Hotmail,” “Messenger,” “Passport,” and "MSN
Search" an Internet search engine as well as news. We agreed with Microsoft that we would invest in
MSN Israel and be responsible for its operating losses and capital expenditures. We and Microsoft
each has the right to terminate the agreement in case the cumulative losses of MSN Israel reach or
exceed $10 million. In 2003, MSN Israel reached operating profitability as it developed new revenue
channels such as Hosted Exchange, Hotmail's mail platform, and Messenger.In 2004 MSN Israel
increased its revenues and profitability.

Gold Mind Ltd., or Gold Mind - a wholly owned subsidiary. Gold Mind is engaged in the
marketing and sale of Internet contents and technologies, such as anti-virus and anti-spam services,
value added services and virtual magazines and develop selected Internet content ventures. In
addition, Gold Mind is the owner of one of Israel popular Internet interactive games website - Vgames
(www.vgames.co.il) and of a leading Russian-language portal - www.zahav.ru.
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Start Net Ltd., or Start - In November 2004, Gold Mind acquired 50% of the shares in Start from
Ze'evi Computers & Technology Ltd., under a dissolution process. In December 2004 Gold Mind
acquired the remaining 50% of Start's shares from MSN Israel. As per an agreement between Start and
MSN Israel, MSN Israel manages the Start portal for Start. In March 2005, Start entered into an
exclusive agreement with GOOP, one of Israel’s most popular youth-oriented portals. Under this
agreement, Start purchased all of GOOP’s advertising properties until February 2007 (a period which
will be automatically extended, unless otherwise notified by either party to the other), with an option
for Start to discontinue the agreement after six months.

Nirshamim Lalimudim Ltd., or Nirshamim - In March 2005, Gold Mind acquired 50% of the
shares of the Nirshamim, a company operating the Israeli portal "Nirshamim" (www.nirshamim.co.il).
The remainder of the shares will continue to be held by Nirshamim’s founders. Nirshamim is a
leading academic portal in Israel, servicing the university and post-university sector. Nirshamim's
revenues derive from advertising educational institutions.

Internet Gold International Ltd., or IGI - IGI engages in the promotion and advancement of
cooperation activities with international corporations. Within the framework of such activities, IGI
provides UUNET with Internet infrastructure segments for the benefit of UUNET’s customers in
Israel.

Gold Trade (Electronic Commerce) Ltd., or Gold Trade - In December 2004, we purchased all
the outstanding shares in Gold-Trade from the founders of Gold Trade, including from Eurocom
Marketing (an affiliated company). Gold Trade provides e-commerce services on its “P1000” mega-
mall. In November 2004, Gold Trade's board of directors resolved to cease all its operations except
for its e-commerce activity on the P-1000 website. Gold Trade also holds 50% of the rights in one of
Israel most popular interactive book shop sites — www.dbook.co.il.

Our Strategy

In the fourth quarter of 2002, we adopted a more aggressive marketing policy in order to attract a
greater number of broadband customers and have continued to implement this policy while continuing
to keep tight control on our expenses. This strategy yielded a 54% increase in the number of
broadband customers in 2004 as compared to 2003. We decided to continue this policy during 2005. In
order to penetrate the international telephony market and retain customers, during the second half of
2004 we adopted an aggressive approach which included launching an advertising campaign in all
media while offering customers fair prices, which were lower than the prices offered by the then
current providers.



Ratio of Earnings to Fixed Charges

Under IS-GAAP

Year ended December 31

2000 2001 2002 2003 2004
(in thousands)

Pre-tax earnings (loss) from
continuing operations (71,840) (13,019) 28,568 17,643 24,389
Fixed charges 13,797 10,857 1,535 878 1,580
Company’s share in net loss of
investees (1,530) (1,538) (396)
Minority interest in loss of a
subsidiary 1 963
Adjusted pre-tax earnings (loss)
from continuing operations (58,042) (1,199) 28,573 16,983 25,573
Fixed charges
Interest charges (1) 13,274 10,129 719 (350) 38
Rental interest factor (2) 523 728 808 1,053 1,447
Interest expense for equity
companies whose debt is
guaranteed - 8 175 95
Total 13,797 10,857 1,535 878 1,580
Ratio of earning to fixed charges
(3) - 18.61 19.34 16.19

(1) Interest expenses and adjustment of long-term loan and leases - in 2003 we recorded earnings
from long-term loans, which were adjusted to the US$/NIS exchange rate.

(2) Rental interest factor is calculated as one third of the total rent expenses.

(3) Earnings were insufficient to cover fixed charges requirements for the years ended December 31,
2000, 2001, by NIS 71.84 million and NIS 12.06 million, respectively.



Under US-GAAP

Year ended December 31

2000 2001 2002 2003 2004

(in thousands)

Pre-tax earnings (loss) from
continuing operations (77,391) (11,879) 24,633 14,735 23,550

Fixed charges 13,797 10,857 1,545 1,081 1,681

Company’s share in net loss of
investees

Minority interest in loss of a
subsidiary 6,482 5,647 2,418 2,204 3,312

Adjusted pre-tax earnings (loss)
from continuing operations (57,112) 4,625 28,596 18,020 28,543

Fixed charges
Interest charges (1) 13,274 10,129 737 28 234

Rental interest factor (2) 523 728 808 1,053 1,447
Interest expense for equity

companies whose debt is

guaranteed - -

Total 13,797 10,857 1,545 1,081 1,681

Ratio of earnings to fixed charges
3) - - 18.51 16.67 16.98

(1) Interest expenses and adjustment of long-term loan and leases - in 2003 we recorded earnings
from long-term loans, which were adjusted to the US$/NIS exchange rate.

(2) Rental interest factor is calculated as one third of the total rent expenses.

(3) Earnings were insufficient to cover fixed charges requirements for the years ended December 31,
2000, 2001, by NIS 70.9 million and NIS 6.2 million, respectively.

Summary of the Terms of the Offering

The following is not intended to be complete. For a detailed description of the offering, please see
Chapter 5 of the prospectus.

The securities we are offering under this Prospectus are as follows:

1. 220,000,000 Debentures (Series A) of NIS 1 par value, repayable (principal) in 8 equal
annual installments on April 1 of each of the years 2008 to 2015 (inclusive), bearing interest
per year as shall be determined in the tender for the Debentures' interest and linked (principal
and interest) to the Israeli consumer price index published on March 15, 2005 for February
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2005. The interest will be paid every twelve months, on April 1 of each of the years 2006 to
2015 (inclusive). The Debentures are convertible to our ordinary shares on each trade day, as
of the day they are registered until March 16, 2015 (inclusive, except for March 17 to April 1
of each of the years 2008 to 2014. The conversion price will be NIS 40 of Debentures per
one of our ordinary shares until March 31, 2008, and NIS 50 of Debentures per one of our
ordinary shares since April 1, 2008 until March 31, 2015 (all subject to adjustments as
specified in section 9.14). Debentures (Series A) which will not be converted into ordinary
shares until March 16, 2015 (inclusive) will not grant their holder a right to conversion.

1,500,000 Stock Purchase Warrants (Series 1), registered in the name of their owner,
exercised into our ordinary shares of NIS 0.01 par value each, on each trade day as of June
1, 2005 until August 15, 2005 (inclusive). The exercise price will be NIS 32 per one of our
ordinary shares, subject to adjustments as specified in section 10.11. Stock Purchase
Warrants (Series 1) which will not be exercised into ordinary shares until August 15, 2005
(inclusive) will expire and become void and will not grant their holder any rights.

2,500,000 Stock Purchase Warrants (Series 2), registered in the name of their owner,
exercised into our ordinary shares of NIS 0.01 par value each, on each trade day as of June 1,
2005 until October 15, 2007 (inclusive), except for the 12 to the 16™ day of each month.
The exercise price will be NIS 40 per one of our ordinary shares, linked to the consumer
price index, and subject to adjustments as specified in section 10.11. Stock Purchase
Warrants (Series 2) which will not be exercised into ordinary shares until October 15, 2007
(inclusive) will expire and become void and will not grant their holder any rights.

The Offering consists of 220,000,000 Debentures (Series A) together with 1,500,000 Stock Purchase
Warrants (Series 1) together with 2,500,000 Stock Purchase Warrants (Series 2) offered to the public
in 100,000 units (the “Units”) by way of tender over the percentage of the Debentures' interest. The
interest for the Debentures will not be higher than 5% (the “Maximal Interest ”’) and will not be lower
than 4% (the “Minimal Interest”)

The composition of every Unit is as follows:

2,200 Debentures (Series A) NIS 2,200
15  Share Purchase Warrants (Series 1) at no cost
25  Share Purchase Warrants (Series 2) at no cost
Total Price Per Unit NIS 2,200

THIS OFFERING IS BEING MADE EXCLUSIVELY IN ISRAEL TO RESIDENTS OF
ISRAEL. NO PERSON IS AUTHORIZED TO MAKE ANY SELLING EFFORTS IN
CONNECTION WITH THIS OFFERING IN THE UNITED STATES.



Use of Proceeds

The net proceeds that we will receive from this offering are estimated to be NIS 212.2 million (US $
48.6 million) after deduction of the underwriters’ fees and commissions and the estimated expenses of
the offering.

We intend to use the net proceeds from the offering for general corporate purposes, as shall be from
time to time determined by our board of directors.

We have explored and will continue to explore business opportunities and potential investments in the
communication field. We believe that the proceeds from the offering will enable us to take advantage
of structural changes in Israel’s communications marketplace, giving rise to opportunities for us to
increase our share in the markets in which we are currently active and to enter new markets. However,
we cannot be sure whether any of these opportunities will become actual.
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3. RISK FACTORS

An investment in our securities is speculative and involves a high degree of risk and uncertainty.
Therefore, you should not invest in our securities unless you are able to bear a loss of your entire
investment. You should carefully consider the following factors as well as the other information
contained in this prospectus before deciding to invest in our securities. Factors that could cause
actual results to differ from our expectations, statements or projections include the risks and
uncertainties relating to our business described below. This Prospectus and statements that we may
make from time to time may contain forward-looking information. There can be no assurance that
actual results will not differ materially from our expectations, statements or projections. The
information in this prospectus is complete and accurate as of this date, but the information may
change after the date of this Prospectus.

Risks Relating to Internet Gold
We have experienced operating losses in the past and may incur losses in the future.

Although we have operated profitably since the third quarter of 2001, we cannot assure you
that we will continue to be profitable. Most of our revenues have been derived from Internet access
fees. As contemplated by our business plan, we intend to increase revenues derived from our various
activities, and specifically, access fees for broadband services, provision of international telephony
services, advertising on our portals and from e-commerce activities. These activities are expected to
involve substantial sales and marketing expenses, and other costs.

We may be required to make additional investments in order to maintain or to improve the
level of our services, which will impair our profitability and no assurance can be given that the
services or any of them will be profitable.

We cannot assure you that we will be able to continue to successfully implement our business
plan in the future.

Our operating results are likely to fluctuate significantly and may cause our share price to be
volatile.

Our revenues and operating results may vary significantly from quarter to quarter. As a result,
you should not rely on quarter-to-quarter comparisons of our revenues and operating results as an
indication of our future performance. In addition, due to the volatility in our market we cannot predict
our future revenues or results of operations accurately. It is possible that in one or more future quarters
our operating results will fall below the expectations of securities analysts and investors. If this
happens, the trading price of our securities is likely to fall.

We expect to be heavily dependent on revenues from subscribers using our Internet access
services for the foreseeable future. As a result, our revenues will be affected by our ability to retain
current subscribers and attract new profitable subscribers. Our residential subscribers have the option
of discontinuing their subscriptions for any reason at any given month and our leased line subscribers
have the option of discontinuing their subscriptions for any reason upon 30-days’ written notice. As a
result, revenues can fluctuate from month to month without much advance notice. Some of our
expense levels, such as selling and marketing expenses, are based, in part, on our expectations as to
future revenues. To the extent our actual revenues are below expected revenues, we may be unable to
adjust spending quickly enough to offset the shortfall in revenue, which may cause our business and
financial results to suffer.
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Regulatory and legal uncertainties could adversely affect the terms of our licenses and could harm
other aspects of our business.

There have been various regulations and lawsuits, mainly in the United States, relating to the
liability of Internet service providers for information carried on or through their services. The law in
this area is unsettled and there may be new legislation and court decisions that expose companies such
as ours to liabilities or affect their services. Additional laws and regulations may be adopted with
respect to the Internet, covering issues such as content, user privacy, pricing, commerce, export and
other controls. Regulatory developments could harm our business. Our Internet access business is
subject to a license granted by the Israeli Ministry of Communications, which was renewed in January
2002 for an additional period of five years. The license grants us the right to provide Internet and
related services, subject to several conditions mentioned in the license. The tendency of the Ministry
of Communications not to limit the number of Internet service licenses is likely to increase
competition, and may lead to a reduction in fees charged to subscribers. In April 2002 the Ministry of
Communications granted the cable television network providers licenses permitting them to supply
infrastructure for the provision of Internet access through the current ISPs, but does not allow them to
become ISPs themselves. However, we cannot predict whether the cable television network providers
will be allowed to become ISPs in the future or if their licenses may be amended in any way, and how
this will affect us. In addition, we cannot assure you that unfavorable regulations would not adversely
affect our business.

In June 2004, we received a license to provide international telephony services for a period of
twenty years, commencing on the date of receipt of the license, which may be extended by the
Ministry of Communications for additional 10-year periods. The license grants us the right to provide
international telecommunication voice services and other related services, subject to several conditions
mentioned in the license. We cannot be sure how the launch of the new international telephony
services by Netvision Ltd. and Xfone Communication Ltd. or how the grant of additional licenses by
the Ministry of Communications will affect us. In addition, we cannot assure you that unfavorable
regulations would not adversely affect our business.

We may be exposed to substantial liabilities arising out of our business, especially those
liabilities that are related to Internet activities. Currently, we have a professional liability insurance
policy which may not cover all such exposure. In the event that we are found to be responsible for any
such liability and/or required to pay for any damages resulting from any such responsibility, our
business may be adversely affected.

The markets in which we operate are highly competitive and we may be unable to compete
successfully.

ISP market. We operate in the Internet access services markets, which by their nature have low
barriers to entry and are extremely competitive. We expect intense competition in our markets to
continue in the future. Increased competition could require us to lower our prices, grant incentives to
subscribers and increase our selling and marketing expenses and related subscriber acquisition costs,
and could also result in increased subscriber cancellations, loss of visitors to our portals and lower
advertising revenues. We may not be able to offset the effect of these increased costs through an
increase in the number of our subscribers, subscriber revenues or revenues from other sources.

The ISP market in Israel is characterized by many participants. We also expect to face competition
from telephone and cellular phone companies, cable television and DBS providers, wireless voice and
data service providers and others. These companies could exploit their current established network
infrastructure, high rate of penetration of households, and their ability to provide Internet access at
significantly faster speeds and potentially include Internet access in their basic bundle of services or
offer access for a nominal additional charge. In April 2002, the Ministry of Communications granted
the cable television network providers licenses permitting supply of infrastructure for the provision of
Internet access through the current ISPs, in addition to Bezeq's license. However, we cannot predict
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whether the cable television network providers or Bezeq will become ISPs and consequently our
competitors in the future or how these licenses may be amended in the future and how this will affect
us. Additional international ISPs may also enter the Israeli market.

Portal advertising. In order to attract advertisers, we need to continue to increase the amount of user
traffic on our portals. Currently, there are other popular portals in Israel and many Israeli Internet users
also use international portals, such as Yahoo! and MSN.com. We compete with these other portals, as
well as other media, such as television, radio and print, for advertisers.

E-commerce. In 2004 there was extensive activity in the e-commerce market in Israel. The market is
principally comprised of large retailers, importers of commercial products and manufacturers offering
their own products and services over the Internet through their websites. There currently are very few
companies that engage solely in e-commerce. Competition in e-commerce is intense and is likely to
grow significantly as the e-commerce market evolves. We cannot guarantee that Gold Trade or MSN
Israel will be successful, or that we will be able to compete effectively and succeed in this market.

International Telephony. The international telephony activity is highly competitive. The intense
competition and the fact that the customers are generally sophisticated customers with little loyalty,
require us to lower the prices for our international telephony services in order to remain competitive.
We cannot be sure if this will enable us to remain profitable or how the intense competition will affect
us.

Currently, the cellular telephony providers are restricted from providing international telephony
services. The Ministry of Communications may grant them or other providers with additional licenses
for the operation of international telephony services. We do not know how this will influence the
competition in this market or how it will affect our ability to compete.

In addition, as per our license, we have to pay royalties to the Ministry of Communications for our use
of frequencies, for operation and registration. The requirement to make royalties payments make it
more difficult for us to offer competitive prices to our customers in comparison to unlicensed VOIP
operators.

We expect the financial scope of the VoIP market in Israel will decrease in the coming years, as a
result of the entrance of new competitors to the market, the cheap prices for the use of VoIP
technology in comparison to the analog technology used in the past and because of various Internet
software which allow free international communication on the Internet. We cannot evaluate the impact
of these expected market changes and their affect on our ability to compete successfully.

Our failure to manage growth effectively could impair our business.

Our growth has placed, and is likely to continue to place, a significant strain on our operational,
administrative and financial resources, including our system of internal controls that we have modified
or are in the process of modifying to accommodate the expansion of our business. The demand on our
network infrastructure, technical and customer support staff and other resources has grown with our
expanding subscriber base and is expected to continue to grow as we expand our Internet, international
telephony, our portals and our e-commerce business.

We cannot guarantee that our infrastructure, technical and customer support staff, operational
and billing systems and other resources will adequately accommodate or facilitate the growth of our
business. While we believe we have made adequate allowances for the costs and risks associated with
our growth and activities, there is no guarantee that these allowances will be adequate, that our
systems, procedures or controls will be sufficient to support our operations or that our management
will be able to successfully offer and expand our services in Israel or internationally.
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Our strategy may not succeed in the future.

Since the fourth quarter of 2002, the significant increase in demand for broadband was coupled with
intense competition between all of the ISPs in Israel, which resulted in price reductions for services
offered by all ISPs. Due to this market environment, we adopted a more aggressive marketing policy
in order to attract a greater number of broadband customers while continuing to keep tight control on
our expenses. This strategy yielded a 54% increase in the number of broadband customers in 2004 as
compared to 2003. In order to penetrate the international telephony market and retain customers, we
adopted an aggressive approach which included advertising in all media while offering the customers
fair prices, which were lower than the prices offered by the then current providers. Although this
strategy has been successful to date, we cannot assure you that this strategy will be successful in the
future. Due to the price reductions, caused by the aggressive competition as well as the expenses
associated with our marketing efforts to attract customers, our profitability may be negatively
impacted.

If we do not successfully develop our brands we may be unable to attract enough customers to our
services or sufficient traffic to our portals to become successful.

We must establish and strengthen awareness our brands and those of our subsidiaries. If we fail
to create and maintain brand awareness, we are unlikely to attract enough customers to our Internet,
international telephony and value added services or attract sufficient traffic to our portals to become
attractive to advertisers and suppliers of products and services. Brand recognition may become even
more important in the future with the growing number of Internet sites and Internet-based
communications providers.

We intend to continue to pursue a brand-enhancement strategy, which may include joint marketing
programs and mass market and multimedia advertising, promotional programs and public relations
activities. These initiatives will involve significant expenses. If our brand enhancement strategy is
unsuccessful, our sales and marketing expenses may never be recovered and we may be unable to
increase future revenues. Successful positioning of our brand and the other brands associated with
each of our services will largely depend on:

e the success of our joint marketing programs, advertising and promotional
efforts; and

e our ability to design and maintain attractive, user-friendly portals.

Failure to establish and maintain strategic, marketing and other third-party relationships could
limit our ability to attract and retain users.

We have focused on and expect to continue to focus on the establishment of relationships with
technology providers, importers of commercial products, retailers and other suppliers of products and
services that we may sell. Because our agreements with third parties are generally short-term and
non-exclusive, our competitors may seek to use the same partners that we do or attempt to adversely
impact our relationships with our partners. In addition, some of our joint marketing agreements are
based on oral understandings and not written agreements and so may be terminated at any time. We
may not be able to maintain our third-party relationships or replace them on favorable terms. If our
relationship partners fail to perform their obligations, reduce their business with us, choose to compete
with us or provide their services to a competitor, we may have more difficulty building our subscriber
base and attracting and maintaining visitors to our portals, and as a result our business and financial
results may suffer. Also, our efforts to establish new relationships in the future may not be successful,
which could affect the growth of our business.
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There can be no assurance that our investments in cooperation agreements will be successful.

A key element of our strategy is to enter into cooperation agreements. To date, we have entered
into various cooperation agreements, including our establishment of MSN Israel with Microsoft
Corporation. Our future success depends in part on the ultimate success of these cooperation
agreements. The failure of one or more of our key joint venture investments could have a material
adverse effect on our business, financial condition and results of operation.

Although we view our joint venture investments as key factors in our overall business strategy,
there can be no assurance that the other parties to these agreements view their relationships with us as
significant to their ongoing business or that they will not reassess their commitment to us at any time
in the future. Our results of operations could be materially adversely affected by changes in the
financial condition of a key joint venture participant.

If we lose our key personnel or cannot recruit additional personnel, our business may suffer.

Our success depends, to a significant extent, upon the continuing performance and services of our
executive officers and other key employees. Specifically, Eli Holtzman, our chief executive officer,
has been with us since our inception and has considerable experience in managing our business. Since
we launched our Internet business in 1996, we (excluding our subsidiaries) have expanded from 99
employees as of December 31, 1996 to 835 full-time and part-time employees as of December 31,
2004, including a number of key managerial, marketing, planning, financial, technical and operations
personnel. Most of these individuals have not previously worked together and need to be integrated as
management and technology teams. As a result, our senior managers and technical personnel may not
work together effectively as a team to successfully manage our growth. Our performance is
substantially dependent on our ability to retain, motivate and successfully integrate our senior
management and other key employees. We do not have “key person” life insurance policies on any of
our key personnel.

Network capacity constraints may impede our service to subscribers and require us to expand our
network and systems.

Capacity constraints within our network and those of our suppliers have occurred in the past and
will likely occur in the future. Such constraints may prevent subscribers from gaining access to our
system and system-wide services such as e-mail and news group services and cause subscriber
cancellations and adverse publicity.

As the number of our subscribers using broadband services and the amount and type of information
they wish to transmit over the Internet increases, we will need to significantly expand and upgrade our
technology, processing systems and network infrastructure, which could be expensive and involve
substantial management time. We do not know whether we will be able to accurately project the rate
or timing of any such increases, or expand and upgrade our systems and infrastructure on time. The
operation of broadband services through ADSL and cable technology is affecting our international
bandwidth needs. As of March 15, 2005 our international bandwidth infrastructure had grown by
400% from the time we started to provide broadband services. In order to preserve the current service
level to an increasing number of broadband customers, we may be required to extend our bandwidth
by additional 30% by the end of 2005.

A system failure could interrupt service to our subscribers and may result in subscriber
cancellations.

Our business depends on the efficient and uninterrupted operation of our computer and hardware
and software systems. In addition, sophisticated information systems are vital to our growth and our
ability to monitor costs, bill and receive payments from customers, reduce credit exposure and achieve
operating efficiencies. Any system failure that causes an interruption in service or decreases the
responsiveness of our network, could impair our reputation, damage our brand name, lead to
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subscriber dissatisfaction and cancellations and reduce our revenues. Our systems and equipment are
subject to hardware defects, software bugs and network failures that may be beyond our control. At
times, for example, our systems and equipment have experienced failures, which temporarily
prevented customers from using our services or accessing the Internet. We are currently in the process
of replacing our billing and CRM systems and may incur problems in the transition period.

Our operations depend on our ability to successfully expand our network and integrate new
technologies and equipment into our network. Accordingly, we face an increased risk of system
failure and difficulty in making new features available.

We use network components located both in Israel and abroad, which must interact successfully
without delay or interruption to provide service to subscribers. Our systems and operations are
vulnerable to damage or interruption from human error, natural disasters, power loss,
telecommunications failures, break-ins, sabotage, computer viruses, intentional acts of web vandalism
and similar events. Any of these events could expose us to a material risk of loss or litigation. In
addition, if a computer virus, sabotage or other failure affecting our system is highly publicized, our
reputation could be damaged and subscriber growth and portal visits could decrease. While we
currently have partially redundant systems, we do not have full redundancy, a formal disaster recovery
plan or alternative providers of hosting services. In addition, we do not carry sufficient natural disaster
or business interruption insurance to compensate for losses that could occur.

We depend on third-party systems and service providers for our network to provide our customers
with our services.

We rely on certain third-party computer systems, networks and third-party service providers,
including local and long distance telecommunications companies such as Bezeq, Bezeq International,
Barak, MCI, PCCW-BTN and Med1 for leased lines. All Internet access by our customers is, and will
continue to be, connected through leased lines from local and long distance telecommunications
carriers.

Internet access by our customers is dependent on the telecommunications infrastructure owned
and maintained by Bezeq and the local cable companies. Bezeq has suffered work stoppages on
several occasions in recent years as a result of conflicts with its unionized employees. These work
stoppages resulted in several days of interruption to the services we provide. In addition, at times
Bezeq and the local cable companies have suffered technical network failures. If our subscribers’
access to Israel’s fixed-line telecommunications infrastructure was disrupted, it would significantly
impact the services that we provide to our subscribers and could result in a substantial reduction in
Internet access volume and revenue. An increase in our cost of access to Israel’s fixed-line
telecommunications infrastructure could also adversely impact our results of operations. We also
depend on third parties for physical repair and maintenance of leased lines. If an interruption or
deterioration in performance in these third-party services occurs, our services may be disrupted or
become less profitable.

Many of our relationships with third party providers are terminable upon short notice. In
addition, many of our third party suppliers and telecommunications carriers sell or lease products and
services to our competitors and may be, or in the future may become, competitors themselves. Subject
to various government regulations, our third party suppliers and telecommunications carriers could
enter into exclusive arrangements with our competitors or stop selling products and services to us. If
any of our arrangements with third parties is terminated, we may not be able to replace them, on
commercially reasonable terms, or at all.

Our international telephony services are subject to numerous additional risks, including risks
relating to our network.
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Our soft switch system is a highly complex computer system. Although it has been built with
redundancy in mind, it is built to handle only one fault at a time. Two faults occurring at the same time
may severely affect our service.

Also, as the world of voice over IP continues to evolve, we are faced with the risks associated
with the use of new software.

Our international telephony service is based upon the operation of our soft switch system. This
system is developed and supported by Veraz Networks. Although our engineering staff is highly
trained to support the system, there are numerous functions that they are unable to perform by
themselves. If the level of service we get from Veraz will decrease, it might adversely impact our
ability to properly maintain our system and therefore have direct affect on our service.

We do not have a direct connection to all the destinations around the world, we depend on
business partners to connect calls generated from our services by our customers to their final
destination worldwide. Our level of service is totally dependent on the level of service we get from our
international partners, both from the call completion perspective as well as from call quality
perspective. Although we make extensive efforts in order to assure the quality of the calls as well as
the world spread of our services, we cannot be sure that our partners will provide adequate level of
service, that in such case we will be able to successfully replace the partner or that we will be able to
maintain and increase the world spread of our services.

We are neither a local telephone service provider nor a cellular provider, and are dependent on those
providers in order to enable our customers to access our service. Therefore we are exposed to any
change in their services and in the service level we get from those providers.

If we require additional capital, we may be unable to raise it on favorable terms or at all.

In the future, we may need to raise additional funds in order to fund expansion, develop new or
enhanced services, or respond to competitive pressures. The availability of funds for future expansion
and the development of new or enhanced services will depend upon a number of factors including our
operating performance, investor interest and marketing conditions. If we raise additional funds by
issuing equity or convertible debt securities, the holdings of our shareholders will be diluted and their
ownership percentage will be reduced. Furthermore, any new securities could have rights, preferences
and privileges senior to those of the ordinary shares.

In addition, we may require additional substantial funding in the future to develop and expand
the business of MSN Israel. We agreed to invest in MSN Israel and be responsible for its operating
losses and capital expenditures. We and Microsoft each has the right to terminate the agreement in
case the cumulative losses of MSN Israel reach or exceed $10 million. Although MSN Israel is
currently profitable, we cannot predict what these cost could be. We cannot be certain that additional
financing will be available when and to the extent required or that, if available, it will be on acceptable
terms. If we do not invest additional funds, if and when required, we shall be in breach of our
agreement with Microsoft Corp.

The industry in which we operate is characterized by rapid technological changes and frequent new
product and service introductions; we may not be able to keep up with these rapid technological and
other changes.

The markets in which we compete are characterized by rapidly changing technology, evolving
industry standards, frequent new product and service announcements, introductions and enhancements
and changing consumer demands. These new products, services and technologies may be superior to
the services and technologies that we use, and may render our services and technologies obsolete or
require us to incur substantial expenditures to modify or adapt our products, services or technologies.
Our future success will depend on our ability to continually improve the performance, features and
reliability of our Internet, international telephony and other services in response to competitive service
and product offerings and the evolving demands of the marketplace.
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Our future success depends on the continued growth in the use of the Internet, international
telephony services and other related services in Israel.

We rely on revenues generated from the sale of Internet-access, international telephony, portal
advertising and related services, and, to a limited extent, e-commerce. If acceptance and growth of
Internet use and services do not occur or Internet use declines, our business and financial results will
suffer. Alternatively, if Internet usage grows, the Internet infrastructure may not be able to support the
demands placed on it by such growth or its performance or reliability may decline.

We may not achieve broad market acceptance of our services due to concerns about the reliability
and security of Internet communications.

The secure transmission of confidential information, such as credit card numbers, over the
Internet is essential in maintaining users’ confidence in our services. We rely on licensed encryption
and authentication technology to securely transmit confidential information, including credit card
numbers. It is possible that advances in computer capabilities, new discoveries or other developments
could result in a compromise or breach of the technology used by us to protect user transaction data.
We incur substantial expenses to protect against and remedy security breaches and their consequences.
A party that is able to bypass our security systems could steal proprietary information or cause
interruptions in our operations. Security breaches also could damage our reputation and expose us to a
risk of loss or litigation and possible liability. Our insurance policies have coverage limits, which may
not be adequate to reimburse us for losses caused by security breaches. We cannot guarantee that our
security measures will prevent security breaches.

We also face risks associated with security breaches affecting third parties conducting business
over the Internet. Users generally are concerned with security and privacy on the Internet and any
publicized security problems could inhibit the growth of the Internet and therefore our services, as a
means of conducting commercial business transactions.

We face potential liability for information accessed and products and services sold through our
portals.

We could become liable for false or misleading information accessed through our portals and for
defective products and services sold as part of our business. The potential liability of ISPs and portals
such as ours for information accessed through their portals is uncertain. It is possible that claims may
be filed against us based on defamation, obscenity, negligence, copyright or trademark infringement or
other theories. These types of claims have been brought, sometimes successfully, against providers of
Internet services in the past.

Gold Trade and MSN Israel are involved in the sale of products and services by third parties
over the Internet (e-commerce). If these products or services were defective or were manufactured or
supplied in breach of others’ intellectual property rights, Gold Trade and MSN Israel could be liable to
customers who purchase these products or services or to the owners of the intellectual property.

Although we attempt to reduce our liability through contractual indemnification from our
suppliers and disclaimers, there is no guarantee that we would be successful in protecting ourselves
against this type of liability. Even if we ultimately succeeded, legal action against us would divert
management time and resources, could be costly and is likely to generate negative publicity for our
portals and our business generally. We may also be forced to implement expensive measures to alter
the way our services are provided to avoid any further liability.
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Inadequate intellectual property protection could prevent us from enforcing or defending our
intellectual property.

We have various trademark applications, trade secrets and copyrightable materials, as well as
domain names and licenses to use third party software. If we are not successful in protecting our
intellectual property, our business and financial results could suffer.

Trademarks. 1In order to refresh our image, as well as part of our preparations for the provision
of international telephony services, we changed our logos and applied for their registration as
trademarks in Israel. There is no guarantee that these trademarks will be registered or that we will
obtain registration of other trademarks for which we may seek protection in the future.

Domain Names. We currently hold numerous Internet domain names, including the following:
“zahav.net.il,” “inter.net.il,” “internet-zahav.net.il,” “zahav.msn.co.il,” “igld.com,” “gold.net.il,”
“access.net.il,” “smile.net.il,” “Vgames.co.il” “hicareer.co.il” and various other related names. MSN
Israel holds the Internet domain names: “msn.co.il,” “start.msn.co.il,” “start.co.il,” “smsn.co.il,”
“mediacenter.co.il,” “igold.net.il,” “msn.net.il”, “msnone.net.il,” “msnnews2.co.il,” “msnmobile.co.il,”
“hero.co.il,” “ilovemessenger.co.il” and “zahav.ru” and has the right to use the domain name
“hotmail.co.il.” Goldtrade holds the Internet domain names: “p1000.co.il,” and "p2000.co.il" and Start
holds the Internet Domain name of "msnshops.co.il." Domain names generally are regulated by
Internet regulatory bodies. The regulation of domain names in Israel and other countries is subject to
change. Regulatory bodies could establish additional top-level domains, appoint additional domain
name registrars or modify the requirements for holding domain names. Licenses. We have obtained
licenses to bundle various third party software products in our front-end configuration software
product. We cannot guarantee that renewals of these licenses or any licenses of additional software,
which may be required, will be available as needed. While third party licensors have represented to us
that they have the right to license such software and in some cases agreed to indemnify us, we cannot
guarantee that our use of third party software does not infringe the rights of others. Any infringement
claims, even if not meritorious, could result in the expenditure of significant financial and managerial
resources.

Risks Relating to Our Relationship with the Eurocom Group

Our principal shareholder owns a controlling interest in our company and is able to exercise
significant influence over our business, including ways which may be adverse to our public
shareholders.

Our controlling shareholder, Euronet Communications Ltd., holds 68.81% of our ordinary shares.
Euronet Communications is a wholly owned subsidiary of Eurocom Communications Ltd., which is a
50.33% owned subsidiary of Eurocom Holdings Ltd. (an additional 0.67% interest is owned by Mr.
Shaul Elovitch, our chairman, and the chairman of the board of directors of Eurocom Holdings Ltd.).
As a result, Eurocom Communications and Eurocom Holdings will continue to be able to exercise
considerable influence over our operations and business strategy and control the outcome of all matters
involving shareholder approval, although their holding in us may be diluted following this Offering,
including:

e the composition of our board of directors including the appointment and
removal of officers;

e mergers or other business combinations involving us;
e acquisitions or dispositions of our assets;

e future issuances of our ordinary shares or other securities;
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e our incurrence of debt;

e various agreements, amendments, waivers and modifications to the agreements
between us and Eurocom Communications, Eurocom Holdings and their
affiliates; and

e payments of dividends on our ordinary shares.

There may be conflicts of interest between our controlling shareholder and us.

Our relationship with Eurocom Communications may eliminate or reduce some opportunities for
revenue growth and reducing costs. Eurocom Communications, which indirectly controls us, or its
affiliates could prevent us from entering into commercial relationships with third parties, such as its
competitors, additionally its competitors may choose not to enter into commercial relationships with us
because of our close relationship with Eurocom Communications and its affiliates.

Some of our directors are also directors, officers or employees of Eurocom Communications and
own its equity securities. Accordingly, conflicts of interest may arise from time to time between their
interests in Eurocom Communications and us particularly with respect to our contractual relationships
and the pursuit of overlapping corporate opportunities. We have not adopted any formal plan or
arrangement to address such potential conflicts of interest and intend to review related-party
transactions with Eurocom Communications or any of its affiliates in accordance with the provisions
of the law, on a case-by-case basis.

Because we have interlocking directors with Eurocom Communications, there also may be
inherent conflicts of interest when such directors make decisions related to transactions between
Eurocom Communications or its affiliates and us. We could lose valuable management input from
such conflicted directors and officers.

Risk Related to Our Ordinary Shares

Our share price has been very volatile, and may decline.

The market price of our ordinary shares is likely to be highly volatile and could be subject to wide
fluctuations in response to factors such as the following, some of which are beyond our control:

e quarterly variations in our operating results;

e operating results that vary from the expectations of securities analysts and
investors;

e changes in expectations as to our future financial performance, including
financial estimates by securities analysts and investors;

e changes in market valuations of other Internet or online service companies;

e announcements of technological innovations or new services by us or our
competitors;

e announcements by us or our competitors of significant contracts, acquisitions,
strategic partnerships, joint ventures or capital commitments;

e changes in the status of our intellectual property rights;
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e announcements by third parties of significant claims or proceedings against us;
e additions or departures of key personnel,;

e future sales of our ordinary shares; and

e stock market price and volume fluctuations.

Domestic and international stock markets often experience extreme price and volume fluctuations.
Market fluctuations, as well as general political and economic conditions, such as a recession or
interest rate or currency rate fluctuations or political events or hostilities in or surrounding Israel,
could adversely affect the market price of our ordinary shares.

Our share price could be adversely affected by the sale or the perception that certain shareholders
could require us to sell their shares.

Prior to our IPO we granted Euronet Communications and other shareholders, who together hold
69.7% of our ordinary shares, registration rights under the U.S. Securities Act with respect to their
shares, giving them rights to:

¢ include their shares in any registration statement filed by us following our 1999
initial public offering excluding any registration of employees’ shares on Form
S-8 or a similar form; and

e demand registration of their shares at any time after February 2000, in each case
subject to certain conditions.

Following such registration, these shares will be available for sale in the open market. We cannot
predict if future sales of our ordinary shares, or the availability of our ordinary shares for sale, will
adversely affect the market price of our ordinary shares or our ability to raise capital by offering equity
securities.

Anti-takeover provisions could negatively impact our shareholders.

Provisions of Israeli law, our articles of association and the terms of our licenses may have the
effect of delaying, preventing or making more difficult a merger or other acquisition of us, even if
doing so would be beneficial to our shareholders. Specifically, under the terms of our licenses, any
change of control requires the consent of the Israeli Ministry of Communications. In addition, the
approval of the General Director of the Israeli Antitrust Authority may be required.

Under our articles of association, directors elected at the annual general meeting of our
shareholders are classified into three classes. At each annual general meeting of shareholders, only
directors for the class whose term is expiring will be up for election, and upon election such directors
will serve a three-year term. The outside directors are not classified into the three classes stated above,
and their term of appointment expires as provided by the Israeli Companies Law.

Israeli law regulates mergers, votes required to approve a merger, acquisition of shares through
tender offers and transactions involving significant shareholders. Anti-takeover provisions could
negatively impact our shareholders. Some of the provisions of Israeli law could:

e discourage potential acquisition proposals;

e delay or prevent a change in control over us; and
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e limit the price that investors might be willing to pay in the future for our
ordinary shares.

Generally, under Israeli corporate law, a merger must be approved by the board of directors and the
shareholders of each of the merging companies. If the share capital of the non-surviving company
consists of more than one class of shares, the approval of each class is also required. Further, if the
company was incorporated before February 1, 2000, as we were, the approval of the merger requires a
majority of 75% of the shareholders present and voting at a meeting, unless such company amends its
bylaws to require a different voting requirement. In certain cases, court approval is also required.
Under the Companies Law, a merger may be completed only after 70 days have elapsed from the date
all the necessary approvals and the merger proposals have been submitted to the Israeli Companies
Registrar. The Companies Law also provides that an acquisition of shares of a public company must
be made by means of a tender offer if, as a result of such acquisition, the purchaser would become a
25% or more shareholder of the company. This rule does not apply if there is already another 25%
shareholder of the company. Similarly, the Companies Law provides that an acquisition of shares in a
public company must be made by means of tender offer if, as a result of the acquisition, the purchaser
would become a 45% shareholder of the company, unless someone else already holds a majority of the
voting power of the company. The purchase of shares leading to a 90% holding or more requires a full
tender offer. These rules do not apply if the acquisition is made by way of a merger. Regulations
promulgated under the Companies Law provide that, generally, these provisions do not apply to
companies whose shares are listed for trading outside of Israel in certain stock exchanges. The
requirements of Israeli corporate law generally make these forms of acquisition significantly more
difficult than under United States corporate laws. Other potential means of acquiring a public Israeli
company might involve significant obstacles, such as a requirement for court approval for the
acquisition. In addition, a body of case law has not yet developed with respect to the Companies Law.
Until this happens, uncertainties will exist regarding its interpretation.

Finally, Israeli tax law treats some acquisitions, particularly stock-for-stock swaps between an
Israeli company and a foreign company, less favorably than United States tax law. Israeli tax law
may, for instance, subject a shareholder who exchanges his or her shares in us for shares in a foreign
corporation to immediate taxation.

These provisions of Israeli corporate and tax law and the uncertainties surrounding such law may
have the effect of delaying, preventing or making more difficult a merger or acquisition involving our
company. This could prevent a change of control in our company and depress the market price of our
ordinary shares that might otherwise rise as a result of such change of control.
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Risks Related to Our Debentures (Series A)

We may not be able to make our debt payments in the future.

Our ability to meet our debt obligations will depend on whether we can successfully implement our
strategy, as well as on financial, competitive, legal, regulatory and technical factors, including some
factors that are beyond our control.

In addition, if we are unable to generate sufficient cash flow from operations to meet principal and

interest payments on our debt, we may have to refinance all or part of our indebtedness. Furthermore,

cash flows from our operations may be insufficient to repay in full at maturity the Debentures (Series

A). Our ability to refinance our indebtedness, including the Notes, will depend on, among other things:
=  Qur financial condition at the time,

= Restrictions in agreements governing our debt and

= QOther factors, including market conditions.

We cannot ensure you that any such refinancing would be possible on terms that we could accept or
that we could obtain additional financing. If refinancing will not be possible or if additional financing
will not be available, we may have to sell our assets under circumstances that might not yield the
highest prices, or default on our debt obligations, including the Debentures (Series A), which would
permit the holders of our Debentures (Series A) to accelerate their maturity dates.

Risks Related to Our Operation in Israel

Conducting business in Israel entails special risks.

We are incorporated and based in, and currently derive all our revenues from markets within the
State of Israel. Accordingly, we are directly influenced by the political, economic and military
conditions affecting Israel. Specifically, we could be adversely affected by any major hostilities
involving Israel, a full or partial mobilization of the reserve forces of the Israeli army, the interruption
or curtailment of trade between Israel and its present trading partners, or a significant downturn in the
economic or financial condition of Israel.

Since the establishment of the State of Israel in 1948, a number of armed conflicts have taken
place between Israel and its Arab neighbors, and a state of hostility, varying from time to time in
intensity and degree, has led to security and economic problems for Israel. Since September 2000,
there has been a marked increase in violence, civil unrest and hostility, including armed clashes,
between the State of Israel and the Palestinians, and acts of terror have been committed inside Israel
and against Israeli targets in the West Bank and Gaza. There is no indication as to how long the current
hostilities will last or whether there will be any further escalation. Any further escalation in these
hostilities or any future armed conflict, political instability or violence in the region may have a
negative effect on our business condition, harm our results of operations and adversely affect our share
price. Furthermore, there are a number of countries that restrict business with Israel or Israeli
companies. Restrictive laws or policies of those countries directed towards Israel or Israeli businesses
may have an adverse impact on our operations, our financial results or the expansion of our business.
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Our results of operations may be negatively affected by the obligation of our personnel to perform
military service.

Many of our executive officers and employees in Israel are obligated to perform up to 36 days,
depending on rank and position, of military reserve duty annually and are subject to being called for
active duty under emergency circumstances. If a military conflict or war arises, these individuals
could be required to serve in the military for extended periods of time. Our operations could be
disrupted by the absence for a significant period of one or more of our executive officers or key
employees or a significant number of other employees due to military service. Any disruption in our
operations could adversely affect our business.

The economic conditions in Israel have not been stable in recent years.

In recent years Israel has gone through a period of recession in economic activity, resulting in
low growth rates and growing unemployment. Our operations could be adversely affected if the
economic conditions in Israel continue to deteriorate. In addition, due to significant economic
measures proposed by the Israeli Government, there have been several general strikes and work
stoppages in 2004, affecting all banks, airports and ports. These strikes have had an adverse effect on
the Israeli economy and on business, including our ability to deliver products to our customers.
Following the passage by the Israeli Parliament of laws to implement the economic measures, the
Israeli trade unions have threatened further strikes or work-stoppages, and these may have a material
adverse effect on the Israeli economy and on us.

Our business may be impacted by NIS exchange rate fluctuations.

Most of our communications and advertising costs are quoted in U.S. dollars. As of June 13, 2002 we
are required by law to state our prices in NIS to our residential and SOHO customers. Furthermore, if
we expand our business into other countries, we may earn additional revenue and incur additional
expenses in other currencies. We also have U.S. dollar denominated liabilities (rights of use leasing
obligations for our international lines). In future periods, our dollar assets (deposits) and our dollar
denominated liabilities might commercially serve as partial economic hedge against future exchange
rate fluctuations. Because all foreign currencies do not fluctuate in the same manner, we cannot
quantify the effect of exchange rate fluctuations on our future financial condition or results of
operations.

A substantial devaluation of the NIS in relation to the dollar would substantially increase the
cost of our services to Israelis, who pay us in NIS, and is likely to result in subscriber cancellations
and a reduction in Internet use and e-commerce in Israel.

Provisions of Israeli law may delay, prevent or make difficult an acquisition of us, which could
prevent a change of control and therefore depress the price of our shares.

Provisions of Israeli corporate and tax law may have the effect of delaying, preventing or
making more difficult a merger with, or other acquisition of, us. This could cause our ordinary shares
to trade at prices below the price for which third parties might be willing to pay to gain control of us.
Third parties who are otherwise willing to pay a premium over prevailing market prices to gain control
of us may be unable or unwilling to do so because of these provisions of Israeli law.
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Your rights and responsibilities as a shareholder will be governed by Israeli law and differ in some
respects from the rights and responsibilities of shareholders under U.S. law.

We are incorporated under Israeli law. The rights and responsibilities of holders of our ordinary
shares are governed by our memorandum of association, our articles of association and by Israeli law.
These rights and responsibilities differ in some respects from the rights and responsibilities of
shareholders in typical U.S. corporations. In particular, a shareholder of an Israeli company has a duty
to act in good faith toward the company and other shareholders and to refrain from abusing his power
in the company, including, among other things, in voting at the general meeting of shareholders on
certain matters.
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4. RATIO OF EARNINGS TO FIXED CHARGES

Under IS-GAAP

Year ended December 31

2000 2001 2002 2003 2004
(in thousands)

Pre-tax earnings (loss) from
continuing operations (71,840) (13,019) 28,568 17,643 24,389
Fixed charges 13,797 10,857 1,535 878 1,580
Company’s share in net loss of
investees (1,530) (1,538) (396)
Minority interest in loss of a
subsidiary 1 963
Adjusted pre-tax earnings (loss)
from continuing operations (58,042) (1,199) 28,573 16,983 25,573
Fixed charges
Interest charges (1) 13,274 10,129 719 (350) 38
Rental interest factor (2) 523 728 808 1,053 1,447
Interest expense for equity
companies whose debt is
guaranteed - 8 175 95
Total 13,797 10,857 1,535 878 1,580
Ratio of earnings to fixed charges
(3) - 18.61 19.34 16.19

(1) Interest expenses and adjustment of long-term loan and leases - in 2003 we recorded earnings
from long-term loans, which were adjusted to the US$/NIS exchange rate.

(2) Rental interest factor is calculated as one third of the total rent expenses.

(3) Earnings were insufficient to cover fixed charges requirements for the years ended December 31,
2000, 2001, by NIS 71.84 million and NIS 12.06 million, respectively.
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Under US-GAAP

Year ended December 31

2000 2001 2002 2003 2004
(in thousands)

Pre-tax earnings (loss) from
continuing operations (77,391) (11,879) 24,633 14,735 23,550
Fixed charges 13,797 10,857 1,545 1,081 1,681
Company’s share in net loss of
investees
Minority interest in loss of a
subsidiary 6,482 5,647 2,418 2,204 3,312
Adjusted pre-tax earnings (loss)
from continuing operations (57,112) 4,625 28,596 18,020 28,543
Fixed charges
Interest charges (1) 13,274 10,129 737 28 234
Rental interest factor (2) 523 728 808 1,053 1,447
Interest expense for equity
companies whose debt is
guaranteed -
Total 13,797 10,857 1,545 1,081 1,681
Ratio of earning to fixed charges
(3) - 18.51 16.67 16.98

(1) Interest expenses and adjustment of long-term loan and leases - in 2003 we recorded earnings
from long-term loans, which were adjusted to the US$/NIS exchange rate.

(2) Rental interest factor is calculated as one third of the total rent expenses.

(3) Earnings were insufficient to cover fixed charges requirements for the years ended December 31,

2000, 2001, by NIS 70.9 million and NIS 6.2 million, respectively.
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5.  INFORMATION ABOUT THE OFFERING

The securities we are offering under this Prospectus are as follows:

1.

220,000,000 Debentures (Series A) of NIS 1 par value, repayable (principal) in 8 equal annual
installments on April 1 of each of the years 2008 to 2015 (inclusive), bearing interest per year
as shall be determined in the tender for the Debentures' interest and linked (principal and
interest) to the Israeli consumer price index published on March 15, 2005 for February 2005.
The interest will be paid every twelve months, on April 1 of each of the years 2006 to 2015
(inclusive). The Debentures are convertible to our ordinary shares on each trade day, as of the
day they are registered until March 16, 2015 (inclusive, except for March 17 to April 1 of each
of the years 2008 to 2014. The conversion price will be NIS 40 of Debentures per one of our
ordinary shares until March 31, 2008, and NIS 50 of Debentures per one of our ordinary shares
since April 1, 2008 until March 31, 2015 (all subject to adjustments as specified in section
9.14). Debentures (Series A) which will not be converted into ordinary shares until March 16,
2015 (inclusive) will not grant their holder a right to conversion.

1,500,000 Stock Purchase Warrants (Series 1), registered in the name of their owner, exercised
into our ordinary shares of NIS 0.01 par value each, on each trade day as of June 1, 2005 until
August 15, 2005 (inclusive). The exercise price will be NIS 32 per one of our ordinary shares,
subject to adjustments as specified in section 10.11. Stock Purchase Warrants (Series 1) which
will not be exercised into ordinary shares until August 15, 2005 (inclusive) will expire and
become void and will not grant their holder any rights.

2,500,000 Stock Purchase Warrants (Series 2), registered in the name of their owner, exercised
into our ordinary shares of NIS 0.01 par value each, on each trade day as of June 1, 2005 until
October 15, 2007 (inclusive), except for the 12" to the 16™ day of each month. The exercise
price will be NIS 40 per one of our ordinary shares, linked to the consumer price index, and
subject to adjustments as specified in section 10.11. Stock Purchase Warrants (Series 2) which
will not be exercised into ordinary shares until October 15, 2007 (inclusive) will expire and
become void and will not grant their holder any rights.

The Offering consists of 220,000,000 Debentures (Series A) together with 1,500,000 Stock Purchase
Warrants (Series 1) together with 2,500,000 Stock Purchase Warrants (Series 2) offered to the public
in 100,000 units (the “Units”) by way of tender over the percentage of the Debentures' interest. The
interest for the Debentures will not be higher than 5% (the “Maximal Interest ”’) and will not be lower
than 4% (the “Minimal Interest”)

The composition of every Unit is as follows:

2,200 Debentures (Series A) NIS 2,200
15 Share Purchase Warrants (Series 1) at no cost
25 Share Purchase Warrants (Series 2) at no cost
Total Price Per Unit NIS 2,200

THIS OFFERING IS BEING MADE EXCLUSIVELY IN ISRAEL TO RESIDENTS OF
ISRAEL. NO PERSON IS AUTHORIZED TO MAKE ANY SELLING EFFORTS IN
CONNECTION WITH THIS OFFERING IN THE UNITED STATES.
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The complete details of the offering appear in pages 33 to 54.
CAPITALIZATION AND INDEBTNESS

The following table sets forth our consolidated capitalization and indebtness as of December 31,
2004. You should read this table together with our audited consolidated financial statements and
related notes incorporated by reference in this Prospectus. There has been no material change in our
shareholders’ equity and total capitalization since December 31, 2004.

As of Convenience

December 31 translation

2004 into US Dollars
Consolidated

(in thousands)

Shareholders’ equity
Ordinary shares,

NIS 0.01 par value
(501,000,000 shares
authorized; 18,431,500
shares issued and fully paid

as at December 31, 2004) 197 46
Additional paid in capital 215,040 49,916
Accumulated deficit* (93,344) (21,667)
Total shareholders’ equity 121,893 28,295

* includes capital reserve of NIS 15.7 million (US$ 3.6 million) from the purchase of investee
company from a related party.
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USE OF PROCEEDS

The net proceeds that we will receive from this offering are estimated to be NIS 212.2 million (US $
48.6 million) after deduction of the underwriters’ fees and commissions and the estimated expenses of
the offering.

We intend to use the net proceeds from the offering for general corporate purposes, as shall be from
time to time determined by our board of directors.

We have explored and will continue to explore business opportunities and potential investments in the
communication field. We believe that, the proceeds from the offering will enable us to take advantage
of structural changes in Israel’s communications marketplace, giving rise to opportunities for us to
increase our share in the markets in which we are currently active and to enter new markets. However,
we cannot be sure whether any of these opportunities will become actual.

THE OFFER AND LISTING
Offer and Listing Details

The following table sets forth, for each of the periods indicated, the range of high and low closing
prices of our ordinary shares on the Nasdaq SmallCap Market, and since February 2005 — on the
Nasdaq National Market:

Year High Low
2004 ... e $6.44 $3.78
2003 .. e 6.96 1.19
2002 ...t 1.80 0.87
20071 it 2.94 0.54
2000...cc it 30.00 1.28
2004

First QUAIter ........ccoevvieveeeieieceeeceeee e, $5.23 $3.78
Second Quarter.........c.eeevvveeecrieeecrieeeieeeee e 6.06 4.56
Third QUArter........cc.eeevvvieeiiieeeiieeeiee e, . 491 4.07
Fourth Quarter.............ccccooeeiiiiiiiii e, 6.44 4.10
2003

First QUArter .........cceeeeveeevveeeeeeeeeieee e $4.06 $1.19
Second Quarter.........c.ceeevvveeeerieeeciieeeieeeee e 6.05 2.84
Third QUArter........ccceeevuveeeiiieeieeeie e 6.96 3.85
Fourth Quarter.............cccooooeeiiiiiiiiiic e, 4.48 3.34
2002

First QUArter ........ccoeevveevieeieeeeeeeeeeeeeeeeeee e . $1.80 $0.96
Second QuUarter..........ccoeeveeieeiieiiiienieeeeeeeee, 1.25 1.01
Third QUArter........cceeevuveeeiiieeieecee e 1.09 0.95
Fourth Quarter............cocoeevvieeiiiieieeeee e 1.29 0.87
Each Month Since May 2004

2005

February 2005 ........ccooveveveeieieeeieeeeeeeieeevee $7.79 $5.27
January 2005 .....ooooiiieieee e 5.71 4.96
2004

December 2004 ........ccoevveveeveieieieeeeeeeeeeeee $6.44 $4.98
November 2004 .........c.cooveeviierieeiieieeie e 6.43 4.10



Year High Low

October 2004 .......cevveeieeeeeeee e 4.77 4.20
September 2004.........cooovieiiieiieeieeeeee e 4.81 4.30
AUgUSt 2004 ... 4.45 4.07
July 2004 ..o 491 4.18
June 2004 ..o 5.28 4.56

Plan of Distribution

This offering is being underwritten by the following leading underwriters:

Name of Underwriter Address

Poalim I.B.I — Managing & Underwriting Ltd. Shalom Tower, 9 Ehad Ha'Am Street, Tel-Aviv
65251

Apex Underwriting Ltd. 2 Kaufman Street, Tel Aviv 68012

In addition to the leading underwriters, there are additional 27 underwriters who are participating as
members of the underwriters group. For details see Chapter 17.

To the extent known to us, major shareholders, directors or members of our management do not intend
to subscribe in the offering at all or for more than 5% of the Offering. Our "Interested Parties" (as such
term is defined in the Israeli Companies Law) undertook not to purchase any of the Units offered to
the public in this Prospectus.

Institutional Investors undertook to purchase 80% of the Units offered in this Prospectus. For further
information please see section 5.10.

The terms of the Underwriting Agreement are specified in Chapter 17. Each of the leading
underwriters undertakes to guarantee the purchase of Units, severally, as follows:

Name of Underwriter No. of Units
Poalim I.B.I — Managing & Underwriting Ltd. 5,000
Apex Underwriting Ltd. 5,000

The other underwriters also undertake to guarantee the purchase of Units, severally — for details see
chapter 17.

The underwriters are committed to take and pay for any securities not purchased by the public under
the Offering, except for securities that the institutional investors undertook to purchase.
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Markets

Our ordinary shares trade on the Nasdaq National Market under the symbol IGLD and, since March 1,
2005, also on the Tel Aviv Stock Exchange, or TASE, under the symbol 7213IN"

Dilution

The following table set forth the direct holdings of our shares by our 5% or more shareholders and of
our directors, as of the date of the offering:

Name of Holder | Holdings prior to the | Holdings following the offering
offering
No. of | Percentage | Following | Following | Following On a
shares exercise exercise of | conversion  of | fully
of Share | Share the Debentures | diluted
Purchase | Purchase (Series A)' basis®
Warrants | Warrants
(Series 1) | (Series 2)
Euronet 12,683,135 | 68.81% 63.63% 60.59% 53% 45.41%
Communications
Ltd.?
Eli Holtzman 172,118 0.93% 0.86% 0.82% 0.72% 0.62%
Expense of the Offering

The amount of all the underwriting, management and distribution commissions as well as other
expenses related to the offering, including commissions to institutional investors, are estimated to be
approximately 3.6% of the immediate gross proceeds of the offering. (approximately NIS 0.036 per
Debenture (Series A)).

! Assuming that all the Debentures (Series A) are converted into shares at the price of NIS_40 per share.
? Assuming that the offered Stock Purchase Warrants are exercised and that all the Debentures (Series A) are converted
into shares at the price of NIS 40 per share.
3 Messrs. Shaul Elovitch, chairman of our board of directors, and his brother, Yossef Elovitch, a director of our company,
own 100% of Eurocom Holdings Ltd., an Israeli holding company that holds a controlling interest 50.33% in Eurocom
Communications Ltd. (Mr. Shaul Elovitch holds an additional 0.67% interest in Eurocom Communications). Eurocom
Communications, an Israeli company, owns a 100% interest in Euronet Communication Ltd., an Israeli company that
directly owns 12,683,135 of our ordinary shares. Due to their ownership of Eurocom Holdings and their positions as
directors of Eurocom Holdings and Eurocom Communications, they may be deemed to beneficially own the ordinary
shares directly held by Euronet Communications. Messrs. Shaul Elovitch and Yossef Elovitch disclaim beneficial
ownership of such ordinary shares.
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DVINN DY YOIN 0P
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NN TPNN DY NPHNN PNND INTD NPIND DINN MIMX NINN DY NIPNa
DOWY DPYYNN NN INAYN NINXND NI INN NIPN DY MNPHnn PHNN
MY NN Yva

TV N NPINN IV NN TOIN DIDDN 15% ,2006 DHN MY DIND TY
PIND 6 PYD MNNNY DTN 72 92N X TN P2 AN NN DOV
DNODON NYIAPA NMON AN NNIPOY N130 PYD MXNN N DIOINONN
TP I ,POYN NDIDN BN INNN NN TIVD NI NPINND NOIDNNY)
N>105 9o¥D2 DNITHND) TIY MM DMIN DN DY DNN ONN THD DVPY
NNNI NNIP2 NI NPNY MXPOYNI DM TIY MM DIRY (NTIPY

INIYIA DD DINOIN

YT DWNINN TIVD MM NPINN TOINN NIVP INY ,2007 ONN MWVN SN
MXPOY ,TIV M) NPIDN PN NN DY SNN 0NN THND ,NNINRD DNV
DNV 12 YNNIV DDA DXINDI DNY P2 — MINNI NP2 MTNN DYDY
™M MOION YY DNN ONN TN TOINN HIVP INP 191 DN \INH DIIND)

NN TIY MM ONPHRY TN

D72 NOINNY DMWY DY IDINY XD MNND DXNNNNN DNN YNV ,ININD
(1)2 9PYyO MXMNY DXNNA ,”POY’N NDIIN ITHIA NN T M NN
MNXNN MYN NIPNN DNOION 2IWNIY DI DY IN ,NDION ON NTIPIY
DYHH) NDIDN DN NNPN DNOY MONY DNV IN ,DIMNNN PIND 2 P9
MMDN NMAMY DY) N NYPYNI MIIN DY MNIYN >OPI 9117 7272

("ANTN INIPNNY 1 PNY) 1984 - THWNN L(N2MNN JNDIDN NYIAP)

NPT NNPNN IN DMINND PIND /2 P MNNNY DX NN MIIND DN
DOYNIND TN M NPONHN PN NNI NN DNDIDN NYIAPA MON
DNNNA ,7MN2NY DN NN NYOYA DN 2N DY PPYNY DOXNNA
— 2006 MV, 34% — 2005 M) NDIIN DN NTIPAY 126 PYDI NP MNXNND
2 P9 MXNN OMOY MONY DYDY DN (30% — ToONY 2007 MV ,32%
D2 NN NN 2N - POYN NDIDN NI DT NDIINNY IN DININOINN PINY

(9% Ty - DY) NTIPAY 121 PYDY DXNNA NNITH I DY

DYPND TIY M) NPINN YN TOIN ,DMINNN PIND 6 PYD MNNN 29 DY
Y905 TOM ,NNT DY TN .T292 DXPND TIY MIMIN ORI PN NN T WP
NN TIVN MM NPINN NOIDNN IWN ,DIDININN PINY 22 PYD2 INITHND
YTX2 AVN» T PYD RPN NDIDNN DN NTIPS 1 DY POYN NOION 12

POYN TOIND TIVN M) NPINN OININ TOINN
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IN N MHNDN NINDN YV DMN P DTN MODN No 59.1.1
NPXIN

DN YA DN N PN DY TIVD MM INPN IUN THITT
SV MY DRIY NAVIN 1IN A ,25% DY MYV DX avin
NN MNNNY ONNNA N ,25% DY NV NN avin Py 0%
NIN 2WVIN ININ DY MAWVIND NOTH IRIY NYTH P2 DN D95 Ny»Nnd

(09N NMYIN NN NDIAPY NMod)

NTIPY ,90) MNP MIAID ,(2)9 PYD »9D DNPN NV DTN 72 1IN
STITTN PH2 DN DIDYNN TNV P NDIDN DN

PONY DXTHITT PI2 DN DHVYNN NNV NAN NNV NN P
DI NPININ

MIPONNY TITT DY 12% TNYYA DN IPNNN NANYN NNNI YIP
NN

PNY DN NPV N NI1N NNNNI P DY PMDION DY D530
T T DDIAPNN PN IDON NNIND MDION DY N ONNI DY DON
;T T NOWNN IR POYN NDIIN NN NOIDNNY

MOXON TINN PYINY TITTA YNPNRY TITYT ,DO¥D NN GN DY
YV DN 2N, )N MYPYN TITY PIN INITIND ,IVIND DY9N
NN 2WVIM NN ANNNI )P ,INIY NAVIN 1IN TN YA 15%
NNNI YIPY NINYH NNHN) )IP (D299 NNINRD DHN NNNRD D)
TYTTI ONPHRY DT P2 DN DIYWNND MMV NIMNN NIV

VNG DYan MOIdN TN PNy

NN MIINMD 11999 39T NN MDD N 5.9.2

(N D97D) 23N NNINND NN MDHDN N 5.9.2.1

(N DITD) 2IN MNMN DY DNV 1% MNT MY M0 NDION
,15% S MYOPwa 0N NN PON PO, PPYNN 19 DY MYXInn
THAY ,N2N IR NNYYNN 1IN NVDY DY INX TANY ININI
MNINY DIND TMDNX XA DTHNN OWINN DD NINSIN YN ION
PYD 295 POYHN NDIOND MNDN NPN TN O MIIN NOIDNY
N2»N NPN) PMNIVN YDPIN DMV NN ,NDIDN ON NP (1)2
,DONNNN OONIND IO TN OPPNN KD 12 NIPN D53 .NNNXD DI
Y921 MNTY NN MDIdDN ,NDIDN DN NTIPOY N()125 PYO yp
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DN NNMPAY 121 PYoa OOVIAPN DNYVO DRNNA DN AN
N21NN INDIDN DDA NP2 M ADWD 1N NOIDN INY ,NDIONN
SN DY

27 MDIIN Y 15% NPPWA DN NN XN NN INHBN 1P
2INN MIONI YNPHY PN MM

(2)9 PYO MXNNY DN 121 NIV MINNI YIPI NANYN NINNI JIP
MOION DY DN DVVYNN DNV P )1PDY MDN NOIDN ON NTIPY
(M3 PYDI MNIND N9 ,2INND TMIPONRA YNPNRY 11PN MNTY M

.1DION DN NTIPD

DN LY DTN M2 72N T NAPANN 1IN MNHTY N NDIdN DY
2007 MWN SNN 30% - 2006 WA 32% ,2005 MV 34%) NMIIN
NQpai!

mMOXON Yy DYNN DMLV ONN IOV INOT IPRY IN VN
NDION DY 25% DV MYV DN NIV IONND ,DOV0 NHND ,MIN
Bapbaly

TIA) DN NYY DIND NYY NIN 22WIN DTN 72 92N X TN DY 2D PN
POy ON 595 NYNIND MNK MO ,2O¥7 DXVNINN DINYWN 1D INY
NPIVIN NN NYIAPY 9I9D) IMIAVIN N1TN DY DRIY NOTH NMINN

(ORI OON

92 1127 )T 1AWN )1 AT DIYYN D) 59150 1IN NIPON 1T
P2 NOAPNNN NI NDIDND DINN MIPN NPAN TYINL WIAPIV
APTON TN NPARD 23NN

NI NNT IVN) NDIDN ON NIPNY 3 MPN 19-5y  NNY DY TN
— YOUNN L,(MIINI 1IP2 NN IN DDA INDIN TIY ) NPONI
TV AP NN IR DPTH OINDN 1IN NN DY 1T 2002
NINNI IND )1 T DY DNNWN 1Y (1NN NIPN - 1T MPNI)

(IR DI 1PNN DN ,)1IIN DT NIDINA NNNNN NN TN

TV DNN NV PN NN NIPXR NPONI PN AN (1)
1IN TOOM XN TN

NIPNI POINAY N T IN NOUDY DYa YPAION TN (2)
NN IN DNYPINY OPH NN
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,271) 3 PN MXNN 29D NININD ONMN DRI P OMT  (3)
DY DNV T2D2) ,1P2I2 NMNPNRY NDIDND 1AVN» XD
NN 709N Yy

TN NYPNY NIINN JIRNI NP NN DX THYY NHINN MINO2
TAN Y9 HY PNV YNINN 19 DY YaP» qGUN DN DINMY O DY DIYNINN
WTIN NI2NN DMVYNIN INDNN > NYIZYI DOYXIND TIVN MININ
TN P2 ANV 1IN 1IN NV DY 277N INDNN 0P NONIY
TYIN PONN NYIAP TNXY INM DT PPYN 29 DY MyNInn NN
DV YMIAMNNNN TIVN PAY WIONN 19 DY ¥aAP» DO¥0 MNND NPRNN
MNIND ,2INND MDND DINMY NPAIN NNHN PONN A5 NN MDIN

2Vp)

NVPNa BN 5.9.2.2
P HONTY NI (1)

2002-)"OWUNN ,(N>2>I1 MD%) NOION DN NIPNY 5 MPN
DOVNN 20N D, MYDIP (702999 %900 INPH! — PPnd)
MIAMN DY 112 0T MY 102> NVIOY HYI IINY TN
oV YW DN NN N HNIYI NDNII MINDIN N
MY NVYY Sya NIV PNY OOYNN 2PN D) 15%

.50% S 7YOWA DN NMINN N ,NNIND

DOVNN 2N D NYAIP LN NN INPNY 6 MpN
P92 DN NIHNX DO NIN IVIN IPRY DTN M) 1INY N1
.35% Sv Myvwa

DOVNN 2N OO DY DX NN NNPNY 8 MpN
MYV NPN DN NN NP TN IPRY NIN AVIND 121
.25% Hv

PN (2)

N DWYYNN NN NDN) NDIDN DN NNPND 2 PN
-OUNN L(MTNY NPOYI IR T I NPONI PN ANIN
AON OO YR (PN AN NN MNIPHY OND) 2002
YV DN N ,TIY MM NPONI NINN 1D DHWNN

ORI NN NN 15%

48



2 MPN MINNN D ,NYIP PN NN NN NNPND 5 PN
S NN DOWNN 90D TOM NINY 2N DY MINN N
14 TiN2 59051 TOMY XINN 2WIN ¥HN DX VI NN NN
PN DN ,DNY VIDYY NNXY NIVNN NNPNS DN O
MPN DY 2402 DNV NINNN IMD NI IN NI ,IHNIVA

NP avn

NI NN NPHNA %) ANPN NN NPRA NDNIN NIPN
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NNNY NP DN
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DVINDIN VNN YVINY AUND DNN DINNA SNXPN Y DY \INNY PpYnn

JUN

0”90 OXWPYHR 5.10

MR 80,000 19ND IMIND 902 ,MYXI ,NDND MYSINN MTHD T 5.10.1

Py 1YV DXVLNAN DIPMMNY YN ,DNTOII DIWPYNY (MTNNN 80%)

MIVPNN NNONL L(’O»T0MN OIWPpYNN” NY Pyoa) PnY 5.10.13

(7HNTPMN MAVPNNNT 1OND) DO TOINN DWOPYNN DY NIV NNTPIN

M PPYN DIV 29y ONTOM DWOPYHN MNTPIM NMI1NNN NYaPp

NPNIN ) PI92 /) 3 PYDA DOWMIAPN MNIPYN 9 DY [, NNWUYI 1NY NRYNIM
.NoMIN

NYNNA WVINY 2ONNNY 0N ,N0NIAN NPMIN 09 DY 0N MToM wpuny
oy M/ NINY T292) MN2Y @ 800,000 YW 13D MWA TIY MMM N
1968 — N7aWnM 7Y M) PINY (1)(AN)15 PYD 299 NODINI DINYIN DXANN

JPINMIMNG (2)()(N)15 PYDA TN ,TIND NV IN

0N2 VINY ,INTPIND MIYPNNN NNDNA IPNND OTOM Wpwn 95 5.10.2

NOW 12 IV NN MITNY DYDY MYPA ,NPaNN 197 MYNNNI

P2 NMNNN IR OOV PNY 5.10.13 PYDa 1DV DOXVLNINN WN DY WY
MDD NI
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,IPOAINN 1O MYNNNI 199NDN NNON2 I DO TOINN DIWPWNN MYUpPI
TNEOY AN NV NYIAP TNXD NN T DY WNNY MYPIAd 1vnmM
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122 11502 YAP»Y TARD NI NYOYI IHNHNN MTND MND P2 0NN
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50

5.10.3

5.10.4

5.10.5

5.10.6

5.10.7



NNVONI OMTOMN DOWPYNN MYPA AN NdNN O»YPNRN XOYW NIpPHNa 5.10.8
T M NPIVN TNND NN T 5y NHODNY MYPIAd MIAYNIN 100N
.DOWUpINd
NY Do¥Y (3)-(1) 5.3.2.2 DDYDA MNINKD NRYPN 29 HY OX 2090 NN QR DY 5.10.9
MYNINN MDD NP IR ,NONIAN NPNINT YITID MW NV 0»pnd
.(6)-(4) 5.3.2.2 DYDY ONNNA PON’ 19N
NYSIN NNVONI MADN MM PPN OOIRYY P DOTOMNN OWPWHn  5.10.10
TNDNN INY NN DY MONN MRNNN DD OPDY MIINN NI NIPN NXD
DOYPYNN IPNRPY MADNN MTMN 132 dNWID NoNY> DINIT P> XD DM
DIMNPIANNNN APNY PDIN MY IR TNND DORYI P> DO TOINN
MTPIN
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6. ADDITIONAL INFORMATION
Beginning February 4, 2005 our shares have traded on the NASDAQ National Market.
Registration Statement

On February 21, 2005, we filed with the TASE and the Israeli Securities Authority a
registration statement for the dual registration of our ordinary shares on the TASE, in addition to the
NASDAQ National Market, and thereby registered 18,431,500 ordinary shares of 0.01 NIS par value
each in the TASE.

7. SELECTED FINANCIAL DATA

The following selected financial data presented in the table below has been derived from our
audited consolidated financial statements as of and for each of the five years in the period ended
December 31, 2004. The selected financial data should be read in conjunction with our consolidated
financial statements, and the related notes, which are included elsewhere in this prospectus.

For further information regarding significant differences between Isracli GAAP and U.S. GAAP and
their effect on the Financial Statements, see Chapter 23 to the prospectus.

The translation of New Israel Shekel, or NIS, amounts into U.S. dollars has been made solely
for the convenience of the reader at the representative rate of exchange at December 31, 2004 (NIS

4.308 = $1.00).
Year Ended December 31,
2000 2001 2002 2003 2004 2004
Convenience
NIS NIS NIS NIS NIS Translation
Dollars *
(In thousands, except per share data)
Israeli GAAP information
Consolidated Statement of Operations Data:
Revenues
Access revenues 119,848 139,850 156,336 146,906 156,385 36,301
International telephony service - - - - 9,381 2,178
Other revenues 19,684 48,473 27,982 32,736 53,811 12,491
Total revenues 139,532 188,323 184,318 179,642 219,577 50,970
Cost and expenses:
Cost of revenues 95,335 116,135 99,564 92,871 96,820 22,474
Selling and marketing expenses 73,014 51,299 37,125 41,393 73,155 16,981
General and administrative expenses 46,844 38,884 21,209 21,908 24,258 5,631
Total cost and expenses 215,193 206,318 157,898 156,172 194,233 45,086
Income (loss) from operations (75,661) 17,995) 26,420 23,470 25,344 5,884
Financing (expenses) income, net 3,842 7,308 2,151 (3,235) 122 28
Other income (expenses), net 21 (2,332) 3) (2,592) (1,077) (250)
Income (loss) from continuing operations (71,840) (13,019) 28,568 17,643 24,389 5,662
Income tax benefits - - - 1,935 301 70
Net income (loss) after income tax benefits (71,840) (13,019) 28,568 19,578 24,690 5,732
Company's share in net loss of investees (2,193) (682) (1,530) (1,538) (396) (92)
ity interest in loss of a subsidiary 1 963 - - - -
Loss of a subsidiary which the Company
does not intend to bear - 383 - - - -
Net income (loss) from continued operations (74,032) (12,355) 27,038 18,040 24,294 5,640
Loss from discontinued operations (7,355) (8,843) - - - -
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Company's share in loss of investees
from discontinued operations

Net income (loss)

Income (loss) per share, basic and diluted

Net income (loss) per NIS 0.01 per value of shares
(in NIS) from continued operations

Net income (loss) per NIS 0.01 per value of shares
(in NIS) from discontinued operations

Weighted average number of shares outstanding (in
thousands)

Consolidated Balance Sheets Data:
Total assets

Working capital

Total debt

Total shareholders' equity

US GAAP information
Consolidated Statement of operations data:

Net income (loss) from continued operations
Net Loss - discontinued operations
Net income (loss)

Consolidates Balance sheets date:

Total assets
Total shareholders equity

- - (7,080) (3,737) (4,763) (1,106)
(81,387) (21,198) 19,958 14,303 19,531 4,534
(4.02) (0.67) 1.47 0.98 1.32 0.31
(0.40) (0.48) (0.38) (0.20) (0.26) 0.06
(4.42) (1.15) 1.08 0.78 1.06 0.25
18,432 18,432 18,432 18,432 18,432 18,432
As at December 31,
2000 2001 2002 2003 2004 2004
Convenience
NIS NIS NIS NIS NIS Translation
Dollars *
(In thousands, except per share data)
251,765 228,322 169,052 214,004 300,023 69,644
41,743 48,615 80,904 76,256 41,714 9,683
146,760 144,510 65,284 95,933 176,477 40,965
105,005 83,811 103,768 118,071 121,893 28,295
(70,909) (6,232) 27,051 18,874 27,164 6,305
(12,960) (17,649) (21,128) (6,803) (6,588) (1,529)
(83,869) (23,881) 5,923 12,071 20,576 4,776
248,249 219,738 199,101 244,682 305,554 70,927
105,024 79,429 85,881 104,430 121,193 28,132

* The translation of New Israel Shekel, or NIS, amounts into U.S. dollars has been made solely for the convenience of the reader
at the representative rate of exchange at December 31, 2004 (NIS 4.308= $1.00).

MANAGEMENT DISCUSSION AND ANALYSIS OF RESULTS OF OPERATIONS

Operating Results

The following discussion and analysis is based on and should be read in conjunction with our
consolidated financial statements, including the related notes, and the other financial information

included in this Prospectus or incorporated by reference. The following discussion contains forward-

looking statements that reflect our current plans, estimates, and beliefs and involve risks and

uncertainties. Our actual results may differ materially from those discussed in the forward-looking
statements. Factors that could cause or contribute to such differences include those discussed below

and below and elsewhere in this Prospectus.

Overview

We are a leading Israeli Internet service provider serving as of December 31, 2004, 339,146
residential subscribers and 3,510 business subscribers. We provide a wide array of Internet services
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tailored to meet the needs of our subscribers, including Internet access and other value-added services,
e-commerce and content services.

We currently provide Internet services through a nationwide network providing dial-up, broadband,
web hosting, web security and integration services. We offer a wide range of Internet access packages
to meet the needs of our residential and business subscribers. We also offer related value-added
Internet services, such as web faxing, virtual magazines, anti-virus, anti-spam and hosting, to attract
and retain subscribers, increase usage and create additional revenue streams. By offering high-quality,
price-competitive Internet access and related services at a varied range, we seek to develop both our
residential and business subscriber base. In addition to providing Internet access and related services,
we are a major operator in the portals and advertising market through our subsidiary MSN Israel (a
joint venture with Microsoft Corp.) and Start and in the e-commerce market through MSN Israel and
our e-commerce P1000 site.

From the end of 2000 until the fourth quarter of 2002, we concentrated on a strategy focused on
profitability rather than market share. During the fourth quarter of 2002, the significant increase in
demand for broadband was coupled with intense competition between all local ISPs, which resulted in
reductions of service prices by all Internet service providers, or ISPs. Due to this market environment,
we adopted a more aggressive marketing policy in order to attract a greater number of broadband
customers while continuing to keep tight control on our expenses. This strategy yielded a 54%
increase in the number of broadband customers in 2004 as compared to 2003. We have decided to
continue this policy during 2005. Due to the price reductions caused by the aggressive competition in
the broadband market and the expenses associated with our marketing efforts to attract customers, our
profitability may be negatively impacted in the future.

On June 2, 2004 we received a license to provide international telephony services. We launched these
services on August 7, 2004. The first service we offered was direct calls from Israel to the rest of the
world (approximately 240 countries). We intend to offer supplemental services in the near future, such
as pre-paid services, post-paid services and 1-800 services. We offer our services to residential and
business subscribers. As of December 31, 2004 we had approximately 86,300 subscribers for these
services.

The international telephony market, as well as the internet market, is a very competitive market. Due
to the conditions of the market and the entrance of two new competitors (Netvision Ltd and Xfone),
we have adopted an aggressive penetration strategy in order to gain subscribers and market share. At
this time we are continuing to keep tight control on our expenses but it could be that this strategy
could impact negatively on our profitability.

Critical Accounting Policies

We have identified the policies below as critical to the understanding of our financial statements. The
application of these policies requires management to make estimates and assumptions that affect the
valuation of assets and expenses during the reporting period. There can be no assurance that actual
results will not differ from these estimates.

We prepare our financial statements in accordance with Isracli GAAP. As such, we are required to
make certain estimates, judgments, and assumptions that management believes are reasonable based
upon the information available. These estimates, judgments and assumptions affect the reported
amounts of assets and liabilities at the date of the financial statements and the reported amounts of
revenues and expenses during the periods presented. Differences between Isracli GAAP and U.S.
GAAP as they relate to our financial statements are described in Note 21 to our financial statements.

In accordance with applicable Israeli accounting principles, we maintain our accounts and present our
financial statements in NIS, adjusted for changes in the Israeli consumer price index through
December 31, 2003. Consequently, all previously published NIS amounts in our financial statements
were adjusted each time we published new financial statements in order to reflect changes in the
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Israeli consumer price index, and so all information is presented in NIS adjusted to December 2003
and constitute the starting point for our nominal financial reports as of Januaryl, 2004. See Note 2C
to the financial statements. Any additions made during 2004 are included according to their nominal
values. This presentation of the comparative figures permits the financial information to be presented
in NIS with identical purchasing power. The translation of NIS amounts into dollars has been made
solely for the convenience of the reader at the representative rate of exchange (as published by the
Bank of Israel) at December 31, 2004 of NIS 4.308 = $1.00.

The significant accounting policies that we believe are most critical to aid a reader in fully
understanding and evaluating our financial condition and results of operation under Israeli generally
accepted accounting principles are discussed below.

Revenue recognition. Most of our revenues are derived from Internet access. These revenues are
recognized ratably over the period that services are provided. Other revenues include international
telephony services, website hosting, electronic commerce and advertising revenues. Revenues from
international carrier services are recognized according to minutes of traffic, Website hosting revenues
are recognized as the services are performed. Electronic commerce revenues are recognized as the
services are performed or when the goods are delivered, as applicable. Advertising revenues are
recognized on a straight-line basis over the term of the contract. We consider revenue recognition to be
critical since we have many revenue engines which involve subjective estimates by our management.

Revenues from sale agreements which do not include a general right of return and which include a
number of elements such as: hardware, software and support agreements are split into separate
accounting units and are recognized separately with respect to each accounting unit. An element
constitutes a separate accounting unit if, and only if, it has a separate value to the customer and there
is reliable and objective evidence regarding the fair value of all the elements of the agreement/the fair
value of undelivered elements. Elements that are not split into an accounting unit due to non-
fulfillment of the conditions specified above are grouped together under one accounting unit.
Revenues from the various accounting units are recognized when the conditions for recognizing the
revenues from the elements included in that same accounting unit according to their type have been
fulfilled, and only up to the amount of the consideration that is not contingent upon the
completion/execution of the other elements of the contract.

Revenues from the sale of software licenses are recognized when all the following conditions have
been met: the software has been delivered to the customer, collection of the payment is probable, the
amount of the contract has been or can be determined and there is objective and persuasive evidence
of the contract and of our ability to allocate the consideration between the elements of the contract.

We evaluate our revenue recognition policy every quarter with respect to existing and new accounting
principles. In addition, every quarter we examine the different parameters that may affect our
revenues and their recognition, such as customer credits, accrued revenues and revenues from
cooperation with third parties. According to these examinations we decide on the required changes, if
any, in our revenue recognition policies. Based on our past experience, our policy was appropriate and
did not require complex estimates.

Allowance for doubtful accounts. The allowance for doubtful accounts represents management's estimate
of the aged receivable balance considered uncollectible, based on past experience. All accounts aged over
150 days and accounts which have been forwarded to our lawyers are considered as doubtful
accounts and are recorded as such. We evaluate our guidelines every quarter and examine the
material parameters that might affect the assessment of our doubtful accounts, such as the
population tendency to make timely payments, rate of checks returned for insufficient payment and
blocked bank accounts. Our policy has been consistent and has proven itself over the years.
Therefore, based on our past experience we believe this policy is appropriate.
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"Impairment of Assets." In February 2003, the Israel Accounting Standards Board published
Accounting Standard No. 15 - "Impairment of Assets." The Standard provides procedures which a
company must apply in order to ensure that its assets in the consolidated balance sheet are not
presented in an amount which is in excess of their recoverable value, which is the higher of the net
selling price or the present value of the estimated future cash flows expected to be derived from use
and disposal of the asset. With respect to the implementation of this standard, subjective estimates are
involved in the process of decision making. In addition, the Standard provides rules for presentation and
disclosure with respect to assets whose value has declined.

The Standard applies to financial statements for periods beginning January 1, 2003. The Standard
provides that in most cases the transition will be effected by means of the "from hereon" method. As
required under the Standard we evaluate its impact every quarter, review cash flow analysis, the
market prices of our assets and other relevant estimates to ensure an adequate implementation of the
Standard.

The Effect of New Israeli Accounting Standards in the Pre-Application Period

In July 2004, the Israeli Accounting Standards Board published Accounting Standard No. 19, "Taxes
on Income". The Standard provides that a liability for deferred taxes is to be recorded for all
temporary differences subject to tax, except for a limited number of exceptions. In addition, a
deferred tax asset is to be recorded for all temporary differences that may be deducted, losses for tax
purposes and tax benefits not yet utilized, if it is anticipated that there will be taxable income against
which they can be offset, except for a limited number of exceptions. The new Standard applies to
financial statements for periods beginning on January 1, 2005. The Standard provides that it is to be
implemented by means of a cumulative effect of a change in accounting method. In our estimation,
the impact of the Standard on our results of operations, financial position and cash flows will not be
material.

Business Background

We earn revenues from Internet access services and value-added Internet services, advertising on our
portals, e-commerce and international telephony services. To date, we have generated most of our
revenues from our Internet access services to residential, SOHO (small office and home office) and
business subscribers. Internet access revenues primarily consist of monthly subscription for
broadband and dial-up access to the Internet. As a result, our revenues are directly affected by the
total number of our paying residential, SOHO and business subscribers and the average price for our
Internet access service per subscriber. At December 31, 2004 the number of our residential and
SOHO subscribers was 339,146 a 9% growth rate in our residential and SOHO subscribers compared
to December 31, 2003. The number of our business subscribers increased by 35% in 2004. The
following table includes the number of our residential (including SOHO) and business subscribers in
2003 and 2004 (in thousandsas of 31 December:

2003 2004
Broadband ............................................... 107 164
Dlal-Up .................................................... 63 3 1
OCCASIONAL v 143 144
Total residential subscribers ................... 313 339
Business Subscribers ......ceeeeeeeeeeeeeeeeeennn. 2.6 35
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Most of our subscribers may cancel their subscriptions at any time. Some of our subscribers, who
enter into annual, bi-annual or tri-annual contracts under special packages, are subject to certain
penalty payments if they cancel during the contract period, including payments for the free benefits
they received as part of the special package. Cash received from subscribers is applied to working
capital when received.

We also earn revenues from value-added Internet services, such as global roaming, web hosting, web
faxing, virtual magazines, anti-virus, anti-spam and online e-commerce site implementation. We earn
revenues for these services based either on our fixed prices for the service or a negotiated fee. In
addition, we earn revenues from portal advertising at negotiated fees.

In August 2004 we began to earn revenues from international telephony services. These revenues are
generated from payments we receive from international carriers using our services for termination of
calls and payments for the minutes used by subscribers. We offer monthly packages and offer
discounts to subscribers. Our customers for these services include monthly subscribers and occasional
users.

We bill for Internet access and for the international telephony on a monthly basis, which generally
runs from the 20th day of the calendar month to the 19th day of the following calendar month.
Revenues for services are accrued until the last day of the reporting period. Revenues for other
services are recognized as the services are provided, including virtual magazines, anti-virus and
website hosting and as products are delivered, including e-commerce activities. In cases where we
assume responsibility for the goods sold in e-commerce transactions, we recognize the gross revenues.
In cases where we act as a middleman we recognize the net commission as our revenues.

For both Internet access services and other services, we generally bill our residential subscribers on a
monthly basis. Most of our residential subscribers pay us by credit card or a bank debit order.
Business customers are billed on a monthly (or quarterly) basis, and we generally receive payment in
full within 10 to 70 days of invoice.

Significant Costs and Expenses

Cost of Revenues. Our cost of revenues consists primarily of costs of communication services,
salaries and related expenses, facilities costs and depreciation expenses. The communication services
costs include costs for providing local telephone lines into our points of presence, the use of third
party networks and leased lines to connect each of our points of presence to our regional network
operations centers, the connection between our regional network operations centers, points of presence
and the Internet backbone. We also include in the cost of revenues telecommunication services
expenses related to the international telephony services. Since the launch of the international
telephony service in August 2004 we have entered into agreements with several international carriers
for the purchase of international long distance voice services to about 240 destinations around the
world.

We believe that a high level of subscriber satisfaction with the speed and reliability of our network is
not only essential for retaining subscribers, but also essential for attracting new subscribers through
personal referrals. Accordingly, we have spent significant sums on trans-Atlantic leased lines, to
ensure adequate bandwidth to the United States.

We include salary costs for our technical and technical support staff in our cost of revenues. These
employees are directly involved in providing our Internet access service and our international
telephony services to our subscribers. Most of our technical staff is full-time salaried employees and
most of our technical support staff is part-time salaried employees.
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Our cost of revenues also includes the costs of facilities used to provide technical services and
depreciation, principally in respect of our network equipment.

Selling and Marketing Expenses. Selling and marketing expenses consist primarily of media
advertisement and sales promotion costs as well as salaries, commissions and related costs for our
sales representatives, facilities costs related to sales and marketing and credit card commissions.
Credit card commissions are merchant fees based on the percentage of our revenue earned through
credit cards.

General and Administrative Expenses. General and administrative expenses consist primarily of
salary and related costs associated with our executive and administrative functions, lease payments for
our administrative facilities and other miscellaneous expenses. As of December 31, 2004, we
(excluding our subsidiaries) employed 293 full-time salaried employees and 542 part-time employees
who are paid on an hourly basis. Staff costs include direct salary costs and related costs such as
severance pay, social security and retirement fund contributions, vacation and recreation pay.

Financing Income (Expenses) Net. Net financing income (expenses) includes financing costs,
interest income on our cash reserves and exchange rate differentials in real terms as well as
devaluation of monetary assets and monetary liabilities. Beginning January 1, 2004 all of these items
are stated in nominal values.

Income tax. We assessed our deferred tax assets and the need for a valuation allowance. Such an
assessment considers whether it is more likely than not that some portion or all of the deferred tax
assets may not be realized. The assessment requires considerable judgment on the part of
management, with respect to, among other things, benefits that could be realized from available tax
strategies and future taxable income, as well as other positive and negative factors. The ultimate
realization of deferred tax assets is dependent upon our ability to generate the appropriate character of
future taxable income sufficient to utilize loss carry forwards before their expiration.

Non-Cash Charges. Under U.S. GAAP, but not under Israeli GAAP, we would recognize for the
years ended December 31, 1999 through 2004, non-cash charges aggregating NIS 2.7 million ($ 0.6
million) according to Accounting Principles Board Opinion No. 25 (“APB 25”°) on account of our
Stock Option plan from 1999 (expenses of NIS 102 thousands for the year ended December 31, 2004,
and income of NIS 109 thousands for the year ended December 31, 2003, and expenses of NIS 530
thousands for the year ended December 2002).

If in the future, we issue options under a stock option plan with exercise prices below fair market
value at the time of issuance, U.S. GAAP, but not Israeli GAAP, would require us to recognize an
additional non-cash charge with respect to such issuance.
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Results of Operations

The following discussion of our results of operations for the years ended December 31, 2002, 2003
and 2004, including the percentage from revenues data in the following table, is based upon our
consolidated statements of operations contained in our consolidated audited financial statements for
those periods, and the related notes, included elsewhere in this Report:

Year ended December 31,

2002 2003 2004
Revenues:
ACCESS TEVENUES .....eeouveiiiieneieniieeieeeieeeiee e eeeenieens 85% 82% 71%
International telephony Services ............cceceeerueennnenne - - 4
Other TEVENUES .......oeviiiiiiiiieieeieeete e 15 18 25
Total TeVeNUES ......cceevvieiirieiieiceeeeeeee, 100 100 100
Cost and expenses:
CoSt Of TEVENUES.....coouveiiiiiiieiiceieeiceeeeeee e 54 52 44
Selling and marketing eXpenses............cccceevveennennne. 20 23 33
General and administrative eXpenses...........cc..c....... 12 12 11
Total cost and eXpenses........cceevveeecveeeecveeercveeenne. 86 87 88
Income from Operations ...........cceeeveeeeeeveeenveeneeneeenneennns 14 13 12
Financing income (eXpenses), Net........cccceerererrveerueeeneenne 1 (2) -
Other eXpenses, NEt.......cccuieruierieerienieeie e - (1) -
Net income after financing eXpenses ........c.ccceeeevveeeneens 15 10 12
Income tax benefit ........ccccoveevieiiriiniiereeeeee - 1 -
Net income after income tax benefit...........ccceeeveerirennnnnn. 15 11 12
Company’s share in net loss of investees....................... (1) (1) -
Minority interest in loss of a subsidiary - - -
Net income from continued operations.......................... 14 10 12
Company's share in loss of investees from discontinued &) ) )
operations
NEE INCOME ...ttt 10 8 10

Year Ended December 31, 2004 Compared to Year Ended December 31, 2003
Under Israeli GAAP

Revenues. Revenues increased by 22% from NIS 179.6 million (US$ 41.7 million) for the year ended
December 31, 2003 to NIS 219.6 million (US$ 51 million) for the year ended December 31, 2004.
The increase is primarily due to revenues from the new 015 international telephony services that was
launched on August 7, 2004 and due to the substantial growth of our interactive advertising and
content-based value added services as well as our intense efforts in after-sale activities. We believe”
the growth rate of our revenues will improve in 2005, driven primarily by the continued expansion of
our telephony and e-Advertising businesses, and due to the full year consolidation of our e-commerce
P1000 site's revenues in 2005.

Access Revenues. Revenues from Internet access services provided to residential and business
subscribers, which represented 71% of our total revenues for 2004, increased by 6% from NIS 146.9
million (US$ 34.1 million) for 2003 to NIS 156.4 million (US$ 36.3 million) for 2004. The increase is
primarily due to our major efforts to keep our market share regardless of the sharp competition in the
market. We expect that in 2005 our access revenues will remain at the same level, based on our
forecasts regarding the development of the access services market in Israel.

*  This paragraph includes forward-looking statements (see page 4 herein) that may be materially different from our actual future results/ performance

as forward-looking statements are subject to uncertainties and other factors and involve known and unknown risks (for known risks see Risk Factors
on page 11).
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International Telephony Services. Since the successful launch of our 015 international telephony
service on August 7, 2004 we gained revenues of NIS 9.4 million (US$ 2.2 million) which
represents 4% of our total revenues. We believe’ the growth rate of our revenues from this activity
will improve in 2005, driven primarily by the continued expansion of this activity by entering into
supplemental activities in the market such as pre-paid, post-paid, calling card services and other
related activities.

Other Revenues. Other revenues, which represented 25% of our total revenues for 2004, increased by
64% from NIS 32.7 million (US$ 7.6 million) for 2003 to NIS 53.8 million (US$ 12.5 million) for
2004. The increase is primarily due to the substantial growth of our interactive advertising and
content-based value added services as well as our intense efforts in after-sale activities. We expect*
that our other revenues will increase in 2005, based on our market research findings that the
interactive advertising market should increase in Israel in 2005 and due to the full year consolidation
of our e-commerce P1000 site's revenues in 2005.

Cost of Revenues. Cost of revenues increased by 4% from NIS 92.9 million (US$ 21.6 million) for
2003 to NIS 96.8 million (US$ 22.5 million) for 2004. The increase is primarily due to costs of
telecommunication services expenses related to the international telephony services. Since the launch
of the international telephony service in August 2004 we entered into agreements with several
international carriers all over the world for the purchase of international long distance voice services
to about 240 destinations around the world. We anticipate that our cost of revenues will increase in
2005, based on our forecasts and estimates of the growth of all of our major activities and due to the
full year consolidation of our e-commerce P1000 site activity in 2005.

Selling and Marketing Expenses. Selling and marketing expenses increased by 77% from NIS 41.4
million (US$ 9.6 million) for 2003 to NIS 73.2 million (US$ 17 million) for 2004. The increase is
primarily due to the initial intensive marketing campaign and other marketing activities for the launch
of the new 015 international telephony service, and due to our market share strategy to extend our
share of the broadband market, including our advertising campaigns. We expect that our selling and
marketing expenses will increase in 2005 due to our continued implementation of our strategy to
increase our market share in all of our activities and their related markets.

General and Administrative Expenses. General and administrative expenses increased by 11% from
NIS 21.9 million (US$ 5.1 million) for 2003 to NIS 24.3 million (US$ 5.6 million) for 2004. The
increase was primarily due to general expenses related to our new international telephony services and
as a result of our initial and intensive preparations for this activity. We expect that our general and
administrative expenses will increase in 2005, primarily due to expected increase in our revenues.

Financing Income (Expenses), Net. In 2004 we had net financing income of NIS 0.12 million
(US$0.03 million) compared to net financing expenses of NIS 3.2 million (US$0.8 million) for 2003.
Our financing income (expenses) are attributed to the exchange rate differentials on the U.S. dollar cash
deposits that remained from our initial public offering. We also have U.S. dollar denominated liabilities
(rights of use leasing obligations for our international lines).

Other Expenses, Net. In 2004 we had net other expenses of NIS 1.1 million (US$ 0.26 million)
compared with NIS 2.6 million (US$ 0.6 million) in 2003. Our other expenses are primarily
attributable to Internet Gold International Ltd's recording of an additional impairment charge of NIS
1.6 million (US$0.4 million) with respect to its investment in Compulink, a Greek ISP, in which it
holds a 15.2% interest. With this impairment charge Internet Gold International has written off its
entire investment in Compulink and its operations can no longer adversely influence our results.

* This paragraph includes forward-looking statements (see page 4 herein) that may be materially different from our actual future results/

performance as forward-looking statements are subject to uncertainties and other factors and involve known and unknown risks (for known risks
see Risk Factors on page 11).
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Income Taxes. As of December 31, 2004, we had a tax loss carry forward on a consolidated basis of
approximately NIS 113 million (US$ 26.2 million) - including our reconsolidated subsidiary Gold
Trade with a tax loss carry forward of NIS 60 million. We assessed our deferred tax assets and the
need for a valuation allowance. Such an assessment considers whether it is more likely than not that
some portion or all of the deferred tax assets may not be realized. The assessment requires
considerable judgment on the part of management, with respect to, among other things, benefits that
could be realized from available tax strategies and future taxable income, as well as other positive and
negative factors. We cannot be reasonably assured of our ability to further utilize the tax asset in the
foreseeable future, except that we anticipate that we will be able to utilize Start-Net's tax loss carry
forward for which we recorded a deferred tax asset of NIS 2.3 million (US$ 0.5 million). In 2003 we
recorded deferred tax assets of Gold Mind's tax loss carry forward of NIS 1.9 million ($0.4 million).
During 2004, we utilized most of Gold Mind's tax loss carry forward.

Company’s Share in Net Loss of Investees. In 2004 we recorded NIS 0.4 million (US$ 0.09 million) as
our share in the net loss of investees from continued operations of our investees compared to NIS 1.5
million (US$ 0.35 million) in 2003. In 2004, we recorded NIS 4.8 million (US$ 1.1 million) as our
share in the net loss of investees from discontinued operations of our investees compared to NIS 3.7
million (US$ 0.9 million) in 2003. At the end of 2004, Gold Trade's board of directors reached the
decision to close down all of its operations except the e-commerce activity P-1000 site.

Net Income. We reported net income of NIS 19.5 million (US$ 4.5 million), for the year ended

December 31, 2004 as compared to a net income of NIS 14.3 million (US$ 3.3 million) for the year
ended December 31, 2003.

Under U.S. GAAP

Unless otherwise explained, there are no significant differences between Israeli GAAP and U.S.
GAAP

In January 2003, the FASB issued Interpretation No. 46, "Consolidation of Variable Interest Entities,
an Interpretation of ARB No. 51." This Interpretation addresses the consolidation by business
enterprises of variable interest entities when the equity investors do not have the characteristics of a
controlling financial interest (as defined in the Interpretation). In December 2003, the FASB issued
Interpretation No. 46R, "Consolidation of Variable Interest Entities, an Interpretation of ARB No. 51."
The FASB deferred the effective date for implementation of this Interpretation until fiscal years
ending after March 15, 2004.

According to Israeli GAAP as prescribed in Opinion No. 57 of the Institute of Certified Public
Accountants in Israel, we treated the investment in our affiliated company Gold Trade, as a subsidiary
of our company until December 31, 2001. For the years ended December 31, 2002 and December 31,
2003, we accounted for our investment under the equity method. During December 2004, we acquired
all of the shares of Gold Trade from a related party and from others therefore we once again
consolidated Gold Trade as a subsidiary as of December 31, 2004.

Under the provisions of FIN 46R, we were required to consolidate Gold Trade which met the
definition of a VIE for all years presented, due to a number of factors which indicate that we are the
primary beneficiary of Gold Trade.

We applied FIN 46R by retroactively restating previously issued financial statements, and recorded a
cumulative effect of accounting change as of January 1, 2002 in the amount of NIS 4.4 million (US$ 1
million).

Revenues. Revenues increased by 23% from NIS 185.6 million (US$ 43 million) for the year ended
December 31, 2003 to NIS 228.8 million (US$ 53.1 million) for the year ended December 31, 2004.
The increase was primarily due to revenues from our new 015 international telephony service that was
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launched on August 7, 2004 and due to the substantial growth of our interactive advertising and
content-based value added services as well as our intense efforts in after-sale activities.

Other Revenues. Other revenues, which represented 28% of our total revenues for 2004, increased by
63% from NIS 38.7 million (US$ 8.9 million) for 2003 to NIS 63 million (US$ 14.6 million) for 2004.
The increase was primarily due to the substantial growth of our interactive advertising and content-
based value added services as well as intense efforts in after-sale activities.

Cost of Revenues. Cost of revenues increased by 4.5% from NIS 93.9 million (US$ 21.8 million) for
2003 to NIS 98.1 million (US$ 22.8 million) for 2004. The increase was primarily due to costs of
telecommunication services expenses related to our new international telephony services. Since the
launch of our international telephony service in August 2004 we have entered into agreements with
several international carriers all over the world for the purchase of international long distance voice
services to about 240 destinations around the world. The differences between Isracli GAAP and U.S.
GAAP relating to our cost of revenues expenses was due to the consolidation of Gold Trade under
U.S. GAAP as required by FIN 46R.

Selling and Marketing Expenses. Selling and marketing expenses increased by 70% from NIS 46.4
million (US$ 10.8 million) for 2003 to NIS 78.7 million (US$ 18.3 million) for 2004. The increase
was primarily due to the initial intensive marketing campaign and other marketing activities associated
with our launch of the new 015 service, and due to the implementation of our market share strategy to
extend our share of the broadband market, including the costs of our advertising campaigns. The
differences between Israeli GAAP and U.S. GAAP relating to our selling and marketing expenses was
due to the consolidation of Gold Trade under U.S. GAAP as required by FIN 46R,

General and Administrative Expenses. General and administrative expenses increased by 12% from
NIS 24.3 million (US$ 5.6 million) for 2003 to NIS 27.3 million (US$ 6.3 million) for 2004. The
differences between Israeli GAAP and U.S. GAAP relating to our general and administrative expenses
was due to the consolidation of Gold Trade under U.S. GAAP as required by FIN 46R, the
amortization of Gold Trade 's customer list of NIS 3.3 million compared to NIS 1.2 million in 2003
and the recording of compensation expenses under U.S. GAAP with respect to grants under our
employee stock option plan as required under APB No. 25 — an expense of NIS 0.1 million in 2004
compared to income of NIS 0.11 million in 2003.

Financing Income (Expenses), Net. In 2004 we had net financing expenses of NIS 0.08 million
(US$0.02 million) compared to NIS 3.6 million (US$0.84 million) for 2003. Our financing expenses
were primarily attributable to the exchange rate differentials on the U.S. dollar cash deposits that
remained from our initial public offering. We also have U.S. dollar denominated liabilities (rights of
use leasing obligations for our international lines). The differences between Isracli GAAP and U.S.
GAAP relating to our financing expenses are due to the consolidation of Gold Trade under U.S.
GAAP as required by FIN 46R.

Net Loss from Discontinued Operations. At the end of 2004, Gold Trade's board of directors reached
the decision to close down all its operations except the e-commerce activity P-1000 site. In 2004 we
recorded a net loss of NIS 6.6 million (US$ 1.5 million) net loss from discontinued operations
compared to a net loss of NIS 6.8 million (US$ 1.6 million) in 2003.

Net Income. We reported net income of NIS 20.6 million (US$ 4.8 million), for the year ended
December 31, 2004 as compared to a net income of NIS 12.1 million (US$ 2.8 million) for the year
ended December 31, 2003. The differences between Israeli GAAP and U.S. GAAP relating to our net
income are due to the consolidation of Gold Trade under U.S. GAAP as required by FIN 46R.
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Year Ended December 31, 2003 Compared to Year Ended December 31, 2002
Under Israeli GAAP

Revenues. Revenues decreased by 3% from NIS 184.3 million (US$ 42.8 million) for the year ended
December 31, 2002 to NIS 179.6 million (US$ 41.7 million) for the year ended December 31, 2003.
The decrease was primarily due to the sharp competition in the market which resulted in lower access
fees.

Access Revenues. Revenues from Internet access services provided to residential and business
subscribers, which represented 82% of our total revenues for 2003, decreased by 6% from NIS 156.3
million (US$ 36.3 million) for 2002 to NIS 146.9 million (US$ 34.1 million) for 2003. The decrease

was primarily due to the sharp competition in the market.

Other Revenues. Other revenues, which represented 18% of our total revenues for 2003, increased by
17% from NIS 28 million (US$ 6.5 million) for 2002 to NIS 32.7 million (US$ 7.6 million) for 2003.
The increase was primarily due to the substantial growth of our interactive advertising and content-
based value added services as well as our intense efforts in after-sale activities.

Cost of Revenues. Cost of revenues decreased by 7% from NIS 99.6 million (US$ 23.1 million) for
2002 to NIS 92.9 million (USS$ 21.6 million) for 2003. The decrease was primarily due to our efforts
in reducing the costs of international lines. Cost of revenues as a percentage of revenues decreased
from 54% for 2002 to 52% for 2003.

Selling and Marketing Expenses. Selling and marketing expenses increased by 12% from NIS 37.1
million (US$ 8.6 million) for 2002 to NIS 41.4 million (US$ 9.6 million) for 2003. The increase was
primarily due to costs incurred in implementing our market share strategy to extend our share of the
broadband market, including our advertising campaigns.

General and Administrative Expenses. General and administrative expenses were similar to the
expenses in the year 2002, NIS 21.2 million (US$ 4.9 million) for 2002 to NIS 21.9 million (US$ 5.1
million) for 2003.

Financing Income (Expenses), Net. In 2003 we had net financing expenses of NIS 3.2 million (US$
0.7 million) compared to net financing income of NIS 2.2 million (US$ 0.5 million) for 2002. Our
financing expenses were attributable to the exchange rate differentials on the U.S. dollar cash deposits
that remained from our initial public offering.

Other Expenses, Net. Internet Gold International recorded an impairment charge of NIS 2.6 million
(US$ 0.6 million) with respect to its investment in Compulink, a Greek ISP, in which it holds a 15.2%
interest.

Income Taxes. As of December 31, 2003, we had a tax loss carry forward on a consolidated basis of
approximately NIS 81.3 million (US$ 18.9 million).

Company’s Share in Net Loss of Affiliates. In 2003 we recorded NIS 1.5 million (US$ 0.3 million) of
our share in the net loss of our affiliates from continued operations compared to NIS 1.5 million (US$
0.3 million) in 2002. We also recorded NIS 3.7 million (US$ 0.9 million) of our share in net loss of
our affiliates from discontinued operations compared to NIS 7.1 million (US$ 1.6 million) in 2002.

Net Income. We reported net income from continued operations of NIS 18 million (US$ 4.2 million),
for the year ended December 31, 2003 as compared to a net income from continued operations of NIS
27 million (US$ 6.3 million) for the year ended December 31, 2002. We reported a net loss from
discontinued operations of NIS 3.7 million (US$ 0.9 million), for the year ended December 31, 2003
as compared to a net loss from discontinued operations of NIS 7.1 million (US$ 1.6 million) for the
year ended December 31, 2002. We also reported net income of NIS 14.3 million (US$ 3.3 million)
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for the year ended December 31, 2003 as compared to net income of NIS 20 million (US$ 4.6 million)
for the year ended December 31, 2002.

Under U.S. GAAP

Unless otherwise explained, there are no significant differences between Israeli GAAP and U.S.
GAAP

Under the provisions of FIN 46R, we were required to consolidate the financials of Gold Trade which
met the definition of a VIE for all years presented, due to a number of factors which indicated that we
were the primary beneficiary of Gold Trade.

We applied FIN 46R by retroactively restating previously issued financial statements.

Revenues. Revenues decreased by 5% from NIS 194.6 million (US$ 45.2 million) for the year ended
December 31, 2002 to NIS 185.6 million (US$ 43.1 million) for the year ended December 31, 2003.
The decrease was primarily due to the sharp competition in the market which resulted in lower access
fees.

Other Revenues. Other revenues were similar in both years, increasing from NIS 38.3 million (US$
8.9 million) for 2002 to NIS 38.7 million (US$ 8.9 million) for 2003

Cost of Revenues. Cost of revenues decreased by 10% from NIS 103.4 million (US$ 24 million) for
2002 to NIS 93.9 million (US$ 21.8 million) for 2003. The decrease was primarily due to our efforts
in reducing costs of our international lines. The differences between Israeli GAAP and U.S. GAAP
relating to our net income was due to the consolidation of Gold Trade under U.S. GAAP as required
by FIN 46R.

Selling and Marketing Expenses. Selling and marketing expenses increased by 4% from NIS 44.8
million (US$ 10.4 million) for 2002 to NIS 46.4 million (US$ 10.8 million) for 2003. The increase
was primarily due to the costs associated with the implementation of our market share strategy to
extend our share of the broadband market, including the costs of our advertising campaigns. The
differences between Isracli GAAP and U.S. GAAP relating to our net income was due to the
consolidation of Gold Trade under U.S. GAAP as required by FIN 46R.

General and Administrative Expenses. General and administrative expenses were similar in both
years, increasing from NIS 23.8 million (US$ 5.5 million) in 2002 compared to NIS 24.4 million (US$
5.7 million) in 2003. The differences between Isracli GAAP and U.S. GAAP relating to our net
income was due to the consolidation of Gold Trade under U.S. GAAP as required by FIN 46R.

Financing Income (Expenses), Net. In 2003 we had net financing expenses of NIS 3.6 million (US$
0.8 million) compared to net financing income of NIS 2.1 million (US$ 0.5 million) for 2002. Our
financing expenses were attributable to the exchange rate differentials on the U.S. dollar cash deposits
that remained from our initial public offering. The differences between Israeli GAAP and U.S. GAAP
relating to our net income were due to the consolidation of Gold Trade under U.S. GAAP as required
by FIN 46R.

Net Loss from Discontinued Operations. We reported a net loss from discontinued operations of NIS
6.8 million (US$ 1.6 million), for the year ended December 31, 2003 as compared to a net loss from
discontinued operations of NIS 21.1 million (US$ 4.9 million) for the year ended December 31, 2002.
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Net Income. We reported net income of NIS 12.1 million (US$ 2.8 million), for the year ended
December 31, 2003 as compared to a net income of NIS 1.5 million (US$ 0.3 million) for the year
ended December 31, 2002 (including a cumulative effect of accounting change as of January 1, 2002
in the amount of NIS 4.4 million (US$ 1 million)). The differences between Isracli GAAP and U.S.
GAAP relating to our net income was due to the consolidation of Gold Trade under U.S. GAAP as
required by FIN 46R.

Quarterly Results of Operations

The following table sets forth our results of operations for our last eight quarters. The data has been
derived from our quarterly earnings releases for those periods which, in the opinion of our
management, have been prepared on substantially the same basis as the audited financial statements
included in this report. The data for any quarter is not necessarily indicative of the revenues that may
be expected for any future period. The percentage data shows revenues and expenses as a percentage
of total revenues.

Three Months Ended

Mar. 31, Jun. 30, Sept.30, Dec.31, Mar. 31, Jun.30, Sept. Dec. 31,
2003 2003 2003 2003 2004 2004 30,2004 2004

Adjusted amounts** reported amounts*
Unaudited
(In thousands, except number of subscribers data)

Revenues:
Access revenues............... 37,180 36,424 36,151 37,151 39,124 40,537 38,571 38,153
International telephony
SEIVICES ..uveeerienieeeireenieenaeas - - - - - - 2,092 7,289
Other revenues ................. 6,725 7,531 8,181 10,299 11,852 12,662 13,629 15,668

Total revenues................. 43,905 43,955 44,332 47450 50,976 53,199 54,292 61,110
Cost and expenses:
Cost of revenues............... 24267 23,468 22,797 22,339 22,566 21,625 25,344 27,285
Selling and marketing

EXPENSES .vvenveenrerieeeeannens 9,624 9917 9,843 12,009 14,915 17,370 20,462 20,408

General and
administrative expenses . 5,144 5,408 5,478 5,878 5,830 5,481 6,572 6,375

Total costs and expenses 39,035 38,793 38,118 40,226 43311 44,476 52,378 54,068

Operating income.............. 4,870 5,162 6,214 7,224 7,665 8,723 1,914 7,042
Financing income

(expenses), net.............. (1,058) (5,721) 3,695 (151) 460 (549) 342 (131)
Other income (expenses),

1] R 4) (12) (2,587) 11 (642) (856) 54 367
Net income (loss) after
financing expenses............ 3,808 (571) 7,322 7,084 7,483 7,318 2,310 7,278
Income tax (expenses)
benefit........cocoeeeiieicniiennnn. - 2,465 (354) (176) (519) (782) (240) 1,842
Net income after income
EAX ceveeecree e 3,808 1,894 6,968 6,908 6,964 6,536 2,070 9,120
Company’s share in net
loss of investees ............. (278) (459) (48) (753) (398) (210) 105 107
Net income from 9,227
continued operations....... 3,530 1,435 6,920 6,155 6,566 6,326 2,175

Company’s share in net
loss of investees from (414) (1,385)  (878) (1,060) (576)  (675)  (695) (2,817)
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Three Months Ended

Mar. 31, Jun. 30, Sept.30, Dec. 31, Mar. 31, Jun. 30,
2003

2003

2003

2003

2004

Sept. Dec. 31,
2004 30,2004 2004

discontinued operations...

Net income

50

6,042

5,095

5,990

5,651 1,480 6,410

Number of subscribers (at
the end of the period):
Residential subscribers.....

Business subscribers ........

1,946

2,128

2,333

2,600

2,879

307,136 305,314 305,261 312,256 318,889 322,863 324,035 339,146

3,016 3,142 3,510

*  With respect to discontinuance of adjustment to the effect of inflation as from the CPI of

December 2003.

** Amounts adjusted to reflect inflation in terms of NIS at December 31, 2003.

Three Months Ended
Mar. 31,  Jun. 30, Sept. 30, Dec. 31, Mar. 31, Jun. 30, Sept. 30, Dec. 31,
2003 2003 2003 2003 2004 2004 2004 2004
(As percentage of total revenues)
Revenues: 100% 100% 100% 100%  100%  100% 100%  100%
Access revenues ........... 85 83 82 78 77 76 71 62
International telephony
services - - - - - - 4 12
Other revenues.............. 15 17 18 22 23 24 25 26
Total revenues ............. 100 100 100 100 100 100 100 100
Costs and expenses:
Cost of revenues........... 55 53 51 47 44 41 47 45
Selling and
marketing
EXPENSES .cvvrrerrreerannne 22 23 22 25 29 33 38 33
General and
administrative
EXPENSES ..ovvvrenrranerannne 12 12 12 12 1 10 12 10
Total costs and
expenses 89 88 85 84 84 84 97 88
Operating income .......... 11 12 15 16 16 16 3 12
Financing income
(expenses), net ........... () (13) 8 - 1 (1) 1 -
Other income
(expenses),
S S - - (6) - (1) (2) - 1
Net income (loss)
after financing
EXPENSES ....vvvvvrrerenrnn. 9 (1) 17 16 16 13 4 13
Income tax (expenses)
benefit......cccceeeveeeennenee. - 6 (1) - (1) (D - 3
Net income after
ncome tax ..........ceenee. 9 5 16 16 15 12 4 16
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Company’s share in net

loss of investees............. (1) (1) - (2) (D - - -
Net income from
continued operations ... 8 4 16 14 14 12 4 16

Company’s share in net
loss of investees from

discontinued
operations .................... (1) €) 2 2 @) @) ) 5)
Net inCome ....ovevvevnn... 7 1 14 12 13 11 3 11

Impact of Devaluation on the NIS vs. USS on Results of Operations, Liabilities and Assets

The dollar cost of our operations in Israel is influenced by the exchange rate of U.S. dollar.
Devaluation or an increase in valuation of the NIS against the U.S. dollar might reflect on our results

of operations.

The following table presents information about the devaluation of the NIS against the dollar:

Year ended  NIS devaluation
December 31, rate %
2000 (2.7)
2001 9.3
2002 7.3
2003 (7.6)
2004 (1.6)

A devaluation of the NIS in relation to the dollar has the effect of reducing the dollar amount of any of
our expenses or liabilities which are payable in NIS, unless those expenses or payables are linked to
the dollar. This devaluation also has the effect of decreasing the dollar value of any asset which
consists of NIS or receivables payable in NIS, unless the receivables are linked to the dollar.
Conversely, any increase in the value of the NIS in relation to the dollar has the effect of increasing
the dollar value of any unlinked NIS assets and the dollar amounts of any unlinked NIS liabilities and
expenses. We cannot assure you that in the future our results of operations may not be materially

adversely affected by currency fluctuations.

Because exchange rates between the NIS and the dollar fluctuate continuously, with a historically
declining trend in the value of the NIS, exchange rate fluctuations, particularly larger periodic
devaluations, may have an impact on our profitability and period-to-period comparisons of our results.

As a result of the devaluation of the dollar in 2004, we recorded exchange rate expenses on our U.S.

deposits of NIS 1.3 million (US$ 0.3 million).

We have U.S. dollar denominated liabilities (rights of use leasing obligations for our international

lines).

According to a new accounting standard, Accounting Standard No. 12, on “Discontinuance of
Adjustment of Financial Statements”, commencing January 1, 2004, the adjustment of financial
statements were discontinued. Consequently, through December 31, 2003, we prepared adjusted
financial statements in accordance with Opinion No. 36 of the Institute of Certified Public
Accountants in Israel. The adjusted amounts included in the financial statements as at December 31,
2003, constituted the starting point for the nominal financial report as of January 1, 2004.

70



Effective Corporate Tax Rate

Israeli companies are generally subject to income tax at the rate of 35% of taxable income. For tax
purposes, results of operations are measured in real terms. From 1992 through December 31, 2002 we
incurred net operating losses. As of December 31, 2004, we had consolidated net operating loss carry
forwards of approximately NIS 113 million (US$ 26.2 million) - including the reconsolidated
subsidiary Gold Trade with NIS 60 million. Under current Israeli tax laws, operating loss carry
forwards do not expire, are linked to the Israeli inflation rate and may be offset against future taxable
income. Corporate Tax rates are declining gradually — in 2005-34%, 2006-32% and 2007-30%.
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Liquidity and Capital Resources

Liquidity. We have required substantial capital resources to finance the construction of our network
and to fund our operations. Historically we financed the construction of our network and funded our
operations principally from cash flow from operations, short-term bank credit, revolving short-term
bank loans and the proceeds of the initial public offering of our ordinary shares in August 1999.

Working Capital. Our working capital as of December 31, 2004 was NIS 41.7 million (US$ 9.7
million) as compared to working capital of NIS 76.3 million (US$ 17.7 million) as of December 31,
2003. The decrease in our working capital is primarily due to the increase in current maturities of
long-term obligations arising from our purchase of rights of use of international lines. This ratio shall
further drop as we continue to lease additional lines.

The following table summarizes our cash flows for the indicated years:

Year Ended December 31,
2002 2003 2004

Adjusted Adjusted reported
amounts* amounts amounts

* *% *
- (In thousalds[ -
Net INcome (10SS) .vvvveevieeeiiieciieeeiee e 19,958 14,303 19,531
Other adjustments for non-cash items ..........c.cccecceeveeenennee. 23,611 22,957 27,006
Net changes in assets and liabilities ...........cccocceeviieiienin. (2,366) (8,088) (8,352)
Net cash provided by (used in) continued operating 41,203 29,172 38,185
ACTIVIEIES uvveuvirireiieieeie ettt ettt ettt et
Net cash provided by (used in) discontinued operating - - -
ACTIVITIES 1.ttt et
Net cash provided by (used in) operating activities ........... 41,203 29,172 38,185
Net cash provided by (used in) continued investing (12,147) (70,706)  (117,665)
ACTTVITIES 1.ttt ettt ettt st e
Net cash provided by (used in) discontinued investing 1) . .
ACHIVITICS c.uvveeeiiieeeiieeeieeeeiee e et e e eeee e e e e e saeeeereeesasaeeeaseeeenns
Net cash provided by (used in) investing activities............ (12,148) (70,706) (117,665)
Net cash provided by (used in) continued financing (31,528) 38,280 73,226
ACTIVITIES 1ottt ettt ettt et
Net cash provided by (used in) discontinued financing - - -
ACTIVITIES 1.ttt e
Net cash provided by (used in) financing activities ........... (31,528) 38,280 73,226
Net increase (decrease) in cash and cash equivalents......... (2,473) (3,254) (6,254)

*  With respect to discontinuance of adjustment to the effect of inflation as from the CPI of
December 2003.
** Amounts adjusted to reflect inflation in terms of NIS at December 31, 2003.
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Net cash provided by operating activities was NIS 38.2 million (US$ 8.9 million) in 2004, net cash
provided by operating activities was NIS 29.2 million (US$ 6.8 million) in 2003 and net cash provided
by operating activities was NIS 41.2 million (US$ 9.6 million) in 2002. The increase in the net cash
provided by operating activities in 2004 compared to 2003 is due to our continuing efforts to
implement our profitability strategy.

Net cash used in investing activities was NIS 117.7 million (US$ 27.3 million) in 2004 and NIS 70.7
million (US$ 16.4 million) in 2003. Our investing activities have primarily involved purchases of
rights of use for international communication lines presented as capital leases, network components,
expansion of our network and computer hardware and software costs. The increase in our investing
activities was primarily related to the purchase of seven international communication lines during
2004 in the total amount of NIS 69.2 million (US$ 16.1 million) which are presented as capital leases,
and also due to the purchase of network components, expansion of our network and computer
hardware and software costs in connection with our intensive preparations to provide international
telephony services. In December 2004 we obtained long term loans of NIS 30.5 million (US$ 7.1
million) from banks (presented as cash provided by financing activities) and granted a loan in the
same amount to Gold Trade to cover its obligations to its banks.

According to Israeli GAAP, receipt of loans in respect of capital leases are reflected in the statements
of cash flows as cash flows from financing activities rather than investing activities from the
acquisition of assets financed by the lease. Under U.S. GAAP, this should be reflected as a non-cash
financing activity.

Net cash provided by financing activities was NIS 73.2 million (US$ 17 million) in 2004 and NIS 38.3
million (US$ 8.9 million) in 2003. Our financing activities in 2004 included receipt of long-term loans
from banks as mentioned above and long term loans with respect to the purchase of rights of use in
international communication lines presented as capital leases.

Financing Arrangements. We have a credit line equal to the deposits that we hold with the First
International Bank of Israel Ltd.. As of December 31, 2004, our deposits totaled NIS 75.3 million
(US$ 17.5 million). The credit line is repayable on demand. As of December 31, 2004, NIS 10.8
million (US$ 2.5 million) was outstanding under the credit line. Long-term obligations to suppliers
for the right of use of international lines are linked to the U.S. dollar exchange rate, and our long-term
leasing agreements for cars are linked to the consumer price index and bear interest at annual rates
ranging from 5% to 7%. As of December 31, 2004, there was NIS 41.6 million (US$ 9.7 million)
outstanding under our long-term leasing arrangements.
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The following table summarizes our bank debt as of December 31, 2002, 2003 and 2004:

At December 31,
2002 2003 2004

Adjusted Adjusted reported
amounts* amounts amounts®

% %k
(In thousand)
Short-term:
CIedit ...vveeeiieceee e 8,996 4,279 10,817
Current maturities of long-term loans under lease
ATTANZEMENTS .......cveeveeieeeeeereeeeeeeeteeeseeeseseeseseeseteeseaenees 1,461 980 133
Total short-term debt............coeveivveicieeeeieeeieeeee 10,457 5,259 10,950
Long-term:
Long-term loans maturiti€s. .............cocoveveveverereeererenenen. 1,330 273 30,506
Total long-term debt..........c.ceeivvererereiieeeieeceeeeeeeee, 1,330 273 30,506
Liabilities attributed to discontinued operations ........... - - 1,653
TOtal debt......vveveeeeeeeieececeeeeecee e 11,787 5,532 43,109

* With respect to discontinuance of adjustment to the effect of inflation as from the CPI of
December 2003.
** Amounts adjusted to reflect inflation in terms of NIS at December 31, 2003.

Capital Expenditures. In 2004, we invested NIS 23.8 million (US$ 5.5 million) in fixed assets, which
included purchases of network components, expansion of our network and computer hardware and
software costs. During 2005, we expect to incur capital expenditures of approximately NIS 13 million
(US$ 3 million) (not including the purchase of rights of use of the international lines), of which US$
0.6 million of which is already subject to contractual obligations. We anticipate that these
expenditures will be funded from our cash flow from operations and borrowings under credit facilities
which we may negotiate. Where feasible, we may also finance certain of these expenditures through
capital leases or installment purchases if these financing alternatives are available on terms acceptable
to us.

Long Term Loans under Lease Arrangements. Our lease obligations as of December 31, 2004 were
NIS 41.6 million (US$ 9.7 million), compared to NIS 27.4 million (US$ 6.4 million) for December 31,
2003. Such leasing obligations relate to rights of use of twelve international lines under financial lease
arrangements and 24 motor vehicles that are under financial lease arrangements as well.

In December 2004, the monthly costs for the rights of use of international lines amounted to NIS 3
million (US$ 0.7 million) and the monthly rental costs for such vehicles amounted to NIS 90
thousands (US$ 20.9 thousands).

Based on our current operating plan, we believe that these sources will be sufficient to fund our
operating activities, capital expenditures and other obligations through at least until June 2006.
However, if during that period or thereafter we are not successful in generating sufficient cash flows
from operations or in raising additional capital, whether debt or equity, when required, in sufficient
amounts and on terms acceptable to us, our business, results of operations and financial condition
could suffer. In addition, if additional funds are raised through the issuance of equity securities, the
percentage ownership of our then-current shareholders would be diluted.
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8. SHARE CAPITAL

Description of Securities

We are a public company registered under the Israel Companies Law as Internet Gold — Golden
Lines Ltd., registration number 52-004426-4.

Our authorized share capital is NIS 5,010,000, divided into 501,000,000 ordinary shares of NIS
0.01 par value each, of which 18,431,500 shares were issued and fully paid, as of March 1, 2005. All
our issued shares are registered for trade on the TASE (18,431,500) and 5,576,246 of them are
registered for trade on the NASDAQ National Market.

The ownership or voting of our ordinary shares by non-residents of Israel is not restricted in
any way by our memorandum of association or articles of association. The State of Israel does not
restrict in any way the ownership or voting of ordinary shares by non-residents of Israel, except with
respect to subjects of countries that are in a state of war with Israel.

Under our articles of association, retirement of directors from office is not subject to any age
limitation and our directors are not required to own our shares in order to qualify to serve as directors.

Rights Attached to Shares

Our authorized share capital consists of 501,000,000 ordinary shares of a nominal value of NIS
0.01 each. All outstanding ordinary shares are validly issued, fully paid and non-assessable. The
rights attached to the ordinary shares are as follows:

The quorum required for an ordinary meeting of shareholders consists of at least two
shareholders present in person or represented by proxy who hold or represent, in the aggregate, more
than one third of the voting rights of the issued share capital. A meeting adjourned for lack of a
quorum generally is adjourned to the same day in the following week at the same time and place or
any time and place as the chairman of the board of directors determines with the consent of the holders
of a majority of the shares present in person or represented by proxy and voting on the matter of
adjournment. At the reconvened meeting, the required quorum consists of any two members present
in person or by proxy.

An ordinary resolution, such as a resolution for the declaration of dividends or amendment to
our articles of association, requires approval by the holders of a majority of the voting rights
represented at the meeting, in person, by proxy or by written ballot and voting thereon. Under our
articles of association, a special resolution, such as amending our memorandum of association (when
permitted), approving any change in capitalization, winding-up, authorization of a class of shares with
special rights, or other changes as specified in our articles of association, requires approval of a
special majority, representing the holders of no less than 75% of the voting rights represented at the
meeting in person, by proxy or by written ballot, and voting thereon. Under the Companies Law, we
may change our articles of association by the aforementioned majority, in order to cancel the special
majority requirement in most of the above-mentioned events.

Pursuant to our articles of association, our directors are elected at our annual general meeting of
shareholders by a vote of the holders of a majority of the voting power represented and voting at such
meeting for the term as determined for the relevant category.

The board of directors may appoint additional directors, whether to fill a vacancy of a director
whose appointment was terminated or as additional director/s provided that the total number of
directors will not exceed the maximum number as determined by the shareholders.
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Currently, Eurocom Holdings Ltd., which beneficially owns 68.81% of our ordinary shares, is
able to elect all our directors, except our outside directors, whose election requires the affirmative vote
of at least one third of the shareholders who are non-controlling shareholders, or no more than 1% of
said shareholders opposing the election of the outside directors. Eurocom Holding's beneficial
holdings in us may be diluted following this Offering.

Dividend rights. Holders of our ordinary shares are entitled to the full amount of any cash or
share dividend subsequently declared. The board of directors may declare interim dividends and
propose the final dividend with respect to any fiscal year only out of the retained earnings, in
accordance with the provisions of the Israeli Companies Law. Our articles of association provide that
the declaration of a dividend requires approval by an ordinary resolution of the shareholders, which
may decrease but not increase the amount proposed by the board of directors or affect the amount
already distributed as an interim dividend. The board of directors is entitled to invest or otherwise
make use of all unclaimed dividends or other moneys payable in respect of a share, for our benefit
until claimed. We are not obligated to pay interest or linkage differentials on an unclaimed dividend.

Voting rights. Holders of ordinary shares have one vote for each ordinary share held on all
matters submitted to a vote of shareholders. Such voting rights may be affected by the grant of any
special voting rights to the holders of a class of shares with preferential rights that may be authorized
in the future.

Rights to share in the company’s profits. Our shareholders have the right to share in our profits
distributed as a dividend and any other permitted distribution.

Rights to share in surplus in the event of liquidation. In the event of our liquidation, after
satisfaction of liabilities to creditors, our assets will be distributed to the holders of ordinary shares in
proportion to the nominal value of their holdings. This right may be affected by the grant of
preferential dividend or distribution rights to the holders of a class of shares with preferential rights
that may be authorized in the future.

Liability to capital calls by the company. Under our memorandum of association, the liability of
our shareholders to provide us funds is limited.

Changing Rights Attached to Shares

According to our articles of association, in order to change the rights attached to any class of shares,
unless otherwise provided by the terms of the class, such change must be adopted by a general
meeting of the shareholders and by a separate general meeting of the holders of the affected class with
a majority of 75% of the voting power participating in such meeting.
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9.  DESCRIPTION OF SECURITIES OTHER THAN EQUITY SECURITIES
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)98 ©PNNN TTH NMOYD (M 1IP) MTINK (X NITO) 2INN MNX .PNY VNND
oya OOWM MY HY NI NOPN DDA DY AWINN MIN . PNY 9.5 PyDa NNNKD
VY DNV YV NMPNN T¥a 2015 TY 2006 DNWN P D198 1 DY ,MVY YO ,Mva
NYRIN DDYNN ,INIRD QR DY .DVYNN TYIN 75 PINKRD DN NN1NONY DVWTIN
NYRIN INDNN 02 NDNNNN NNPNN NAY ,2006 51982 1 DY NWY PN DY
.MV DM’ 365 DYDY ,31.3.2006 D2 DPNDN TYNRI MDOPNNN NDIYI N0 INKROY

TM2 2015 59982 1 D2 NYY (X NITO) 21NN MN 12X 723N DY NINKRD DDVWYNN
2NN MNDX MTIVN NITNND TN MNNIAY (X NITO) 2IND MNX JIP NIN NYIS DY
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DN YI9NY PVIZND MOV NIMNM NN TYINA NTNNIN NINIIN I 1IN MDN
PINKRD PIRND INKD PNYID 172 MDT DI NMIPN R, NINNN NPIN NIRSPN
MDY YD NPIPN XD 1D 1D NIINN TYIN 29D DN N YAIPN DPNY M DYYND

A9N2 MNND NTHNNN ONRIN 29 DY YIPN DY 1208NY NTHRNNN YWD

. PN INDID WY NDIDN DN N NN DHYYNN
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D2 (X 7970) 23NN MNP DY INA 1M DY INYDD DIPYNY 23PN TN YN
X2 ) DVN KDY PINK TN NIAN OOPOYN DM TINN NNT ,0OPOY DY IORY
MNPOY VN2 DV NIV DIPIAN DXNIND 12 IWN DY N DXPOY DY . I»NT

(r2rpoyY 0y DY) \oNnD)
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NI 299 198D DY PNNM TTHY MTINY NIPNN PIY NN (X NITO) DIND MDN 1P
: DN NTHSNN

oW1 TN DXPNNN TTH — WHWN (711907 :10ND) 719980 029NNN 119”7 NHINN
OIIMN NOWON YT DY DOMINM MV MPI D91DN MDD O PNNN TTY
DIPNA INK MY TOI X N T DY DN DX GX TT0 NN 91D NPPLDVLOD
M2 7P DN P2 ,)MPNA RIDY MIWT T1I 93 5915 191,NRP0D0005 NN NIVIN
DOUNDY INK TTH NI ON IND DN P2 O»PN TTHIN N2 DIOYY DN DMN DY
TTON 2D WAV 0NN NN YIP K2 TOM IN 9N IMN) [, NNIND TOM X 9N O HY
ND DN IMN)Y NIPNA .NPPVDNVVLOY NN NOVYON T DY OMN YaP» ,9oNInNN
NN DT DY 1INDY 0»HOYD DN DY MXYPNNL NIAND YIAPN NN ,NNND yap»

Q9MNN T2 INNRN TTHN PAY ONN

DIYVN SW DYWNN DY NN 198D DPNNRN TTH — WHWN 7@vunn 11”7 NHnn
DI PTION TTHNN TN DIYYNN TTH DX DI 1PN IR JIP NIYN Sy MWD
STIDN TTHN DWYWNN T0

,2005 X102 15 D2 DDMAY J19IND DXVPNNN TTH — WNHWN Y1050 1110”7 NHNN
.2005 INYI29 WTIN 1)1 198D O PNND TT0 WONT

NN PNINRD 1DIND OXPNND TTH — WHYN 71N 19907 NN
DTN TTHN NNV NOY DWWNN TT0 1D INWYD DIVWN DY IV 932 772N ONX
DYWYNN T DY NMOYN NTNY YON JI9IN NN XINWI ,0I190 ININ DX NI12NN DOYN

TN RN PTION TTHN DYDY T OWYNN TTH D 972N OX OO TTHN NN
ITION TTHN DWYYNN
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D3NN M HY (X NI79) 2N MR YWY

(N D7TD) 23N MNNX NY 992 HUMNN PIVA INPO MDD NX NNXYD NIMY NN
MYVIANN NIAND T DY WIIY DIND MNDX .NY IRIOY PN 552 1N DPAIN
YNAY DN LWTNN 1PN TOIRYI PON KD 192NN DDA NN I MPHHM

TNNA PITYY 2NN MDN DY )IVPHN NN

NYTIN TN 1) YTHN NITA NN TI DY WTIN ,NIINND YT DY N MMP DY NIpNna
N

DN NN ,NYD NYHN PYNINT PIYE MONY IR NMIPY THPRYI 172NN DY Na NN
SNAND 190 INA TP YW NIPNA .OXNNA 11902 ,NY NNIY NN D1 (N NITO)
YTY DY MNND MPIMN WYX (X NITO) 2INN MNDN DTN MMPT NN D DY NONN

.107122 INODNNN MPNNN XJ) NN NIANN DY DD MAYN N NI NN

2NN MNN N0
PPYNA 5.9 PYD AN 2NN MK MDD 1YY

N°2>90 199N MMOVN

DYTYINT WY (X NITD) NN MMX PH2 DI IPN NaIvN Dy Dmbdwnn 9o
P OMNY TWUN DXWVIND DN DXIPIN DININY DXNNA 9.3 -1 9.2 DIYDI DXNPIN
20 OY DINA (X NITO) IND MDN DY DXPPINNI 1NN MNN SP1TNN DPIdL DIV
PPN 0PN PNY) DNNINRN OINDYNN MDY 195NN ONWNN NNX DI DY XIN2
NPON TN 2015 51982 1 DY NWY TDIN JIPN DY PINKD DVYNN .("e1vwny
oY .N72NN WTIN PYY INK DIPH D51 INA DIYIN NTIVHNI,NIINY 1IN MDNX MTIVN

.DMVYNN TN 230 DIPOY 23> NYINHN MNAD NIIND TDDNT 1IND NN

UK DOVIND YV P30 PNIYN MDY TORPIA NIIYNI IN DPIWA NWY DIRIY DYWNN
2INN MM MTIYN NN DY IX,2IND MNN PINN DRI DIDIWY P> DIPYMNY
MHXD NPNI DN 1 NTHNN NN MDD DY DYWNN DY MNRD NHRNNI

2y

9272 DXVIO NIANY TYID TIVIN TNNINRD DIVYND NI 1IN NN PXINN 10N NO
DIVI INITA NOYWOIY PPV YIPM 1PN NIAVN DY DIVWN DI NWY» 1OV 91N NIvN
DIV INITA ORI POV MOWN 2NN MNNX PITNN DPINA NNIYIN NNINND INIINDD
721521 ,INITA INOY PIRNA 12 2IPIN DIDDN DYYNI P 12T YD awnN» [ MNND
TP I OYIN @ 50 — 1 TII DD POV NHWM R .1M2D NIHND ININN DY YINY

.192NN Y TIVN PPN DIVYNN NN DAPY
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DYTIND 19 MYYD 591 1NV DHYYNN NIXND DIX DNYO NI9NY 1IN NMNN 223100
, DWW NTIVNRD NYNN DY PN TR IRNNN DX XONN 171NN OO DWW ANdON3a
NIPNA (X NITO) 2NN MM 29-DY INYOD DYVYND YIPN TYINN M0 DY 30 MNad
DYMDYN DY TN P TN 19D NN DYON ,MNNONI NIANN YT-DY DAPNN NYTINNY

VTIND NDAP DYDY INDN DIYYNN TN INKRD DNYID TIINY

19303 NNIN NINRY NI1DN DTV MYID

,712N2 MIPN NMORY N2X0N Y92 DD NOW 2INN NN 22NN YD YYD 015D
JMSUNY WaAPIY NTHND YWI9N NP IRWY DTN I1NOYD 1)1 NN NHaNnY Tya
TV ONY ONIT NV DIMIOD DNIND P TN ONIT 7P 2INN NN P23NNN 1IN

PN X2 IN NN PNAVN DY DVWN ININ )IVIAD yapIv

NOW DDWNN D10 NN ,DVWND MAPN TVINNND DY 30 TIN ,)ININ DXN PN 112NN
NIPN DWVYN IMN PIDPDD IWNN MNNND TP ,N12N NMION NIRY NDON DY
DR PTID D) ,2INN NN XA WINN DI 71D SV

N NN ODYI OMNX MDD INTIPIDY NYWA NNINXD TPANY DIDD U WP 1NN
Y95 Y51, NNNNIN TOY NMINN INXIY DTN T 29 DY Y MIMINN NIYPYN1L Wpwn
970) 23N MDNX P2NN D30 DO 1ININ .PTN NINIIND NID) DINNND RN YININY
MYPYNN YINMN 1D DIYINN DXIODIN NN ,PANIN TSN NN DD YTRaN N (N
THO ,9O¥0 ININD INNIV IOV NN MMDYN ,MYNYN ,MNSIND 9D N2 [, NNIND
911 ©21202 P3N YANIN ININN MINT MYV 1T DY WA MINDIND NN TSN
A2INTD AMNDX DY 9101 1P TN TNND NNX MY DIND TY D9 NNINRND TIT2 OYPYN
NN (DM HD1D) P 1IAVNY DMNODN NN PININ PIN> ,NT TN INND
12 VY (X NITO) 2IND NN OP2INND NIAY NONR OO0 PIINNY ,NI1IND , PIMINRNIN
N7DNN NN NON DINIDD DMNX I DINRITN 2INT MNN YPTNNID 21N 7P RY ) )ININ
DXNYPN PN OX,2IN MNOUN MYNY ,MINNIN NN, MYPYnn vinmn NYapnnY

ANNTV 90V 1571 ANNNID PNAVN DI NNNND NYPYNI

(N D979) NN MIIN IPINN OPID

WY 12 LN NITO) 2INND M OPPTNN ORI DIVIN NTIVHI HM PNN NH1aNn
NMMIVIN INN MDX DY 1PN 199 11901 ,071PMIND ,INN MNDN YP7NN MY
MXNND OXNNA (X NITO) IND TMNNXI MY MIAYN DI OPINA MNYIN 1D .0NY-DY
DP9 PO ,20 AT DO ORWI TP 1IN NN POINN DY PININ .NANNININ VY
NYOYN ROV MMPNY IN NNPND DY TN OPIdN NN INDD ORI NIINN . NNINRN

.MV 0y 30 Yy T2
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NNNI 9272 NYTIN DY NN MDX SPMNN DPIvA DYDY NIYN PHN XY NIIND
L IUPAY MOT DO IN NINY PN DN TIAYY IN NOVN IN NIV IN XIION ,NYIoN
SY IMSYAa PN TN DN 172NN .2IND MNND WP SYOD MDY IN MDD IN NY*aAN
YYNIAN IN MY IOMN ,DMPIND PYIPY ONINA ,INN MNVX INWYI MYV OTND
55 HY DYY NVOVH APY 2INN MINND INOT PPV DTN D) DIVIN DDYIN DY INNNY
1NN INKD DMPYYIAD DYDY DIRYI P11V APY - TINN NN DX DWW P1Nn

.DYOya5 DYPNY OMDT 9272 NH2ANN YONIN DY DNYT NNIND MPOON MNDIN

NIt NYY

PN 9.22 YDA ININNDI MNPWH NN (X NITO) 23NN MNND INDIN MM

1NN (R N9T9) 2INHD MR MNIYN DIND

7O AWUR (N NITO) 1IN MNDN MITIVND 2IN9D NN (X NITO) 23NN MNN MTvN 9o
MTIVNY 72521 ,UP)12n NOINAY NTIVRN DY 21PN DIDDY MV JDY 1IPN 01D 9D
DOVTIN DYPYI 1P) TIY MO0I NNX 5 MMPNN MNINY MYTNN 1NN NN
VNI DVYY DIVIN NTIVNI NIIND 1IN NNX NTIVN NN NPON TND NN, 0OV
SV DWIN NTIVNI NTIVRN NIDNI 1Y YTIND DINK DY 30 TIN NWY 189N 51897

.172nn

Dy ,DMNYY DOWTN DYPYIA MY T192) 1P DI D 120D NIAYNY 1IN NN NN
DYOYaN YT -y MND DINN , NN NIAYND NI2NA SIPNN NONA IV NIAYN AN 9
.DYPINN PN IN NOY DIVIN

951 23N NNNX PINA NIINN DY DIVIN NTIVHNL DY NN ¥ NIIYNN AND NN
SV NNYT NNIND NINDIN NI NIAND P T-DY YITNY MDY MNT DY NIINRNND NN
192NN .NYND PP ON ,DINN DONOYNNI NN MMOYN) D12 DN 0IYWN DY NHaANN

.192YNN N5 NN NP2 PRYND PRV 7PN

NH2YNY ONYA PIYN 299 DMINNNN DMWY ,9IN NN NHAYNY ONYA NHANN IPN
AN201 YY) 23NN MDN

9190 NYNY ,0°912 DX MATY ,2IN MHX NIAYNI IR X9 MDD MNNIN 9

IV 29D ,NNAYNN IN/A DINN WP DY IDINY ,NYND P ONX,DINN DDV DIN9]
.DY2INNN DMWY, N MNDN DY NN DY DI 1IN DT PYD MDD MXNNIN
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NINY NN MIIN IY NIND MM 9.13

INDND 2NN MNX DWW TINND :PNDTI N (X NITO) 2NN MNNX DY NINNN WY
DN (X NITO) INN MDX DY .2y N7Y 40 Do v (991D) 2008 XN 31 OPY TN
1 0VYM ("PYNRIN N9NNAN Y7 PPND) DY NYY 0.01 N NNX DD MRS NINND
0 NINNY DN (X NITO) 1IN MNDNX DY .Y N7Y 50 53 pid (9919) 2008 571982
VNN MNRNND NAIT) ("IWN NINNN YWY’ :PNY) 1Y N7Y 0.01 N2 NNX D))
YWY’ 19N NP MY NINN WY IR NYRIN NINNN IYYN TR D) .(1oND 9.14 PyDa

; (1N

16 DYY TV (X N9T70) 2NN NNN DY NN INDND I DPN DNN NN DY HOa
T 2008 DMHWNN NNX DI DY 99N 1-N TY X192 17-0 P2a vy ,(O9D) 2015 XN
16 OV VOOT , NN PINKRD TN 7H99NN 97 OND XIP> D710 DY D) 2014
(N DITO) 2NN MMN DY NINON NN (H99NH NPH 0N : 1OND RIP» ,2015 X032
oY MMV IRIVNI MY MM NN NN TN TN INMNI NINNI RNV
9N NYTIN Y090 .(7N9N9NN NN :19ND) NN DY NNK Y 1.y N7Y 0.01 M1 oV

.12NN WIN POY NN DIPN Y51 191 ,192NN DY DIWIN NTIVNRI PYND 7P 1NN

DIS0 NN NINN NN PHNNDY IMDTA WHNWND NSPY (X NITO) 1IN MDN P2NN 9D
:1PN2) YV NN 1IN DIV WK 1TV (090N N7YI) (X NITO) 2NN MDN 1P
NINNN NPN OIND TY NIPN 952 NINNN YTYINA ,NIAND PIYINI WIN L ("YPpann”
2N OXPIAN MYNNN IN ,NIAND WTIN POY INX DIPN D52 X DVIN NTIVNI
NYNHNY POND) NIAND T DY YaAPIY 19D DMV 1) DY N1 1O DY NYPA ,NONIAN

PN 295, NRSPNN 2NN IN DIND NNNX NTIVN PN, (7H990N

MXNND ORNNA WITTN GON THON 5 DY NIAND YT DY YATOY NY 532 DINN> YPINn
NPOON NOP 12 OV .NIINN NMIN NXRIPIY GPIN NN DYDY NIAND MXNM PT 9D
SINN DY AVWN 1IN NNX NI DY NONA 12NN IYNHIN ("HPYeNRH”) NoNIN
DIND 12:00 NYWN INND NONIAN NPODNA NOAPTMY NINN DY NYTIN AWNN N PID
DTN D5 5¥ IMD NN MAND MONON NIAND )PNVPIPTY .NIN INDHN DA NYAPN
,7DN NN NRIPN TNXY WITNTH G0N THON 93 DY DINND 12D RN YWINOPPTNIYV
VPN TR IRSPD 2NN N 2IN NNX DTV OPON NS PR I Wpann ova

D99 NNND ,NYNAD YNV T
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N MNN NN IRNN NI ONNIN MDY 272 NONIAN NPOON DY YN PPN
SIPYTI DOYP (X NITO)

72N ,NDNAN 2N TIVNA 12: 00 NYY TY DAPNNY NINN 1272 NMPY nyHin 9.13.1
; PINN N2 1D INDHN D2 12: 00 NYWN ININY XY NPOONY 12NN T DY

NowN ,12:00 DYV Ty NIIN 9272 NN HANHD DYTIN NPPDHRN NP 9.13.2
D2 12:00 NYWN INN XY NNV DMWY NIIND NN NDNAN NPOON
; MNIND NYTIND N NIDNIY INNY NN INDHN

12:00 Nyw Ty D0 9.13.2 P02 MNINI NIND NYIN DMWY NI1IND NDDP 9.13.3
NYUN IMN RO 192NN dTIVND NINNN NYPA IR ©MIYMY NH2NN ayn
S PINN NAN INDNA 0P 12:00

NYYN INRD DApNNY Y0 9.13.3 Ty 9.13.1 P7O2 NPVNN NONN YN YD 9.13.4
INDNN D2 12:00 NYWN 9D NYIAPNN IDPND AWNN ,INDN DY 11 ,12:00
INNR NN

%99 YPYN JPTI DOPR 9D IN 9D 1T 9D NINKRN NINNN 0P D080 NNINN MO
.12:00 NYWN TY NPODN NINNN MYPI NN NPYDNRY PIYNY NDNAN 12N DY ,)1IYN
ININ ,NNINRD NYYN TY DYPIAN DX WD XOW 1D 72N .0 ININ YN 1IN
DY INOPON NPT 90 PNINKN NIINN DY DX INMODT NN WNHD XOW 0D NPYDNN ININ

PINN NN INDNND OPY N 0P NNT,INDN D INPRY DN DN, NINKRD NININ

12 P23INNY MPY XD NINNN NNPN DIN TY I XY IUN (X NITD) 23NN MNINN PHN DD
INMN INND NHVIANDI NYVA NN 1A NINNT MDY NI NIV PPN FNYHI MDY
TN

2PV N DIV N NPNX NIAND NYNNY NN NYTIN

NP OATIY DO OIN L, NNN NI TINND PON DY NIRNPND ONOT MM KD Wpann
DY 30 TN AR DDA NIAND ST DY 1IN NN OX ,NINNN DY NITPY NINNN
,MDNI2 NPIND NYTN DY NYIAPNN MNII MNOY NPIND NONX DXTIY 1IIVOY INND
MYRY ,NPINT MNRN N7 INND VI NNHNM ,TI2 MDD NMOYI AWNNN1
TINNND OPOY M 15 TIN PON DPIND OXNNA ,NY DIXITY DIVWN DINN DOVIMN

. 50 — N YOPN DIDDI MRNNT OINITY NYYN XY NIINNY T1921,NONN
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A2 MIYNONN NINNN NMIN DR YPIAN D35 NIANN NNPN NINNN DPN INDND M NY TIN
NN YPAN Y90 NIAND NONN NMNN NRIPN TIND INNRD 2PN vHnn O Ty
,IMYIIY DOYNNAND D NVPI O DY 0N NNAND NNIRNNND NMINN MTIVN

DM IVINNN 091 3 TIN NN INDND NINNN MNN DY 1IVID

YIPN PINND YN NINK DPIDM THTTH NIDN NN 1POYIAD NIPN NINNN NPIN
mM»NIAN 251 NMIDT INY NIIM PINKD IR NINNN 0P N DNYIAPY MDD NN
SN INING N92NN PN NINMP NINY MDD NMND

,PVIDND MOV NN NI TYIND NINNNN NINIIN INY (X NITO) 23NN MDN
M0 MOT DD NPIPN XYY 12 NINNN NPIN ARSPN 0PN ,NINNN OPY ¥yI1919D
PINXD YDIPN PINDNNY TIN OPYYN INND (NH20NY 7P MATY) dPvdd
YIAVNNY NTANNN PWYIIND NMIDT DD NIPN XD L1 1D ,NINNN DY 79D SN NMdYnd
MMN )IP DY TP ODNYAY 1PN DNNIN TWUNRY) DTHNNN MNIN 29 YY YIPN DD DY

(2299 919K NN 2IND NMNX NINND INOT NN WHRNN 7PN KXY YPNn OX,2INN

199101 NHPNA 2INN MIIND DIP2INND NINNY MIINNN

D2VN NI NPIN

NAVN NMIND MNITN NN YNIPN PINNND INRY TN ,NA0N NN PONN NI2INN DN
PP 2INN MNX OPIINNY NIINN NN 190N DT ,(7¥29pN 49”7 .Y P01 1PN9)

P 2INT MM IPITNNY NIN NI 90N NIDIN YT> DY NNIY ,ININN DY 10D DINIY
Y2IPN TIRND DN MNN NN PN IDON NN NN Y OINOY

SV NIPNA L, NN XY NNN NN NI NAY NINNN WYY DT XD NINNN NN 190N
DY NIPNIA TN ,NA0N NN NPIIDN INNN IPRY L(PIY 2DY2D MPAN O910) MPadn
T PYDA PND MOLNNN MIRNNN IDIN> NPT NP

NMDT OV TITA NYNN

NN T9010 ,DNYYD TIY MM DYDY MNDT 19NN DY PN dHYab WY DN
DY N WNNY NHANN DY TN NN XY NNNX 79190 DN 1PH2 NIN0NN WYY 199NN
DY9¥2 YN IR (X NITO) 2IND MNN ODYAD O DININD MNT NMDT IWIPY TOD
NP GNNYNY MDD NN YIPN PIRND 29 (X NITO) NN MDN IX 1IN
BA A RI Ty
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1T NPIN
Y 7772 (N NITO) IND MNN OPPTNN NMDT INWYN ,HTT PONN NIaNN DN

: INAD MIRNNN A9 DY (N NITO) 2INND MNN DY NINNDN WY NHNNN

YIAPOW Y95 ,ND122 NHAND NI WY P2 DN 2WVINY YIPHN DYN INNRY PN
PAY (7 TITOAT OPNY YY) TITTN NPIDNY DNIND NINYD ,NDNaN » 1 DY
(113793510 ©NY) YAIPN DPN NDA NN WY

7NN WY NYAON T HY ORNY (X NITO) 2NN MNN DY 7NN WY
599 YN TIND , TITTN N2 ONPN

INDN 12 DPNN ININY XD NNND OXMNN NINNN WY DY WTIN 172NN
ST OPRY NMINN
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YD NN PN YD VNN NNHRNNN MLV

NINNN NAHPNA 2NN MIIND DIPIINNN NN NYHYD MINDN

(N DITD) 2NN MNDNX MIYIDN X NN XY 7Y 9D N PPYN DIV PINNN
NN ,NINNN NNPN DINND ININ XY NIPN D52 OOIN ,NT PPYN 29-DY MPNNN

: INAD MRNIN

9N NN PNN NNNAND RIXAND MIYYN NAVN NI NPIZNN YININ NIAND
21PN NOWY NNNN

DYDY NMDT IR NIV NPIN IR JINNA TITT NPIPNN YINON NI2ND
M1 10 AWUNRHD NN N DNYIAPO MO NN YNIPN TINNN DX TIY M)
SRR NPIVN 272 NIANN PPNVPITA NVINNN NYAP O INNRD OXPOY

TUN2 ,NIINN WTIN POY INX DIPN DI IN DIWIN NTIVNI THRYN NI2ND
D»9D5 MMT 191 NV PNINKRD XNNPNN NYTNN PNYN ,MININ NTIAYN MYV
NYP2 9 DY (X NITO) 2INN MINNL DOPIINNN 1PYY PINKD 1NONIY DM
PNYN 172NN PON NHYN (X NITO) 2INN MTNNA DWW PINN DO DY 1N

210 MMTIN

INAY NPIDT DY TITA NYSN N NA0N NN NPIYN DN DY NIYY TIN
NYTIN NI2NN DDION ,DOVD NNIND FINNN WY NHPNND IR TITDT NPION
DY DMOT T272,7PI12YN NAYA DRIV NIAND NN DY DN DINNOY NVA
NANPN VX TIN ONOY 1IN TMNX DX PNNY (X NITO) IND MDX PPN
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2N NMMN PXINN ONIT DY JNY NIIND NPIN 190N NINNN WY , NN
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Y IY P92 NINDN NYA (X NITO) 23NN MR PIINND ONRIT P71 11D

IN NN NPIND NNT PIDY NN NPIN DY 1IPIN 19792 DNIDWIDINN 7N
172NN DX P2) INN MNDX NN 2PY NYSPINY MAONN NINNN NN
2P TIY NN NN PONNN NNNAY DY [ 1 NN M)IN NPINN NN TANN
121N (AN JOP DIPI TIY NN NMIND MYN NPIYNA JPYNN OX P2 NP DI
OOIX ,MADNN NIBND NPINY NINNN NP DY D) NHRNNA VN OOV
YPON DO NN PON NYAPY ONIT M XY (X NITO) INN NN P1INHNN
NN NPA0 MNIY 1AW INKD ,INNIKRD NN NRIIND NIV NN
TVINND O YTIN YV NMPN TYNI NDNIL 172NN T DY 110> ;NN
DOV MYNY ,NIPN MINRXIN NI INND VI NNNNN NNIND INRSPIN
NoVN RO 172NN .NONN PIRNN 0P 15 TN OXNZY 0)vn 0NN

R 50 — 0 NIND YW DIOD PHa MNNNN

591 MPYH DI DX (X NITO) 1IND MNX ONIN ,NONIAN PN 19 Oy
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NIV DIXID) DN DIMNMY MY DDNON OTPIIN PTIN TN DY NYNINN
(N D7TD) 23NN MINI DNIVIN DIPMNNN DD AN 10N MY NOVA

ININD KDY NYTIND DIDID TIRNND O 30 MNAT XY DIN DTN \PTIN TV 9.17.2
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DYINY DYPNND WIIN NYSN NNDNA JNIN 11010 ROV (N NITO) 23NN M SP2NNnN
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SNN M0 NTIAYN NMywa DPoY DY Y51 0N YD 1N NHann SV
Y PPYN DIV TNN

DINNIN HVWA NIV NN WY 9.22.3
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,(N 17T7D) 2IND MDNX NN NIIND IR ID NONY (X NITO) 2INND NN SPINNN
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TN NIN OOPOYN DOPY — DPOY DY PN NT DPY NIPNY ,XIN Mava
DIPN ,0PY IN,NODN NYTINA TN XDD NYVN NNINDY DIPNN NN, PINKD
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YPOINN INA PININ NYTOY ,IPND DMINN DMIPNRN TN NP> DN 9.22.5.3
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11. MEMORANDUM AND ARTICLES OF ASSOCIATION
Purposes and Objects of the Company

We are a public company registered under the Israel Companies Law as Internet Gold — Golden
Lines Ltd., registration number 52-004426-4. Pursuant to our memorandum of association, we were
formed for the purpose of providing various services in the telecommunication industry and
performing various corporate activities permissible under Israeli law.

On February 1, 2000, the Israeli Companies Law, 1999-5759, or the Companies Law, came into
effect and superseded most of the provisions of the Israeli Companies Ordinance (New Version),
5743-1983, except for certain provisions which relate to bankruptcy, dissolution and liquidation of
companies. Under the Companies Law, various provisions, some of which are detailed below,
overrule the current provisions of our articles of association.

The Powers of the Directors

Under the provisions of the Companies Law and our articles of association, a director cannot
participate in a meeting nor vote on a proposal, arrangement or contract in which he or she is
personally interested, unless such proposal, arrangement or contract is in the ordinary course of
business or the majority of directors are personally interested in such proposal, arrangement or
contract. In the event the majority of the members of the board of directors have a personal interest in
the proposed transaction, approval of our shareholders at a general meeting is required. In addition,
our directors cannot vote compensation to themselves or any members of their body without the
approval of our audit committee and our shareholders at a general meeting.

The authority of our directors to enter into borrowing arrangements on our behalf is not limited,
except in the same manner as any other transaction by us.

Under our articles of association, retirement of directors from office is not subject to
any age limitation and our directors are not required to own shares in our company in order to
qualify to serve as directors.

Annual and Extraordinary Meetings

The board of directors must convene an annual meeting of shareholders at least once every
calendar year, within fifteen months of the last annual meeting. Notice of at least twenty-one days
prior to the date of the meeting is required. An extraordinary meeting may be convened by (i) the
board of directors, as it decides or upon a demand of any two directors or 25.0% of the directors,
whichever is lower, or (ii) one or more shareholders holding in the aggregate at least 5.0% of our
issued capital and 1.0% of our voting rights or one or more shareholders holding in the aggregate at
least 10.0% of our voting rights. An extraordinary meeting must be held not more than thirty-five
days from the publication date of the announcement of the meeting.

Limitations on the Rights to Own Securities in Our Company
Neither our memorandum of association or our articles of association nor the laws of the State of

Israel restrict in any way the ownership or voting of shares by non-residents, except with respect to
subjects of countries which are in a state of war with Israel.
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Provisions Restricting Change in Control of Our Company

The Companies Law requires that mergers between Israeli companies be approved by the board
of directors and general meeting of shareholders of both parties to the transaction. The approval of the
boards’ of both companies is subject to such boards’ confirmation that there is no reasonable doubt
that after the merger the surviving company will be able to fulfill its obligations towards its creditors.
Each company must notify its creditors about the contemplated merger. Under the Companies Law,
our articles of association are deemed to include a requirement that such merger be approved by an
extraordinary resolution of the shareholders, as explained above. The approval of the merger by the
general meetings of shareholders of the companies is also subject to additional approval requirements
as specified in the Companies Law and regulations promulgated thereunder.

Disclosure of Shareholders Ownership

The Israeli Securities Law and regulations promulgated thereunder do not require a
company whose shares are publicly traded solely on a stock exchange outside of Israel, as in
the case of our company, to disclose its share ownership.

Changes in Our Capital

Changes in our capital are subject to the approval of the shareholders at a general meeting by a
special majority of 75% of the votes of shareholders participating and voting in the general meeting.

Indemnification of Directors and Officers

The Companies Law provides that an Israeli company cannot exculpate an office holder from
liability with respect to a breach of his duty of loyalty, but may exculpate in advance an office holder
from his liability to the company, in whole or in part, with respect to a breach of his duty of care. Our
articles of association provide that, subject to any restrictions imposed by the Companies Law, we
may enter into a contract for the insurance of the liability of any of our office holders. The Companies
Law provides that a company may enter into such a contract in respect of an act performed by an
office holder in his capacity as such, in respect of:

e abreach of his duty of care to us or to another person;

e Dbreach of his duty of loyalty to us, provided that the office holder acted in
good faith and had reasonable cause to assume that his act would not
prejudice our interests; or

¢ a financial liability imposed upon him in favor of another person.

In addition, we may indemnify an office holder in respect of an act performed in his capacity as an
office holder, against:

a financial liability imposed on him in favor of another person by any judgment, including
a settlement or an arbitrator's award approved by a court; and

reasonable litigation expenses, including attorneys' fees, expended by such office holder or
charged to him by a court, in proceedings we institute against him or instituted on our
behalf or by another person, or in a criminal charge from which he was acquitted or in a
criminal charge in which he was convicted, provided such charge does not require
proof of culpable mental state.

These provisions are specifically limited in their scope by the Companies Law, which provides that a

company may not indemnify an office holder, nor enter into an insurance contract, which would
provide coverage for any monetary liability incurred as a result of certain improper actions.

110



Pursuant to the Companies Law, indemnification of, and procurement of insurance coverage for our
office holders must be approved by our audit committee and our board of directors and, , in specified
circumstances, by our shareholders.

Our articles of association provide that subject to any restrictions imposed by the Companies Law, we
may procure insurance for, or indemnify any officer holder, to the fullest extent permitted, provided
that the procurement of any such insurance or provision of any such indemnification, as the case may
be, is approved by the audit committee and otherwise as required by law.

We currently maintain a directors and officers liability insurance policy providing coverage of
not more than $5,000,000 for any one case and in the aggregate. Our current directors and officers
liability insurance policy expires on July 31, 2005.

In October 2003, we undertook to indemnify our directors and officers to the extent permitted
by law, in an aggregate amount not to exceed $5,000,000, to the extent that their liability is not
covered under our directors and officers liability insurance policy. Our indemnification undertaking
will automatically expire in the event we increase the coverage under the directors and officers
liability insurance policy to $10,000,000 or more. In the event that coverage under the policy is
increased, the indemnification amount will decrease by the same amount, until expiration.

Insofar as indemnification for liabilities arising under the U.S. Securities Act of 1933 may be
permitted to directors, officers or persons controlling the registrant pursuant to the foregoing
provisions, the registrant has been informed that in the opinion of the SEC such indemnification is
against public policy as expressed in the U.S. Securities Act of 1933 and is therefore unenforceable.

12. MATERIAL CONTRACTS

Since January 1, 2003, we have entered into the following material contracts:

In July 2003, we entered into a long-term agreement with Barak I.T.C. (1995) Ltd, to purchase
rights of use for 14 international fiber optic lines (presented at our financial statements as a capital
lease) until 2017, with the option to extend the agreement for an additional five year period. Until
then, we leased international lines on a monthly basis at higher rates from various long-distance
carriers. According to the agreement, we are obliged to connect all the 14 international lines in the
next two years. The total capacity of the lines is 2.2 GB. This increased capacity is required to meet
the demand of our rapidly growing broadband customer base.

In April 2004, we entered into a long-term agreement with Bezeq International Ltd, to
purchase rights of use for one international fiber optic line for at least 13 years beginning in May
2004. In May 2004, we entered into an additional agreement with Bezeq International Ltd for an
additional fiber optic line on the same terms. This increased capacity is required to meet the demand
of our rapidly growing broadband customer base.

During 2004, we entered into collaboration with Mirapoint for the provision of anti-virus and
anti-spam software licenses to our clients. Since 2000, Mirapoint has provided us with maintenance
services for our mail server. Due to the increase in the past year in the demand for Gold Mind's value-
add services, such as anti-virus and anti-spam services, and its rich Internet content, such as
customized on-line magazines and newsletters, which are provided through our mail server, the
collaboration with Mirapoint has become more material to us.

Since the launch of the international telephony service in August 2004, we have entered
into agreements with several international carriers for the purchase of international long distance voice
services to about 240 destinations around the world.

For details regarding the underwriting agreement, please see Chapter 17.
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13. EXCHANGE CONTROLS

Israeli law and regulations do not impose any material foreign exchange restrictions on non-Israeli
holders of our ordinary shares. In May 1998, a new “general permit” was issued under the Israeli
Currency Control Law, 1978, which removed most of the restrictions that previously existed under
such law, and enabled Israeli citizens to freely invest outside of Israel and freely convert Israeli
currency into non-Israeli currencies.

Non-residents of Israel who purchase our ordinary shares will be able to convert dividends, if
any, thereon, and any amounts payable upon our dissolution, liquidation or winding up, as well as the
proceeds of any sale in Israel of our ordinary shares to an Israeli resident, into freely repatriable
dollars, at the exchange rate prevailing at the time of conversion, provided that the Israeli income tax
has been withheld (or paid) with respect to such amounts or an exemption has been obtained.

14. TAXATION
MATERIAL INCOME TAX CONSIDERATIONS
General Tax Structure

The following is a summary of the current tax structure applicable to companies incorporated in
Israel, with special reference to its effect on us. The following also contains a discussion of the
material Israeli consequences to purchasers of our ordinary shares and Israeli government
programs benefiting us. To the extent that the discussion is based on new tax legislation which
has not been subject to judicial or administrative interpretation, we cannot assure you that the
views expressed in the discussion will be accepted by the appropriate tax authorities or the
courts. The discussion is not intended, and should not be construed, as legal or professional tax
advice and is not exhaustive of all possible tax considerations

General Corporate Tax Structure. In 2004, Israeli companies were subject to corporate tax at
the rate of 35% of taxable income. This tax rate is expected to decrease gradually to 34% in 2005,
32% in 2006 and 30% from 2007.

Dividends received from another Israeli company are exempt (except for dividends derived from
income earned outside of Israel). Furthermore, in Israel, individuals must pay income tax at graduated
marginal rates from 10% to 49%. Nevertheless, a company or individual, i.e., a non-resident of Israel,
may benefit from exemptions or reductions in respect of all or a portion of such Israeli taxes, under the
provisions of an international tax treaty, such as the Convention Between the Government of the
United States of America and the Government of Israel with Respect to Taxes on Income.

Taxation Under Inflationary Conditions

The Income Tax Law (Inflationary Adjustments) (1985), or the Inflationary Adjustments Law,
affects the taxation of earnings of Israeli companies and individuals, under certain circumstances.
This statute attempts to overcome some of the problems presented to a traditional tax system by an
economy undergoing rapid inflation, which was the case in Israel at the time the law was enacted.
Israel’s inflation rate has been materially reduced in recent years.

The Inflationary Adjustments Law is characterized by a high degree of complexity. Its main
features can be described generally as follows:

(a) A special tax adjustment for the preservation of equity whereby certain corporate assets are
classified broadly into Fixed (inflation resistant) Assets and Non-Fixed (soft) Assets. Where a
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company’s equity, as defined in the law, exceeds the depreciated cost of Fixed Assets, a deduction
from taxable income that takes into account the effect of the applicable annual rate of inflation on the
excess is allowed, up to a ceiling of 70% of taxable income in any single tax year, with the unused
portion permitted to be carried forward on a linked basis. If the depreciated cost of Fixed Assets
exceeds a company’s equity, then the excess multiplied by the applicable annual rate of inflation is
added to taxable income.

(b) Subject to certain limitations, depreciation deductions on Fixed Assets and losses carried
forward are adjusted for inflation based on the increase in the consumer price index.

(c) Gains on the sale of certain traded securities are taxable in certain circumstances, subject to
detailed rules which were modified as of January 1, 1999. Today, all Israeli companies, except certain
companies in certain cases, are subject to reporting and taxation requirements under this law.

Taxation of Our Shareholders

Capital Gains on Sales of Our Ordinary Shares. Israeli law imposes a capital gains tax on the sale
of capital assets. The law distinguishes between real gain and inflationary surplus. The inflationary
surplus is the portion of the total capital gain that is equivalent to the increase of the relevant asset’s
purchase price which is attributable to the increase in the Israeli consumer price index between the date
of purchase and the date of sale. Foreign residents who purchased an asset in foreign currency may
request that the inflationary surplus be computed on the basis of the devaluation of the shekel against
such foreign currency. The real gain is the excess of the total capital gain over the inflationary surplus.
The inflationary surplus accumulated from and after December 31, 1993, is exempt from any capital
gains tax in Israel while the real gain is taxed at the applicable rate discussed below.

Dealers in securities in Israel are taxed at regular tax rates applicable to business income.

Under the convention between the United States and Israel concerning taxes on income, Israeli
capital gains tax will not apply to the sale, exchange or disposition of ordinary shares by a person:

e who qualifies as a resident of the United States within the meaning of the U.S.-Israel tax
treaty; and

e who is entitled to claim the benefits available to the person by the U.S.-Israel tax treaty.
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However, this exemption does not apply, among other cases, if the gain is attributable to a permanent
establishment of such person in Israel, or if the holder is a resident of the United States within the
meaning of the U.S.-Israeli tax treaty who holds, directly or indirectly, shares representing 10% or more
of our voting power during any part of the 12-month period preceding the sale, exchange or disposition,
subject to specified conditions. Under these circumstances, the sale, exchange or disposition would be
subject to Israeli tax, to the extent applicable. However, under the U.S.-Israel tax treaty, a U.S. resident
generally would be permitted to claim a credit for the Israeli taxes paid against the U.S. federal income
tax imposed on the sale, exchange or disposition, subject to the limitations under U.S. law applicable to
foreign tax credits. The U.S.-Israel tax treaty does not relate to U.S. state or local taxes.

For residents of other countries, the purchaser of shares may be required to withhold 25% capital
gains tax on all amounts received for the sale of our ordinary shares, for so long as the capital gain from
such a sale is not exempt from Israeli capital gains tax, and unless a different rate is provided in a treaty
between Israel and the seller’s country of residence.

Under new legislation, which became effective on January 1, 2003, the capital gain from the sale
of shares by non Israeli residents would be tax exempt in Israel as long as our shares are listed on the
Nasdaq National Market or any other stock exchange recognized by the Israeli Ministry of Finance,
and provided certain other conditions are met, the most relevant of which are: (A) the capital gain is
not attributed to the foreign resident’s permanent establishment in Israel, and (B) the shares were
acquired by the foreign resident after the company’s shares had been listed for trading on the foreign
Exchange. If the shares were sold by Israeli residents, then (A) for the period ending December 31,
2002 their sale would be subject to 35% so long as the shares are listed on a stock exchange, such as the
Nasdaq National Market, which is recognized by the Israeli Ministry of Finance, and (B) for the period
commencing January 1, 2003, the sale of the shares would be subject to a 15% tax if the shares are listed
on a stock exchange recognized by the Israeli Ministry of Finance. If we are delisted, gains from the sale
of our ordinary shares will be subject to capital gains tax at a rate of 25% unless an exemption or other
tax rate applies in accordance with a tax treaty between Israel and the shareholder’s country of
residence.

Non-residents of Israel are subject to tax on income accrued or derived from sources in Israel.
These sources of income include passive income such as dividends, royalties and interest, as well as non-
passive income, such as income received for services rendered in Isracl. We are required to withhold
income tax at the rate of 25% with respect to passive income, unless a different rate or an exemption is
provided in a tax treaty between Israel and the shareholder’s country of residence.

Under an amendment to the Inflationary Adjustments Law, non-Israeli corporations might be
subject to Israeli taxes on the sale of shares in an Israeli company which are traded on certain stock
markets, including The Nasdaq National Market, subject to the provisions of any applicable double
taxation treaty.

Stamp Duty

Stamp duty applies in Israel to various types of documents at various rates, depending primarily on
the type of the document and the amount specified, or not, therein. In June 2003, the Israeli statute
imposing the stamp duty was amended in a manner believed by many to significantly expand the tax
basis. Following this amendment, the Israeli Tax Authority has increased enforcement of this statute.
The amendment to the statue and the enforcement actions taken by the Israeli Tax Authority are in legal
dispute before the Israeli Supreme Court, which has not yet ruled on this matter. In addition, under
current legislation the stamp duty statute is expected to be gradually phased out until its complete
cancellation in 2008. To date, we have not received a demand for payment of stamp duty following this
amendment. We currently do not believe that any stamp duty that may be imposed on us as a result of
this amendment would materially adversely affect our financial condition.
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United States Federal Income Taxation

The following is a description of the material United States federal income tax consequences of the
ownership of our ordinary shares. This summary does not purport to address all of the tax considerations
that may be relevant to a decision to purchase, own or dispose of our ordinary shares. This description
assumes that holders of our ordinary shares will hold the ordinary shares as capital assets. This summary
does not address tax considerations applicable to holders who may be subject to special tax rules,
including:

e dealers or traders in securities or currencies;

e tax-exempt entities;

e Dbanks, financial institutions or insurance companies;

e real estate investment trusts, regulated investment companies or grantor trusts;

e persons who received ordinary shares as compensation for the performance of services;

e holders who own, or are deemed to own, at least 10% or more, by voting power or value,
of our shares;

e investors whose functional currency is not the United States dollar; or

e holders who hold our ordinary shares as part of a position in a straddle or as part of a
hedging or conversion transaction for United States federal income tax purposes.

Further, this description does not address any United States federal estate and gift or alternative
minimum tax consequences, nor any state, local, or foreign tax consequences relating to the ownership
and disposition of our ordinary shares.

This description is based on the Internal Revenue Code of 1986, as amended, United States
Treasury Regulations and judicial and administrative interpretations thereof, in each case as in effect and
available on the date of this annual report. The United States tax laws and the interpretation thereof are
subject to change, which change could apply retroactively and could affect the tax consequences
described below.

Unless specifically noted below, the following description applies only to owners of our ordinary
shares that are United States holders for United States federal income tax purposes.

For purposes of this description, a United States holder is a beneficial owner of ordinary shares
that, for United States federal income tax purposes, is:

e citizen or resident of the United States;

e a corporation or partnership created or organized in or under the laws of the United States
or any state, including the District of Columbia;

e an estate if its income is subject to United States federal income taxation regardless of its
source; or
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e atrust if such trust validly has elected to be treated as a United States person for United
States federal income tax purposes or if a United States court can exercise primary
supervision over its administration and one or more United States persons have the
authority to control all of its substantial decisions.

A non-United States holder is a beneficial owner of ordinary shares that is not a United States
holder.

Shareholders should consult their own tax advisors with respect to the United States federal, state,
local and foreign tax consequences of acquiring, owning or disposing of our ordinary shares.

Distributions

Subject to the discussion below under “Passive Foreign Investment Company Considerations”, the
entire amount of any distribution made to you with respect to ordinary shares, other than any
distributions of our ordinary shares made to all our shareholders, will constitute dividends to the extent
of our current or accumulated earnings and profits as determined under United States federal income tax
principles. For these purposes, the amount of the distribution will not be reduced by the amount of any
Israeli tax withheld from the distribution. Non-corporate U.S. Holders may be taxed on the dividend
distributions made in taxable years beginning before December 31, 2008 at the lower rates applicable
to long-term capital gains (i.e., gains with respect to capital assets held for more than one year).
However, non-corporate U.S. Holders that do not meet a minimum holding period requirement during
which they are not protected from the risk of loss, that elect to treat the dividend income as
“investment income” pursuant to Section 163(d)(4) of the Code or that receive dividends with respect
to which they are obligated to make related payments, will not be eligible for the reduced rates of
taxation. In addition, the dividends will be included in your gross income as ordinary income and will
not be eligible for the dividends received deduction generally allowed to corporate United States holders.
We do not maintain calculations of our earnings and profits under United States federal income tax
principles.

If distributions with respect to our ordinary shares exceed our current and accumulated earnings
and profits, the excess distributed with respect to any ordinary share would be treated first as a tax-free
return of capital to the extent of your adjusted basis in that ordinary share. Subject to the discussion
below under “Passive Foreign Investment Company Considerations”, any amount in excess of the
amount of the dividend and the return of capital would be treated as capital gain, subject to the rules
described under “Sale or Exchange of our Ordinary Shares.”

If we pay a dividend or distribution in NIS, you will be required to take the dividend or distribution
into account at its dollar amount based on the spot rate of exchange in effect on the distribution date.
You will have a tax basis for United States federal income tax purposes in the NIS received equal to that
dollar value, and any subsequent gain or loss in respect of the NIS arising from exchange rate
fluctuations will generally be taxable as U.S. source ordinary income or loss.

You may generally elect to claim the Israeli income tax withheld from dividends and distributions
you receive with respect to ordinary shares as a foreign tax credit against your United States federal
income tax liability, subject to a number of limitations. Among the limitations, the foreign tax credits
allowable with respect to specific classes of income cannot exceed the U.S. federal income tax payable
with respect to each such class. Dividends we pay generally will be included in the “passive income”
class for these purposes, or, in the case of certain financial services entity holders, “financial services
income.” U.S. Holders should note, however, that recently enacted legislation eliminates the “financial
services income" category for taxable years beginning after December 31, 2006. Under the recently
enacted legislation, the foreign tax credit limitation categories are limited to "passive category income"
and "general category income.” In lieu of claiming a foreign tax credit, you may claim a deduction for
the withholding taxes if you itemize your deductions. Dividends received by you with respect to ordinary

116



shares generally will be treated as foreign source income, which may be relevant in calculating your
foreign tax credit limitation.

Subject to the discussion below under “Backup Withholding and Information Reporting,” if you
are a non-United States holder of our ordinary shares, you will not be subject to United States federal
income or withholding tax on dividends you receive on ordinary shares, unless the dividends are
effectively connected with the conduct by such non-United States holder of a trade or business in the
United States.

Sale or Exchange of Our Ordinary Shares

Subject to the discussion below under “Passive Foreign Investment Company Considerations”,
you will recognize capital gain or loss for United States federal income tax purposes when you sell or
exchange our ordinary shares. The amount of gain or loss will be equal to the difference between your
adjusted tax basis in the ordinary shares and the amount realized on their disposition. If you are a
noncorporate United States holder, the maximum marginal United States federal income tax rate
applicable to such gain will be lower than the maximum marginal United States federal income tax rate
applicable to ordinary income (other than certain dividends) if your holding period for our ordinary
shares exceeds one year. Any gain or loss recognized by you generally will be treated as United States
source income or loss for United States foreign tax credit purposes. Capital losses may only be used to
offset capital gains, except that non-corporate U.S. holders are entitled to deduct capital losses in excess
of capital gains not to exceed $3,000 per taxable year.

Subject to the discussion below under “Backup Withholding and Information Reporting,” if you
are a non-United States holder of our ordinary shares, we expect that you will not be subject to United
States federal income or withholding tax on gain realized on the sale or exchange of such ordinary shares
unless (1) such gain is effectively connected with the conduct by you of a trade or business in the United
States, (2) in the case of gain realized by an individual non-United States holder, you are present in the
United States for 183 days or more in the taxable year of the sale or exchange and certain other
conditions are met, or (3) you are subject to the rules applicable to certain United States expatriates.

Passive Foreign Investment Company Considerations

A non-United States corporation will be classified as a “passive foreign investment company” (a
“PFIC”) for United States federal income tax purposes in any taxable year in which, after applying
applicable look-through rules with respect to a 25% or more owned subsidiary, either (1) at least 75% of
its gross income is “passive income,” or (2) at least 50% of the gross value of its assets is attributable to
assets that produce passive income or are held for the production of passive income. Passive income for
this purpose includes items such as dividends, interest, royalties, rents and gains from commodities and
securities transactions.

Based on our estimated gross income, the average value of our gross assets (determined by
reference to the market value of our shares and valuing our intangible assets using the methods
prescribed for publicly traded corporations) and the nature of our business, we believe that we will not be
classified as a PFIC for the taxable year ended December 31, 2004. Our status in future years will
depend on our assets and activities in those years, although you will be treated as continuing to own an
interest in a PFIC if we are a PFIC in any year while you own your shares unless you make certain
elections. We have no reason to believe that our assets or activities will change in a manner that would
cause us to be classified as a PFIC, but because the market price of our ordinary shares is likely to
fluctuate, we cannot assure you that we will not be considered a PFIC for any taxable year. If we were a
PFIC, you generally would be subject to imputed interest charges and other disadvantageous tax
treatment (including the denial of the taxation of such dividends at the lower rates applicable to long-
term capital gains, as discussed above under “Distributions”) with respect to any gain from the sale or
exchange of, and excess distributions with respect to, the ordinary shares.
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If we were a PFIC, you could make a variety of elections that may alleviate the tax consequences
referred to above, and one of these elections may be made retroactively. However, it is expected that the
conditions necessary for making certain of such elections will not apply in the case of our ordinary
shares. You should consult your own tax advisor regarding our potential status as a PFIC and the tax
consequences that would arise if we were treated as a PFIC.

Backup Withholding and Information Reporting

United States backup withholding taxes and information reporting requirements apply to certain
payments to noncorporate holders of stock. Information reporting requirements will, and a backup
withholding tax may, apply to payments of dividends on, and to proceeds from the sale, exchange or
redemption of, our ordinary shares made within the United States, or by a U.S. payor or U.S. middleman,
to a holder of our ordinary shares, other than an exempt recipient, including a corporation, a payee that is
a non-United States person that provides an appropriate certification and certain other persons. Backup
withholding is not an additional tax and may be claimed as a credit against your U.S. federal income tax
liability, and you may obtain a refund of any excess amounts withheld under the backup withholding
rules by filing an appropriate claim for refund with the IRS and furnishing any required information. The
backup withholding tax rate is 28% for years 2003 through 2010.

In the case of such payments by a payor within the United States, or by a U.S. payor or U.S.
middleman, to a foreign simple trust, foreign grantor trust or foreign partnership, other than payments to
a foreign simple trust, foreign grantor trust or foreign partnership that qualifies as a withholding foreign
trust or a withholding foreign partnership within the meaning of such income tax regulations and
payments to a foreign simple trust, foreign grantor trust or foreign partnership that are effectively
connected with the conduct of a trade or business in the United States, the beneficiaries of the foreign
simple trust, the person treated as the owner of the foreign grantor trust or the partners of the foreign
partnership, as the case may be, will be required to provide the certification discussed above in order to
establish an exemption from backup withholding tax and information reporting requirements.

The above description is not intended to constitute a complete analysis of all tax consequences
relating to the ownership or disposition of our ordinary shares. Shareholders should consult their own
tax advisors concerning the tax consequences of your particular situation, as well as any tax
consequences that may arise under the laws of any state, local, foreign or other taxing jurisdiction.

15. DOCUMENTS ON DISPLAY

We are subject to the reporting requirements of the U.S. Securities Exchange Act of 1934, as
amended, as applicable to “foreign private issuers” as defined in Rule 3b-4 under the U.S. Exchange
Act, and in accordance therewith, we file annual and interim reports and other information with the
Securities and Exchange Commission.

As a foreign private issuer, we are exempt from certain provisions of the U.S. Exchange Act.
Accordingly, our proxy solicitations are not subject to the disclosure and procedural requirements of
Regulation 14A under the U.S. Exchange Act, transactions in our equity securities by our officers and
directors are exempt from reporting and the “short-swing” profit recovery provisions contained in
Section 16 of the U.S. Exchange Act. In addition, we are not required under the U.S. Exchange Act to
file periodic reports and financial statements as frequently or as promptly as United States companies
whose securities are registered under the U.S. Exchange Act. However, we distribute annually to our
shareholders an annual report containing financial statements that have been examined and reported
on, with an opinion expressed by, an independent public accounting firm, and we intend to file reports
with the Securities and Exchange Commission on Form 6-K containing unaudited financial
information for the first three quarters of each fiscal year.
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Document we file pursuant to the U.S. Exchange Act may be inspected without charge and
copied at prescribed rates at the following Securities and Exchange Commission public reference
rooms: 450 Fifth Street, N.W., Judiciary Plaza, Room 1024, Washington, D.C. 20549; and on the
Securities and Exchange Commission Internet site (http://www.sec.gov) and on our website
www.zahav.net.il. You may obtain information on the operation of the Securities and Exchange
Commission’s public reference room in Washington, D.C. by calling the Securities and Exchange
Commission at 1-800-SEC-0330. The U.S. Exchange Act file number for our Securities and
Exchange Commission filings is 0-30198.

The documents concerning our company which are referred to in this Registration Statement
may also be inspected at our offices located at 1 Alexander Yanai Street, Petach Tikva, Israel.

Taking into consideration the fact that we are registered with the TASE under the provisions of dual
listing, our reports to the ISA and the TASE are made in English, according to the requirements of
U.S. law.
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16. SHARES ELIGIBLE FOR FUTURE SALE

Registration Rights Agreement

In July 1999 we entered into a registration rights agreement with Eurocom Communications and our
other then existing shareholders granting them the right to register their ordinary shares under the U.S.
Securities Act. These registration rights include unlimited rights to request that their shares be
included in any underwritten public offering of our ordinary shares, excluding any registration of
employees’ shares on Form S-8, or a similar form. Additionally, as of February 4, 2000, the holders
of a majority of such shares are entitled to demand, up to three times in aggregate, that we register
their shares. As of August 4, 2000, the holders of a majority of these shares are also entitled to request
that we effect a registration of their shares on a shelf registration statement once in any twelve-month
period up to three times in aggregate. All expenses incurred in connection with these registrations,
other than underwriters’ and brokers’ discounts and commissions, will be payable by us.

Any requirements which apply to Eurocom Communications under the U.S. Securities Act, also apply
to it with regard to its holdings of our shares in Israel.
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17. UNDERWRITING

The securities offered hereby have not been registered under the U.S. Securities Act and may not be
offered or sold in the United States or to U.S. persons, unless the securities are registered under the
U.S. Securities Act, or an exemption from the registration requirements of the U.S. Securities Act is
available.

In addition to requirements stated in Chapter 10, in order for the Shares deriving from the execution of
the Share Purchase Warrants (Series 1) and Share Purchase Warrants (Series 2) to be exempt from
registration in the United States, the Share Purchase Warrants must comply with the following
requirements:

1. Each Share Purchase Warrant must bear a legend stating that the Share Purchase
Warrant and the securities to be issued upon its exercise have not been registered under
the U.S. Securities Act and that the Share Purchase Warrant may not be exercised by or
on behalf of any U.S. person, unless registered under the Securities Act or an
exemption from such registration is available.

2. Each person exercising a Share Purchase Warrant shall be required to give a written
certification that it is not a U.S. person and the Share Purchase Warrant is not exercised
on behalf of a U.S. person.
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18. DIVIDEND POLICY

We have never paid cash dividends to our shareholders. Any future dividend policy will be
determined by the board of directors, subject to the applicable law, and will be based upon conditions
then existing, including our results of operations, financial condition, current and anticipated cash
needs, contractual restrictions and other conditions as the board of directors may deem relevant.

According to the Israeli Companies Law, a company may distribute dividends out of its profits, so
long as the company reasonably believes that such dividend distribution will not prevent the company
from paying all its current and future debts. Profits, for purposes of the Companies Law, means the
greater of retained earnings or earnings accumulated during the preceding two years. In the event cash
dividends are declared, such dividends will be paid in NIS.

19. MATERIAL CHANGES

Except as otherwise described in this prospectus, our Annual Report on Form 20-F for the year
ended December 31, 2003, and in the Reports on Form 6-K filed by us under the U.S. Exchange Act
and incorporated by reference herein, no material changes have occurred since December 31, 2003.

20. LEGAL MATTERS

Certain legal matters in connection with the offering with respect to Israeli law will be passed upon for
us by Moshe H. Ne’eman, Ben-Artzi & Co., Tel Aviv, Israel, our Israeli counsel. Certain legal matters
in connection with this offering with respect to United States law will be passed upon for us by Carter,
Ledyard & Milburn LLP, our United States counsel.

21. EXPERTS

The consolidated financial statements for the years ended December 31, 2004, 2003 and 2002
incorporated in this Prospectus by reference from our Annual Report on Form 20-F for the year ended
December 31, 2003 and our Interim Report on Form 6-K submitted in March 2005 for the year ended
December 31, 2004 have been so incorporated in reliance on the reports audited by Somekh Chaikin, a
member firm of KPMG International, independent Registered Public Accounting Firm as stated in
their report, which is incorporated herein by reference, and have been so incorporated in reliance upon
the report of such firm given upon their authority as experts in auditing and accounting.

22. WHERE YOU CAN FIND MORE INFORMATION; INCORPORATION OF CERTAIN
INFORMATION BY REFERENCE

Incorporation of Information by Reference. We are allowed to “incorporate by reference” the
information we file with the ISA on the Magna system and the information we filed with the SEC,
which means that we can disclose important information to you by referring to those documents. The
information incorporated by reference is considered to be part of this prospectus, except if it is
superseded by information in this prospectus or by later information that we file with the SEC or the
ISA.

We incorporate by reference the documents listed below. These documents contain important
information about us and our financial situation.
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We incorporate by reference the following documents:

- Our Annual Report on Form 20-F for the fiscal year ended December 2003, filed with
the SEC on June 28, 2004 (and was annexed to our Registration Statement dated
February 22, 2005).

- Our Registration Statement filed with the ISA on February 22, 2005 and the exhibits

thereto.

- Our reports, filed with the ISA since the date of our Registration Statement (since
February 2005, on the Magna):

File Number Filing Date
2005-02-013488 20/03/2005
2005-02-020869 11/03/2005
2005-02-018871 07/03/2005
2005-02-016132 28/02/2005
2005-02-014221 22/02/2005
2005-02-014215 22/02/2005

Registration Statement or filed on the Magna):

Description Form
Financial Statements as at December 31, 2004 & Operating and
Financial Review and Prospects C001
Acquisition of 50% www.nirshamim.co.il €003
PR — E-Advertising Agreement Start Net Ltd. C003
PR Report €003
Business News PR C001
Balance sheets and statements of Operations Co01
- Our Reports on form 6-K, filed with the SEC (Which were also annexed to our
Description Form
Financial Statements as at December 31, 2004 &
Operating and Financial Review and Prospects 6-K
Internet Gold Targets On-Line Youth: Acquires Right to
Sell All e-Advertising on
Popular GOOP Portal
6] 6-K
Internet Gold Completes Dual-Listing Process:
Beginning March 1, its Shares Will
Trade on Both the TASE and NASDAQ National
Market
6-K
Internet Gold Reports Record Revenues and Strong
Profitability for the Quarter
and Year Ended December 31, 2004
6-K
Internet Gold's Shares Move up to Nasdaq National
Market 6-K
Internet Gold's Subsidiary MSN Israel Launches New
Improved MSN Search
6-K
Internet Gold Plans Expansion of 'Search' Activities
Through Launch of
MSN-Israel-Branded 'Index’
6-K
Internet Gold Expands International Reach: Adds POP  6-K

File Number Filing Date
000-30198 18/03/2005
000-30198 08/03/2005
000-30198 28/02/2005
000-30198 22/02/2005
000-30198 03/02/2005
000-30198 02/02/2005
000-30198 18/01/2005
000-30198 12/01/2005
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000-30198  03/01/2005
000-30198  21/12/2004
000-30198 17/12/2004
000-30198  01/12/2004
000-30198  01/12/2004
000-30198  22/11/2004
000-30198 15/11/2004
000-30198 10/11/2004
000-30198 18/10/2004
000-30198 12/08/2004
000-30198  21/06/2004
000-30198 14/06/2004

in Frankfurt to Existing
London and New York POPs

Internet Gold to Expand Penetration of Israel's Russian-
Speaking Sector

Internet Gold Announces That it is Ahead of its
Original Plans for its New 015
International Telephony Services

Internet Gold Taking 015 International to the Next
Stage: To Launch Calling Card
Services in Mid-December

Internet Gold to Acquire Operations of Israeli ISP

AquaNet
Notice of 2004 Annual Meeting of Shareholders

Internet Gold to Acquire Remaining Share of
GoldTrade, the Operator of
Successful P1000 e-Commerce Portal

Internet Gold Acquires Remaining 50% of Start Net,
Leading Israeli Portal and

Search Engine

Internet Gold Reports 23% Revenue Growth,
Commencing International Telephony
Services

Internet Gold Reports Successful Launch of Israel's First

VOIP-Based
International Telephony Service

Internet Gold Reports Record Operating Income of NIS

8.7 Million in the Second
Quarter of 2004

Internet Gold Selects Veraz Networks as Main Vendor
of VoIP International Long
Distance Platform

Internet Gold Ranked 17th in Dun & Bradstreet Israeli

Companies Performance
Index
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Internet Gold Receives License to Provide International

000-30198  03/06/2004 Telephony Services 6-K
MNSN Israel, Internet Gold's Successful Partnership With
Microsoft
Reports 54% Increase in First Quarter Revenues
000-30198 17/05/2004 6-K

Report of foreign issuerlnternet Gold Reports Record
Net Income of NIS 7.1 million, an Increase of 127%
Compared With the Same Quarter In 2003
000-30198 13/05/2004 6-K

Internet Gold Launches WAP Version of Israel's Largest
Gaming Site for
Partner Customers

000-30198 04/03/2004 6-K
Internet Gold Reports 41% Increase in Operating Cash
Flow
000-30198 18/02/2004 And 17% Rise in Gross Profit in Q4 2003 6-K
Internet Gold Increases Penetration in Israeli Search
000-30198 28/01/2004 Engine Market 6-K

As you read the above-mentioned documents, you may find inconsistencies in information
from one document to another. If you find inconsistencies between these documents or between them
and this prospectus, you should rely on the statements made in the most recent document. All
information appearing in this prospectus is qualified in its entirety by the information and financial
statements, including the notes thereto, contained in the documents incorporated by reference herein.
You may request, at no cost, a copy of any documents incorporated by reference herein, excluding all
exhibits, unless we have specifically incorporated by reference an exhibit, by writing or telephoning us
at:

1 Alexander Yanai Street,
Petach Tikva, Israel

Attention: Ms. Idit Azulay
Telephone + 972-3-93999848

Our ordinary shares are listed both on the Nasdaq National Market and the TASE. Due to our
listing on the Nasdaq National Market, we are exempt from certain reporting obligations under the
Israeli Securities Law, which would otherwise be applicable to a company traded on the TASE,
provided that we file with the ISA and the TASE a copy of each report submitted in accordance with
applicable United States law or Nasdaq rules, within the time specified under Israeli law.

Foreign Private Issuer. We are subject to the informational requirements of the U.S. Securities
Exchange Act of 1934, as amended, as applicable to foreign private issuers. Accordingly, we file
annual and current reports and other information with the SEC. In addition, we furnish to the SEC
material information required to be made public that is required to be filed by us to the ISA or that is
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distributed by us to our shareholders. You may read and copy any document we file with the SEC at
the SEC’s public reference room at 450 Fifth Street, N.W., Washington, D.C. 20549. Please call the
SEC at 1-800-SEC-0330 for further information on these public reference rooms. As an electronic
filer, the SEC maintains an Internet site which contains our annual reports, proxy and information
statements. The address of the site is http:// www.sec.gov. You may find the reports we filed with the
ISA on the Magna site whose address is http://www.magna.isa.gov.il.
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23. Significant Differences Between Israeli GAAP and U.S. GAAP and Their

A.

Effect on the Financial Statements

The Company’s financial statements are prepared in accordance with generally
accepted accounting principles in Israel (Israeli GAAP), which differ in certain respects
from generally accepted accounting principles in the United States (U.S. GAAP).
Differences which have a significant effect on the net assets, income, shareholders'
equity or cash flows of the Company and Consolidated, are set out below.

1. Effect of inflation:

The Company, in accordance with Isracli GAAP, comprehensively includes the
effect of price level changes in the accompanying financial statements, as described
in Note 2C. According to such Israeli accounting principles, the Company has
discontinued the adjustment of the financial statements as of January 1, 2004.

U.S. GAAP does not provide for recognition of the effects of such price level
changes. Such effects have not been included in a reconciliation to U.S. GAAP.

2. Liability for severance pay

Under Israeli GAAP, amounts funded by purchase of insurance policies are deducted
from the related severance pay liability.

Under U.S. GAAP, the cash surrender value of such insurance policies should be
presented in the balance sheet as long-term investments and the full severance pay
liability should be presented in the balance sheet as a long-term liability. As at
December 31, 2004 and 2003, such funded amounts were NIS 6,231 (Company -
NIS 5,526), and NIS 4,948 (Company - NIS 4,436) respectively.

Affiliate equity amendment deriving from application of U.S. GAAP as a
correction to the financial statements under Israeli GAAP

According to Israeli GAAP as prescribed in Accounting Standard 15, the affiliated
company - Gold Trade ("GT") wrote down the customer list to its carrying value
using the discounted projected cash flows derived from the activity incorporating the
customer list over its useful life term.

In the past, GT termed this asset as goodwill since there was no distinction between
the titles. Under U.S. GAAP, GT cannot reclassify intangible assets derived from
acquisitions unless it meets certain criteria stipulated in EITF D-100. Since this
asset is considered to be goodwill under U.S. GAAP it was fully written off, after
applying the impairment test that is prescribed in FAS142. In accordance with the
said test that was applied on June 30, 2002 GT identified that the reporting unit to
which the goodwill is attributed was impaired. When GT applied the second step of
the impairment test GT determined that the implied fair value of the goodwill is zero
since GT had to attribute fair value to the customer list that was not previously
recorded. This year, in its Isracli GAAP figures, GT continued to amortize this
client list (previously titled "goodwill") amounting to NIS 3,980. Under US GAAP
this asset was fully written off in 2002. (the Company's share of this amortization is
NIS 1,921). The amortization described above is reversed in the reconciliation note.
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Changes in exchange rate

According to Israeli GAAP, the effects of changes in exchange rates in cash are
reflected as cash flows from operating activities in the statement of cash flows.

Under U.S. GAAP, the effect of changes in exchange rates on cash are presented
separately in the statement of cash flows (see Note 21B.4).

Loans in respect of capital leases

According to Israeli GAAP, receipt of loans in respect of capital leases are reflected
in the statement of cash flows as cash flows from financing activities as against
investing activities from the acquisition of the fixed assets - financed by the lease.

Under U.S. GAAP, as prescribed by SFAS 95, the above mentioned items are
reflected as non-cash financing activities (see Note 21B.3).

Employee Stock Option Plan

The Board of Directors has adopted a plan for the issuance of 2,000,000 options to
purchase the Company’s Ordinary Shares (hereinafter - “options”) to the Company’s
directors, officers and employees (hereinafter - “the 1999 Plan”). The exercise price
of the options was determined at the issuance of the options.

During 1999, the Board of Directors approved the grant of 653,793 options to the
Company’s officers. According to the 1999 Plan, each employee shall receive equal
numbers of options from each of the groups detailed below, without consideration, to
be held in trust in accordance with the Israeli Income Tax Ordinance - Section 102.

Options (from all groups) which would not be exercised within the period of 63
months following the allotment date will expire. The following table summarizes
the terms of the option groups:

Group Vesting (in months) Exercise price (in $)
A 12 10.8
B 24 9.6
C 36 8.4
D 48 7.2
E 60 6
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Stock option activity during the period indicated is as follows:

Number of Weighted
shares average

exercise
price

NIS NIS

Balance at December 31, 2002 195,393 36.8
Granted - -
Forfeited (28,650) -
Balance at December 31, 2003 166,743 36.8
Granted - -
Expired* (166,743) -

Balance at December 31, 2004 - -

* As of December 31, 2004, the options expired according to the 1999 Plan
provisions.

As applicable according to Israeli GAAP, employee stock compensation expenses are
not recorded as long as options are not exercised.

Under U.S. GAAP, in accordance with the Accounting Principles Board (hereinafter -
“APB”) No. 25, recording of compensation expense is required over the vesting period.
Under the provisions of APB-25, based on the initial public offering price of $12 per
share, aggregate compensation expense is approximately NIS 2,666 (expenses of NIS
102 for the year ended December 31, 2004, and income of NIS 109 for the year ended
December 31, 2003, and expenses of NIS 530 for the year ended December 2002).

In October 1995, the FASB issued Statement No. 123 "Accounting for Stock Based
Compensation" ("SFAS-123"), which established financial accounting and reporting
standards for stock based compensation plans. The statement defines a fair value based
method of accounting for employee stock options. SFAS-123 allows for measurement
of the compensation expense in accordance with APB25, as long as the financial
statements include pro forma information on measurement in accordance with SFAS-

123 (See Note 22C).

The fair value of these options was estimated using the Black-Scholes options pricing
model with the following assumptions: risk free interest rate of 6% dividend yield of
0% volatility of 50%, and a weighted average expected life of three years.
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Consolidation of Variable Interest Entities

In January 2003, the FASB issued Interpretation No. 46, "Consolidation of Variable
Interest Entities, an Interpretation of ARB No. 51." This Interpretation addresses the
consolidation by business enterprises of variable interest entities when the equity
investors do not have the characteristics of a controlling financial interest (as defined
in the Interpretation). In December 2003, the FASB issued Interpretation No. 46R,
"Consolidation of Variable Interest Entities, an Interpretation of ARB No. 51." The
FASB deferred the effective date for implementation of this Interpretation until
fiscal years ending after March 15, 2004.

The Company, according to Israeli GAAP as prescribed in Opinion No. 57 of the
Institute of Certified Public Accountants in Israel, treated the investment in its
affiliated company GT, a subsidiary of the Company until December 31, 2001. For
the years ended December 31, 2002 through December 31, 2003, the Company
accounted for its investment under the equity method. The Company has
consolidated GT as of December 31, 2004.

Under the provisions of FIN 46R, the Company is required to consolidate GT for all
years presented, due to a number of factors which indicate that the Company is the
primary beneficiary of GT.

The Company has applied FIN 46R by retroactively restating previously issued

financial statements, and recorded a cumulative effect of accounting change as of
January 1, 2002 in the amount of NIS 4,382.
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B. The effect of the material differences between Israeli GAAP and U.S. GAAP on
the financial statements.

The following is summary of the material adjustments to net income and shareholders'
equity which would have been required if US GAAP had been applied instead of
Israeli GAAP.

1. Consolidated Balance Sheets

Consolidated Consolidated
December 31, 2004 December 31, 2003
(in thousands) (in thousands)
Israeli GAAP U.S. Israeli GAAP U.S.
GAAP reconciliatio GAAP GAAP reconciliatio GAAP
n n
Note Reported amounts® Adjusted amounts**
L
Restated**
%

Current assets
Cash and cash 75,637 - 75,637 81,891 10 81,901
equivalents
Trade receivables, 52,682 - 52,682 35,569 2,085 37,654
net
Other receivables 8,948 - 8,948 12,769 4,331 17,100
Deferred taxes 2,564 - 2,564 1,914 - 1,914
Total current assets 139,831 - 139,831 132,143 6,426 138,569
Investments
Investments in
investee companies - - - 1,550 - 1,550
Deferred taxes 22 - 22 21 - 21

22 - 22 1,571 - 1,571
Restricted assets for
employee
termination
benefits A2 - 6,231 6,231 - 5,139 5,139
Property and
equipment, net 40,583 - 40,583 29,160 3,133 32,293
Other assets and
deferred charges A3 114,956 (700) 114,256 51,130 - 51,130
Assets allocated to
discontinued 4,631 - 4,631 - 15,980 15,980
operation
Total assets 300,023 5,531 305,554 214,004 30,678 244,682
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* With respect to discontinuance of adjustment to the effect of inflation as from the CPI of December 2003 (see Note
20).

ok Amounts adjusted to reflect inflation in terms of NIS at December 31, 2003.

***  See Note 21A(7).

***%  GAAP reconciliation is derived from application of FIN 46R, except where, in addition, otherwise stated.
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Liabilities

Current liabilities
Short-term bank loans
Accounts payable
Other payables

Total current liabilities

Long-term liabilities
Excess of liabilities
over

assets in investees
Long-term loans and
other

long-term obligations
Deferred revenues
Liability for severance
Pay

Total long-term
liabilities

Liabilities allocated
to

discontinued
operation

Shareholders’ equity
Ordinary shares,
NIS 0.01 par value
(501,000,000 shares
authorized;
18,431,500

shares issued and fully
paid

As at December 31,
2004)

Additional paid in
capital

Capital reserve from
Purchase of investee
Company from a
related party

Capital reserve from
employee
compensation

Plan

Accumulated deficit

Note

kekekek

A2

A6
A3

Consolidated Consolidated
December 31, 2004 December 31, 2003
(in thousands) (in thousands)
Israeli GAAP U.S. Israeli GAAP U.S.
GAAP reconciliation GAAP GAAP reconciliatio GAAP
n
Reported amounts* Adjusted amounts**
Restated**
%

10,950 - 10,950 5,259 3,010 8,269
73,383 - 73,383 36,591 677 37,268
13,784 - 13,784 14,037 1,551 15,588
98,117 - 98,117 55,887 5,238 61,125
- - - 7,706 (7,706) -
72,117 - 72,117 27,389 - 27,389
3 - 3 23 - 23

6,240 6,231 12,471 4,928 5,177 10,105
78,360 6,231 84,591 40,046 (2,529) 37,517
1,653 - 1,653 - 41,610 41,610
197 - 197 197 - 197
215,040 - 215,040 215,040 - 215,040
(15,709) 18,379 2,670 - 6,585 6,585
- 2,666 2,666 - 2,564 2,564
(77,635) (21,745) (99,380) (97,166) (22,790) (119,956)
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Total shareholders’ 121,893 (700) 121,193 118,071 (13,641) 104,430

equity

Total liabilities and

shareholders’' equity 300,023 5,531 305,554 214,004 30,678 244,682
* With respect to discontinuance of adjustment to the effect of inflation as from the CPI of December 2003 (see Note
2C).

ok Amounts adjusted to reflect inflation in terms of NIS at December 31, 2003.
**%  See Note 21A(7).
**x%  GAAP reconciliation is derived from application of FIN 46R, except where, in addition, otherwise stated.
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3. Statement of operations (in thousands)

Note

whkk

Revenues

Costs and expenses:

Cost of revenues

Selling and marketing expenses

General and administrative expenses A6
Total costs and expenses

Income from operations

Financing income (expenses), net

Other (expenses) income, net

Income from continued operations before
income taxes

Income tax benefit

Income after income tax

Company's share in net income (loss) of
investees

Minority interest in loss of a subsidiary
Income from continued operations
Company's share in loss of a subsidiary from
discontinued operations A3
Cumulative effect of change in accounting
principle

Net income

Basic and diluted net income from continued
operations per share (in

Basic and diluted net loss from discontinued operations
er share(in NIS)
asic and diluted cumulative effect of change in accounting
%rmm ple per share (in
asic and diluted net income (loss) per share (in NIS)

Consolidated Consolidated Consolidated
Year ended December 31, 2004 Year ended December 31, 2003 Year ended December 31, 2002
Israeli GAAP U.S. Israeli GAAP U.S. Israeli GAAP U.S.
GAAP Recongilia GAAP GAAP Recongilia GAAP GAAP Recongilia GAAP
ion ion ion
Reported amounts* Adjusted amounts** Adjusted amounts**
Restated* Restated*
%k %%
219,577 9,261 228,838 179,642 5,865 185,607 184,318 10,272 194,590
96,820 1,271 98,091 92,871 1,014 93,885 99,564 3,835 103,399
73,155 5,548 78,703 41,393 41,393 52
24,258 3,083 27,341 21,908 21,908
194,233 9,902 204,135 156,172 156,172 8,493 164,665 157,898 14,189
25,344 (641) 24,703 23,470 (2,528) 20,942 26,420 (3,917) 22,503
122 197 (75) (3,235) (380) 3,615) 2,151 (18) 2,133
(1,077) - (1,077) (2,595) - (2,592) 3) - A3)
24,389 (838) 23,551 17,643 (2,908) 14,735 28,568 (3,935) 24,633
301 - 301 1,935 - 1,935 - - -
24,690 (838) 23,852 19,578 (2,908) 16,670 28,568 (3,935) 24,633
(396) 396 - (1,538) ,538 - (1,530) ,530 -
- 3,312 3,312 - 2,204 2,204 - 2,418 2,418
24,294 2,870 27,164 18,040 834 18,874 27,038 13 27,051
(4,763) (1,825) (6,588) (3,737) (3,066) (6,803) (7,080) (14,048) (21,128)
- - - - - - - (4,382) (4,382)
19,531 1,045 20,576 14,303 (2,232) 12,071 19,958 (18,417) 1,541
1.32 0.15 1.47 0.98 0.04 1.02 1.47 - 1.47
(0.26) (0.10) (0.36) (0.2) (0.17) (0.37) (0.39) (0.76) (1.15)
- - - - - - - 0.24 0.24
1.06 (0.05) 1.11 0.78 (0.13) 0.65 1.08 (1.00) 0.08
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* With respect to discontinuance of adjustment to the effect of inflation as from the CPI of December 2003 (see Note 2C).
**  Amounts adjusted to reflect inflation in terms of NIS at December 31, 2003.

*#%  See Note 21A(7).

*x%% GAAP reconciliation is derived from application of FIN 46R, except where, in addition, otherwise stated.
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3. Condensed Cash Flows (in thousands)

Net cash provided by continuing operating
Activities

Applying FIN 46R (A7)

Changes in exchange rates (A4)
Net cash provided by continuing operating
activities

according to U.S. GAAP

Net cash used in continued investment activities
Capital lease (A5)
Applying FIN 46R (A7)

Net cash used in continued investment activities
according to U.S. GAAP

Net cash provided by (used in) continued
financing activities

Capital lease (AS)

Applying FIN 46R (A7)

Net cash provided by continued financing
activities

according to U.S. GAAP

Discontinued operations

Net cash provided by (used in) discontinued
operations according to U.S. GAAP
Changes in exchange rates

Changes in cash and cash equivalents

Changes in cash and cash equivalents
according to U.S. GAAP

Year ended Year ended Year ended
December December December
31 31 31
2004 2003 2002
Reported
amounts® Adjusted amounts**
Restated***
38,185 29,172 41,203
24,580 55 10,388
1,270 6,299 (6,394)
64,035 35,526 45,147
(117,665) (70,706) (12,147)
39,177 42,997 -
10,627 24,280 (18,693)
(67,861) (3,429) (30,840)
73,226 38,280 (31,528)
(39,177) (42,997) -
(30,521) (9,488) 1,398
3,528 (14,205) (30,130)
(4,696) (14,860) 6,978
(1,270) (6,299) 6,394
(6,254) (3,254) (2,472)
(6,264) (3,267) (2,451)

*  With respect to discontinuance of adjustment to the effect of inflation as from the CPI of

December 2003 (see  Note 2C).

Amounts adjusted to reflect inflation in terms of NIS at December 31, 2003.

*#% See Note 21A(7).
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C. Employee Stock Option Plan

Under the provisions of SFAS-123, based on the initial public offering price of $12 per share,
the Company should have recorded an aggregate expense of approximately NIS 3,733 (for the
year ended December 31, 2004 - NIS 122 expenses, and for the year ended December 31, 2003
- NIS 222 income and for the year ended December 31, 2002 - NIS 678 expenses).

The weighted average fair value of options granted since July 1999 was NIS 20.18 per share.

Had the Company determined compensation cost based on their fair value at the grant date for
its stock options under SFAS 123, the Company's net income would have been reduced to the

pro forma amounts indicated below:

Net income for the year - US GAAP
Deduction of compensation expenses
according to APB 25 (A6)

Application of compensation expenses
according to FASB 123 (see above)

Basic and diluted net income (loss) per share
in accordance with U.S. GAAP -

As reported APB 25

Pro forma

Consolidated and Company

Year ended Year ended Year ended
December December December
31 31 31
2004 2003 2002
Reported
amounts* Adjusted amounts**
NIS thousands
20,576 **%12,071 **%] 541
102 (109) 530
(122) 222 (678)
20,556 12,184 1,393
1.11 0.65 0.08
1.11 0.66 0.08

* With respect to discontinuance of adjustment to the effect of inflation as from the CPI of

December 2003 (see Note 2C).

**  Amounts adjusted to reflect inflation in terms of NIS at December 31, 2003.

**% See Note 21A(7).
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D. Impact of recently adopted accounting standards
1. EITF 00-21 - Revenue Arrangements with Multiple Deliverables

In November 2002, the Emerging Task-Force issued its consensus on EITF 00-21, "Revenue
Arrangements with Multiple Deliverables" ("EITF 00-21") on an approach to determine whether
an entity should divide an arrangement with multiple deliverables into separate units of
accounting. According to the EITF in an arrangement with multiple deliverables, the delivered
item(s) should be considered a separate unit of accounting if all of the following criteria are met:
(1) The delivered item(s) has value to the customer on a standalone basis, (2) There is objective
and reliable evidence of the fair value of the undelivered item(s), (3) If the arrangement includes
a general right of return, delivery or performance of the undelivered item(s) is considered
probable and substantially in the control of the vendor. If all the conditions above are met and
there is objective and reliable evidence of fair value for all units of accounting in an arrangement,
the arrangement consideration should be allocated to the separate units of accounting based on
their relative fair values. However, there may be cases in which there is objective and reliable
evidence of the fair value(s) of the undelivered item(s) in an arrangement but no such evidence
for one or more of the delivered items. In those cases, the residual method should be used to
allocate the arrangement consideration.

The guidance in this Issue is effective for revenue arrangements entered into in fiscal beginning
after June 15, 2003. Alternatively, entities may elect to report the change in accounting as a
cumulative-effect adjustment in accordance with Opinion 20. If so elected, disclosure should be
made in periods subsequent to the date of initial application of this consensus of the amount of
recognized revenue that was previously included in the cumulative effect adjustment. The
Company has adopted the recognition and measurement provisions of EITF 00-21 in its year-end
financial statements (see Note 2N(3)).

2. FASB Interpretation No. 46, Consolidation of Variable Interest Entities

In January 2003, the FASB issued FASB Interpretation No. 46 (revised December 2003),
"Consolidation of Variable Interest Entities" ("FIN 46"), which interprets the application of
Accounting Research Bulletin No. 51, Consolidated Financial Statements ("ARB 51"), to certain
entities in which equity investors do not have the characteristics of a controlling financial interest
or do not have sufficient equity at risk for the entity to finance its activities without additional
subordinated financial support from other parties. ARB 51 requires that an enterprise's
consolidated financial statements include subsidiaries in which the enterprise has a controlling
financial interest. That requirement usually has been applied to subsidiaries in which an
enterprise has a majority voting interest. The voting interest approach is not effective in
identifying controlling financial interests in entities that are not controllable through voting
interest or in which the equity investors do not bear the residual economic risk. FIN 46(R)
explains how to identify variable interest entities and how an enterprise assesses its interests in a
variable interest entity to decide whether it is its primary beneficiary and therefore is required to
consolidate that entity. FIN 46(R) also addresses the initial valuation of the assets and liabilities
to be consolidated, the treatment of any gain or loss resulting from the initial measurement and
disclosures requirements for the primary beneficiary.
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All entities with variable interest in variable interest entities created after January 31, 2003 shall
apply the provisions of FIN 46(R) immediately. Public entities with a variable interest in
variable interest entities created before February 1, 2003 shall apply the provisions of this
Interpretation no later than the first interim or annual reporting period beginning after December

15, 2003.
Up on the adoption of FIN-46(R) the Company determined that it is reasonably possible
that Gold Trade may be a variable interest (see analysis and additional disclosures in Note

6(A)(D)).

The Company has adopted the recognition and measurement provisions of FIN 46(R) in its year-
end financial statements (see Note 21A.7.).

E. Impact of recently adopted accounting standards
FASB Statement No.123 (Revision 2004), Share-Based Payment

In December 2004, the FASB issued SFAS No. 123 (Revision 2004), “Share-Based Payment”,
(SFAS 123R), that addressed the accounting for share-based payment transactions in which
employee services are received in exchange for either equity instruments of the Company,
liabilities that are based on the fair value of the Company’s equity instruments that may be
settled by the issuance of such equity instruments. SFAS 123R eliminates the ability to account
for share-based compensation transactions using the intrinsic value method as prescribed in
APB Opinion No.25, “Accounting for Stock Issued to Employees”. Instead, SFAS 123R
requires that such transactions be accounted for using a fair-value-based method and that
compensation expense be recognized in the statement of operations rather than disclosing the
pro forma impact of the stock based compensation. SFAS 123R provides two alternative
adoption methods. The first method is a modified prospective transition method whereby a
company would recognize share-based employee costs from the beginning of the fiscal period
in which the recognition provisions are first applied as if the fair-value-based accounting
method had been used to account for all employee awards granted, modified, or settled after
the effective date and to any awards

that were not fully vested as of the effective date. Measurement and attribution of
compensation cost for awards that are unvested as of the effective date of SFAS 123R would
be based on the same estimate of the grant-date fair value and the same attribution method
used previously under SFAS No. 123, “Accounting for Stock-Based Compensation” (“SFAS
123”). The second adoption method is a modified retrospective transition method whereby a
company would recognize employee compensation cost for periods presented prior to the
adoption of SFAS 123R in accordance with the original provisions of SFAS 123; that is, an
entity would recognize employee compensation costs in the amounts reported in the pro forma
disclosures provided in accordance with SFAS 123. A company would not be permitted to
make any changes to those amounts upon adoption of SFAS 123R unless those changes
represent a correction of an error. The provisions of SFAS 123r are effective for periods
beginning after June 15, 2005. Since the Company does not have at the moment any
outstanding granted options to employees and has no assumption as to the amount of options
that might be granted in the future, the Company cannot evaluate the expected impact of FAS
123R on its future results of operations.
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