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1.3 General

As used herein, references to “we,” “our,” “us,” “Partner” or the “Company” are
references to Partner Communications Company Ltd. and to its wholly owned subsidiary,
Partner Future Communications 2000 Ltd., except as the context otherwise requires. In addition,
references to our “financial statements” are to our consolidated financial statements except as the
context otherwise requires.

In this prospectus, references to “$,” “USS$,” “US dollars” and “dollars” are to United
States dollars and references to “NIS” and “shekels” are to New Israeli Shekels. This prospectus
contains translations of NIS amounts into US dollars at specified rates solely for the convenience
of the reader. No representation is made that the amounts referred to in this prospectus as
convenience translations could have been or could be converted from NIS into US dollars at
these rates, at any particular rate or at all. The translations of NIS amounts into US dollars
appearing throughout this prospectus have been made at the representative exchange rate on
December 31, 2004 of NIS 4.308 = US$1.00 as published by the Bank of Israel, unless otherwise
specified.

1.4 Forward Looking Statements

Some of the information contained or incorporated by reference in this prospectus
contains forward-looking statements. We have based these forward-looking statements on our
current expectations and projections about future events. These forward-looking statements are
subject to risks, uncertainties and assumptions about us.

LE I3 LR INT3 LE RT3

Words such as “believe,” “anticipate,” “expect,” “intend,” “seek,” “will,” “plan,”
“could,” “may,” “project,” “goal,” “target,” and similar expressions often identify forward-
looking statements but are not the only way we identify these statements.

ER T3

Because such statements involve risks and uncertainties, actual results may differ
materially from the results currently expected. Factors that could cause such differences include,
but are not limited to:

e the effects of the high degree of regulation in the telecommunications market
in which we operate;

e regulatory developments relating to tariffs, including interconnect tariffs;

e the difficulties associated with obtaining all permits required for building and
operating of antenna sites;

e alleged health risks related to antenna sites and use of telecommunication
devices;

e the possible requirement to indemnify planning committees in respect of
claims made against them relating to the depreciation of property values or to
alleged health damages resulting from antenna sites;

e the effects of vigorous competition in the market in which we operate and for
more valuable customers, which may decrease prices charged, increase churn
and change our customer mix, profitability and average revenue per user, and
the response of competitors to industry and regulatory developments;

e the impact of existing and new competitors in the market in which we
compete, including competitors that may offer less expensive products and



services, desirable or innovative products, technological substitutes, or have
extensive resources or better financing;

uncertainties about the degree of growth in the number of consumers in Israel
using wireless personal communications services and the growth in the Israeli
population;

the risks associated with the implementation of a third generation (3G) network
and business strategy, including risks relating to the operations of new systems
and technologies, expenditures required and potential unanticipated costs,
uncertainties regarding the adequacy of suppliers on whom we must rely to
provide both network and consumer equipment and consumer acceptance of
the products and services to be offered;

the risks associated with technological requirements, technology substitution
and changes and other technological developments;

fluctuations in foreign exchange rates;

the availability and cost of capital and the consequences of increased leverage;
the results of litigation filed or that may be filed against us; and

the possibility of the market in which we compete being impacted by changes

in political, economic or other factors, such as monetary policy, legal and
regulatory changes or other external factors over which we have no control;

as well as the risks discussed in section 1.11 below (Risk Factors) and in “Item 4. Information on
the Company” and “Item 5. Operating and Financial Review and Prospects” in our Annual Report
on Form 20-F for the fiscal year ended December 31, 2003 (the “2003 20-F”) incorporated by
reference into this Prospectus.

1.5

Glossary

The following explanations are not intended as technical definitions, but to assist the

reader to understand certain terms as used in this prospectus.

CDMA

Churn

GPRS

GSM

Code Division Multiple Access; a method by which many users sharing the
same radio channel can be distinguished by unique code numbers.

The number of customers who are disconnected from a network, either
involuntarily, due to payment delinquency or suspected fraudulent use, or
voluntarily, as customers switch to competing networks, relocate outside the
network’s service area, or cease using mobile telephones permanently or
temporarily.

General Packet Radio Services (GPRS) is a packet-based wireless
communication service that enables data rates from 56 up to 114 Kbps and
continuous connection to the Internet for mobile phone and computer users.
GPRS is based on Global System for Mobile (GSM) communication.

The Global System for Mobile communications, a comprehensive digital
standard for the operation of all elements of a cellular telephone system. GSM
originated in Europe, but is now the most popular digital mobile telephone
standard worldwide.



GSM 1800 GSM operation in the 1800 MHz frequency band, formerly known as DCS
1800 or PCN, first allocated for the expansion of mobile network competition
in Europe, now used for the same purpose in many other areas.

Roaming The mobile telephone feature that permits subscribers of one network to use
their mobile telephones and telephone numbers when in another operator’s
network.

SMS Short message service, a service which enables mobile telephone users to send

and receive written messages on their handsets.

UMTS/3G Universal Mobile Telecommunications System, the “third generation” of
mobile telecommunications standard also referred to as 3G.

1.6 Summary Information Regarding the Company

You should read the following summary together with the more detailed information
regarding us and the Notes being sold in this offering, including the risks discussed under the
heading “Risk Factors,” contained in this prospectus. You should also read carefully the
consolidated financial statements and notes thereto and the other information about us that is
incorporated by reference in this prospectus, including our 2003 20-F and our Form 6-K
regarding our 2004 financial results, both incorporated by reference into this Prospectus ("2004
Results Announcements” ).

Our Company

We were the first GSM mobile telephone network operator in Israel and on December 1,
2004, commercially launched our UMTS third generation, or 3G, service. We received our
mobile telephone license in April 1998 and commenced full commercial operations of our digital
GSM mobile telephone network in January 1999. Since then, we have expanded rapidly, and on
December 31, 2004, we had approximately 2.34 million subscribers, representing an estimated
32% of total Israeli mobile telephone subscribers at that date. During the twelve months ended
December 31, 2004, we increased our customer base by approximately 11.3%. At December 31,
2004, approximately 52% of our private subscribers had post-paid tariff plan contracts with us,
approximately 30% of our subscribers were in pre-paid subscriber plans, and approximately 18%
of our total subscribers were business subscribers. For the twelve months ended December 31,
2004, we generated total revenues of NIS 5,141 million (US$1,193 million), net income of NIS
472 million (US$109 million) and net cash provided by operating activities less net cash used in
investing activities of NIS 599 million (US$139 million).

We market our services by capitalizing on the strong international Orange brand and the
experience of our largest shareholder, Hutchison Telecommunications International Ltd. The
Orange brand, which is licensed to us, has been used successfully in other markets to promote
mobile telephone services. Market surveys show that we have achieved strong brand awareness
in Israel. We have also received awards recognizing our high standards of customer service.

We currently operate our GSM network in the 900 MHz and 1800 MHz bands. Our GSM
network covers approximately 97% of the Israeli population. Our GSM services include standard
and enhanced GSM services, as well as value added services and products such as roaming,
voice mail, voice messaging, color picture messaging, icon, ringtone and game downloads,
information services, General Packet Radio Services, or GPRS, which enables the packet
transfer of data in an "always on" mode at a speed of up to 20-30 Kbps, personal numbering and
data and fax transmission services.

Our 3G network, which as of the end of 2004 covered approximately 60%, and currently
covers approximately 85%, of the Israeli population, offers a wide range of new services, such as



video calls, a new portal of content services including a rich selection of video-based services
under the “obox live” brand, and the transmission of data at speeds of up to 384 Kbps.

The address of our principal executive offices is 8 Amal Street, Afeq Industrial Park,
Rosh Ha’ayin 48103, Israel, and our telephone number is (972) 547-814-888.

Competitive Strengths

We believe that the following competitive strengths differentiate us from our competitors
and will assist us in achieving our mission and implementing our strategies:

Strong Brand Identity. Since the launch of full commercial operations, we have
made a substantial investment in promoting the Orange brand in Israel to represent
quality, innovation and customer service. Our marketing activities have resulted in
wide-scale recognition of the Orange brand in Israel.

Focus on Customer Service. We believe we provide outstanding customer service
through quick, simple and reliable handling of customer needs and interactions,
which we have achieved through investments in both state of the art technology and
training of customer service skills. In 2004, we were named by the Israeli
Management Institute as the best provider of customer service in Israel for the third
year in a row in the telecommunications market. We also believe that we have
achieved high customer loyalty, as evidenced by our customer churn rate of 12.0%
for the year ended December 31, 2004.

High Quality Network and Technology Leadership. We believe that we set high
standards for network quality and that our use of sophisticated network planning and
optimization tools and techniques and our investment in dense base station coverage
have produced a high quality network. Additionally, we believe that we are a
recognized leader in the development and provision of mobile services in Israel.

Beneficial Relationship with Hutchison. Our largest shareholder, Hutchison, is a
global leader in the 2G and 3G mobile telecommunications market. Hutchison has a
substantial interest in 3G operating companies in Austria, Australia, Denmark, Hong
Kong, Ireland, Italy, Sweden and the United Kingdom. We derive benefits from the
knowledge and experience of Hutchison and from a cost sharing agreement with
Hutchison Telecommunications Limited and certain of its subsidiaries for the joint
acquisition and development of information technology platforms and software
solutions, hardware, content and other services in connection with our 3G business.
In particular, our relationship with Hutchison enhances our competitive position in
the provision of 3G services by giving us access to a secure supply of 3G handsets
on favorable pricing terms.

Strong Financial Performance and Financial Position. Our net cash provided by
operating activities less net cash used in investing activities has improved
significantly and has grown from negative NIS 1,163.0 million in the year ended
December 31, 2000 to positive NIS 599.2 million in the year ended December 31,
2004. We also consider the capital expenditures required for our 3G network to be
relatively low, having incurred capital expenditures (including license payments) of
approximately US$140 million as of December 31, 2004 on our 3G network. Our 3G
network currently covers approximately 85% of the Israeli population. We intend to
cover over 90% of the Israeli population by the end of 2005 at a capital expenditure
of approximately US $100 million in 2005.



e Strong and Motivated Management Team. Since our inception, we have been able
to attract a number of Israeli senior managers from the telecommunications, high-
tech and consumer products industries. Our management team has a strong track
record of successfully managing our company from our start-up phase in 1998 to our
position today as the leading provider of GSM services in Israel and as we embark
on the commercial launch of our 3G network. We believe that our performance-
based incentive package aligns the interests of senior management with those of our
investors.

Strategy

Our aim is to continue to achieve subscriber growth and increase profitability and
EBITDA. To achieve this objective, we are pursuing the following strategies:

o Achieve Leadership in 3G Services. We believe that demand for 3G services will
provide an important source of future mobile subscriber growth in Israel. As a
result, we intend to leverage our brand and our outstanding reputation for network
quality and customer service to develop our 3G business in order to benefit from that
growth. We aim to offer desirable content and to make our 3G services widely
accessible and affordable.

¢ Retain the Strength of our Brand. We believe that a focused marketing strategy
based upon the strong international Orange brand is critical to our subscriber growth.
In light of the benefits that our strong brand gives us, we intend to continue to
promote our brand, including in connection with our 3G services, in order to
maximize these advantages. We also intend to support our brand by continuing to
focus on customer service and the quality of our network.

¢ Be First in Technology. We believe that we have benefited historically from being
a first-mover in technology, and aim to retain this first-mover advantage in order to
drive our future subscriber growth. We believe that we will have an advantage in
our ability to gain subscribers by continuing to capitalize on technological innovation
in this manner in the future.

e Mitigate the Effect of Recent Changes in Interconnect Tariffs. In response to
the regulatory developments relating to interconnect tariffs announced in November
2004, referred to in section 1.7 (Recent Developments) below under the heading
Regulatory Developments, we have implemented cost-cutting measures and are
considering additional cost-cutting measures as well as price increases and
repackaging of our product offerings. Depending on the success of these steps and
other factors such as general market conditions, these regulatory changes could
negatively impact our revenues and profits in 2005.

Our Refinancing

We executed a term sheet with Israeli banks for a new US$550 million credit facility.
Finalization of this new credit facility is subject to negotiation of final documentation and
approval of our shareholders at an extraordinary meeting of our shareholders, including, for the
avoidance of doubt, the required majority under the Companies Law for an extraordinary
transaction in which a controlling shareholder has a personal interest. See section 1.15
(Description of Other Indebtedness).

We intend to use the net proceeds of the offering of the Notes first to repay our existing
credit facility, although we intend to retain certain of our long-term loans as part of our new credit
facility. Thereafter, we intend to use the net proceeds, together with proceeds from our new
credit facility, and subject to any required shareholder and other corporate approvals, (i) to
repurchase between 31.7 million and 33.3 million of our outstanding shares held by our Israeli



founding shareholders for a price per share that will range from approximately NIS 31.04 to NIS
32.22 per share and be determined prior to our shareholders meeting that will be convened to
approve the repurchase, (ii) to redeem our US$175 million senior subordinated notes due 2010
(the “Notes due 2010”), and/or (iii) for general corporate purposes (this offering, drawings under
our new credit facility and the use of the net proceeds therefrom in the manner described above,
are referred to as the “Refinancing”). See section 1.13 (Use of Proceeds). In the event any one or
more of the foregoing uses of proceeds do not receive all required approvals, the net proceeds
from the offering of the Notes will be used for those use or uses for which required approvals
have been obtained and/or for general corporate purposes.

The repurchase of shares and the redemption of the Notes due 2010 will require approval
of our shareholders at an extraordinary meeting of our shareholders, including, for the avoidance
of doubt, the required majority under the Companies Law for an extraordinary transaction with a
controlling shareholder or in which a controlling shareholder has a personal interest.

For information regarding our repurchase of outstanding shares, see section 1.7 (Recent
Developments) below under the heading “Repurchase of Shares from Founding Israeli
Shareholders”. After giving effect to the foregoing transactions, assuming 33.3 million shares
will be repurchased at the maximum price, our long-term debt at December 31, 2004 would have
been NIS 3,122.4 million (US$724.8 million). From time to time we evaluate our financing
options and we may in the future decide to refinance all or a portion of our debt.

1.7 Recent Developments

Launch of Our 3G Network and Services

We commercially launched our 3G network on December 1, 2004, having implemented
our “soft launch” in June 2004, when we distributed 3G handsets to selected customers for the
purpose of evaluating the quality of our 3G network and services. As of December 31, 2004, we
had approximately 8,000 3G subscribers and, we currently have approximately 20,000 3G
subscribers. As of the end of 2004, our 3G network covered the central, highly populated area of
Israel, including Tel Aviv, Jerusalem, Haifa and major highways, representing approximately
60% of the population of Israel. Our network currently covers approximately 85% of the
population of Israel, and by the end of 2005, we expect that our 3G network will cover
approximately 90% of the population of Israel. Our 3G network will offer a wide range of new
services, such as video calls, a new portal of content services including a rich selection of video-
based services under the “obox live” brand, and the transmission of data at speeds of up to 384
Kbps. We have concluded content agreements with a variety of content providers and suppliers
in the Israeli television and entertainment industry. As a result of our relationship with
Hutchison, we have a secure supply of 3G handsets on favorable pricing terms. Initially, we are
offering our 3G services with LG handsets and Novotel’s 3G data cards. As of December 31,
2004, we had incurred capital expenditures (including license payments) on our 3G network of
approximately US$140 million.

Regulatory Developments

In November 2004, the Ministry of Communications announced regulatory changes
significantly reducing call termination tariffs and SMS termination tariffs, effective March 1,
2005, with additional reductions mandated for the coming years. As a result of these changes,
call termination tariffs decreased from NIS 0.45 per minute to a maximum rate of NIS 0.32 per
minute as of March 1, 2005, with further reductions to a maximum rate of NIS 0.22 per minute
by March 1, 2008. In addition, SMS termination tariffs decreased from NIS 0.285 to a maximum
rate of NIS 0.05 as of March 1, 2005, with a further reduction to a maximum rate of NIS 0.025
by March 1, 2006. The Ministry of Communications also indicated that it intends to start a
process to bring about unification of rates for calls terminating on- and off- an operator’s
network and that it intends to hold preliminary hearings with the cellular operators in Israel on



this matter in 2005. Additionally, the Ministry of Communications announced that billing units
will be reduced from the present intervals of up to 12 seconds to 1 second intervals effective
December 31, 2008.

We have implemented cost-cutting measures and are considering additional cost-cutting
measures as well as price increases and repackaging our tariff plans. Depending on the
effectiveness of such steps, these regulatory changes may negatively impact our revenues and
profits in 2005. For more information, see section 1.11 (Risk Factors) below under the heading
“We may be adversely affected by regulatory developments relating to interconnect tariffs.”
Additionally, we expect to be affected by regulatory developments relating to number
portability, subscribers’ selection of international operators while they are roaming outside of
Israel, a requirement to submit indemnification letters regarding antenna sites, obtaining permits
required for erection and operation of antenna sites and recent statements by the Israeli
Commissioner of Restrictive Trade Practices regarding further price regulation of the mobile
telephone industry in Israel. For more information, see section 1.11 (Risk Factors) below under
the headings “We may be adversely affected by regulatory developments relating to number
portability”, “We may be adversely affected by regulatory developments relating to subscribers’
selection of international operators while they are roaming outside of Israel”, “In connection
with certain building permits, we may be required to indemnify certain planning committees in
respect of claims against them relating to the depreciation of property values or to alleged health
damage that result from antenna sites, which may have a material adverse effect on our financial
condition and results of operations”, “We have had difficulties obtaining some of the permits for
which we have applied, and have not yet applied for other permits that are required for the
erection of our antenna sites. These difficulties could continue and therefore affect our ability to
erect or maintain antenna sites. This could have an adverse effect on the extent, quality and
capacity of our network coverage and may result in criminal or civil liability to us or to our
officers and directors” and “Recent statements by the Israeli Commissioner of Restrictive Trade
Practices have indicated that he may seek a change to the law that could result in increased anti-
trust regulation of the mobile telephone industry in Israel, which could have a material adverse
effect on our revenues and financial results”.

Financial Results for the Year Ended December 31, 2004

For the year ended December 31, 2004, we had total revenues of NIS 5,141 million
(US$1,193 million), up by 15.1% from NIS 4,468 million for 2003; operating profit of NIS
1,019 million (US$237 million), up by 19.2% from NIS 855 million for 2003; and net income of
NIS 472 million (US$109 million), down by 59.4% from NIS 1163 million for 2003. At
December 31, 2004, we had approximately 2.340 million subscribers, compared to 2.103 million
subscribers at December 31, 2003; average monthly minutes of use per subscriber for the year
ended December 31, 2004 was 286, up by 3.2% from 277 for 2003; and average monthly
revenue per subscriber including inroaming for the year ended December 31, 2004 was NIS 170
(US$39), down by 0.6% from NIS 171 for 2003. For more information, see the 2004 Results
Announcement incorporated by reference herein.

Repurchase of Shares from Founding Israeli Shareholders

In February 2005, we accepted an offer from our founding Israeli shareholders, Elbit
Ltd., Eurocom Communications Ltd., Polar Communications Ltd. and Matav Cable Systems
Media Ltd., who together hold approximately 22.5% of our outstanding shares. By accepting the
offer, we agreed, subject to certain conditions, including (i) the receipt of financing, (ii) approval
by our shareholders, and (iii) approvals by the Ministry of Communications and certain
amendments to our general license, to purchase all of the 31.7 million Partner shares held by
Elbit, Eurocom and Polar, representing 17.2% of our outstanding shares. We have received the
requested approvals and amendment from the Ministry of Communications. In the event of the



repurchase of all their shares, the holdings of our major shareholder, Hutchison
Telecommunications International Limited, would be increased from 42.9% to 51.8%.

Pursuant to this offer, Matav also has an option to sell its Partner shares to us. In the
event that Matav elects to sell these shares, the total number of shares sold to us would increase
to 33.3 million Partner shares (18.1% of our outstanding shares), the holdings in Partner of
Matav would be reduced to 1.3% and the holdings in Partner of Elbit, Eurocom and Polar would
be reduced to 2.1%, 1.5% and 0.5%, respectively (instead of selling all their shares), while the
holdings of Hutchison would be increased from 42.9% to 52.4%.

The price per share at which we would acquire these shares will range from
approximately NIS 31.04 to NIS 32.22 per share and will be determined prior to our
shareholders meeting that will be convened to approve the repurchase. A portion of the net
proceeds of this offering may be used to pay the purchase price. These share repurchases were
approved by our audit committee and by our board of directors, but are subject to approval by
our shareholders at an extraordinary meeting of our shareholders, including the required majority
under the Companies Law for an extraordinary transaction with a controlling shareholder.

Amendment to our General License

On March 9, 2005 our general license was amended. The principal elements of this
amendment are as follows:

e  QOur founding shareholders and their substitutes must hold, in the aggregate, at least
26% of each of our means of control.

e Israeli entities from among our founding shareholders and their substitutes must hold
at least 5% of our issued share capital and of each of our means of control. For this
purpose, “dormant shares” (as defined in Section 308 of the Companies Law, 1999)
held by us are not taken into account.

o “Israeli entities” are defined as individuals who are citizens and residents of Israel
and entities formed in Israel and controlled, directly or indirectly, by a citizen and
resident of Israel, provided that indirect control is only through entities formed in
Israel, unless otherwise approved by the Israeli Prime Minister or Minister of
Communications.

o At least 10% of the board of directors must be appointed by Israeli entities, as
defined above, provided that if the board is comprised of up to 14 members, only one
such director must be appointed, and if the board of directors is comprised of
between 15 and 24 members, only two such directors must be appointed.

e A new board committee shall be formed to deal with security matters. Only directors
with the required clearance and deemed appropriate by Israel’s General Security
Service may be members.

e The Minister of Communications shall be entitled to appoint an observer to the board
of directors and its committees, subject to certain qualifications and confidentiality
undertakings.

This amendment will become effective on the date the Company notifies the Israeli
Ministry of Communications that it has met the requirements set out in the License amendment
and in any event no later than June 30, 2005.



Discontinuation of Negotiations Relating to Proposed Investment in Matav

On March 15, 2004, we announced that we had entered into a non-binding memorandum
of agreement with Matav Cable Systems Media Ltd., or Matav, and its shareholders, Dankner
Investments Ltd. and Delek Investments and Properties Ltd., to invest $137 million in Matav for
approximately a 40% share of Matav’s equity. Matav is one of three operators of broadband
cable television services in Israel. The memorandum of agreement has since expired, and we
have discontinued negotiations regarding this transaction.

1.8 Summary Terms of the Offer

The following summary is not intended to be complete. For a more detailed description
of the Notes, see section 1.16 to this Prospectus.

MALUTILY .ottt
Interest Rate.....ccooevevvveeiiiiiiiiiiiiiiiiiiiiieieiiieeiies

Interest Payment Dates............ccccoeeeiiveniennnee.

LAINKAZE ...eovieieeiieriieie ettt

Partner Communications Company Ltd. (the
“Issuer”)

Series A Notes in the principal amount of up
to NIS 2.0 billion par value out of a total series
of NIS 2.5 billion.

Principal payable in 12 equal quarterly
instalments on the the last day of each
calendar quarter from June 30, 2009 through
March 31, 2012.

March 31, 2012.
4.25% per annum.

Quarterly payments on the last day of each
calendar quarter from June 30, 2005 through
March 31, 2012.

Principal and interest on the Notes will be
linked to the Israeli consumer price index
published for the month of February, 2005.

Unsecured debt.

We intend to use the net proceeds from the
offering of the Notes first to repay our existing
credit facility, although we intend to retain
certain of our long-term loans as part of our
new credit facility. Thereafter, we intend to
use the net proceeds of the offering, together
with proceeds from our new credit facility, and
subject to any required shareholder and other
corporate approvals, (i) to repurchase between
31.7 million and 33.3 million of our
outstanding shares held by our Israeli founding
shareholders at a price per share that will
range from approximately NIS 31.04 to NIS
32.22 per share and will be determined prior to
our shareholders meeting that will be
convened to approve the repurchase, (ii) to
redeem our Notes due 2010 pursuant to their
terms and/or (iii) for general corporate



purposes. In the event any one or more of the
foregoing uses of proceeds do not receive all
required approvals, the net proceeds from the
offering of the Notes will be used for those use
or uses for which required approvals have
been obtained and/or for general corporate

purposes.
Rating of Securities offered............ccceeeveneene Ma’alot: AA-; Midroog: Aa2
Governing Law........cccooceevevinienenenieneneeenn Israel.

TIUSLEE ...t Union Bank Trust Co. Ltd.

1.9 Summary Consolidated Financial Data

The following table sets forth our summary consolidated financial data for the years
ended and as at December 31, 2002, 2003 and 2004. The summary consolidated financial data
for the years ended and as at December 31, 2002, 2003 and 2004 is based on financial statements
that have been prepared in accordance with US GAAP and audited by Kesselman & Kesselman,
independent certified public accountants in Israel and a member of PricewaterhouseCoopers
International Limited. You should read this summary financial data together with our
consolidated financial statements and the notes to those statements, together with “Item 5.
Operating and Financial Review and Prospects” included in our 2003 20-F and our 2004 Results
Announcements incorporated by reference herein.

Year ended December 31,

2002 2003 2004 2004
Convenience
translation into US
New Israeli Shekels dollars

In thousands

Statement of Operations Data

Revenues, Net.........coeceeeruereeieieieieieieieiens 4,054,563 4,467,719 5,140,737 1,193,300
Cost of revenues ................ 3,069,458 3,136,456 3,615,014 839,140
Gross profit 985,105 1,331,263 1,525,723 354,160
Selling and marketing expenses...... 308,079 314,008 325,244 75,498
General and administrative expen 143,594 162,387 181,133 42,045
Operating profit .. . 533,432 854,868 1,019,346 236,617
Financial eXpenses, Net ...........cceeevvererrerennes 445,180 321,710 260,545 60,479
Loss on impairment of investments

in non-marketable securities 4,054 3,530 - -
Income before tax 84,198 529,628 758,801 176,138

Tax benefit (tax expenses) -—- 633,022 (287,248) (66,678)
Net income ........cceeveeeennenee. 84,198 1,162,650 471,553 109,460
Other Financial Data
Capital expenditures, net ") 556,376 232,293 600,944 139,495
Ratio of earnings to fixed charges 1.25 2.56 4.04 4.04
Pro forma ratio of earnings to fixed

Charges™® .....ovvveeeeeeeeeeeeeeeeee s N/A N/A 430 430
Non-GAAP Financial Measures
EBITDA @) ..o 1,052,240 1,379,830 1,575,996 365,830
Ratio of EBITDA to financial expense .. 24 4.3 6.0 6.0
Ratio of long-term debt to EBITDA ...... 3.1 1.8 1.2 12
Statement of Cash Flows Data
Net cash provided by operating

ACHVITIES v 682,191 1,031,492 1,272,802 295,450
Net cash used in investing activities ... (815,968) (376,769) (673,616) (156,364)
Net cash provided by (used in)

financing activities .........cocevveervereirreienenens 129,865 (652,309) (598,349) (138,892)



Year ended December 31,

Balance Sheet Data (at year end)
CUITENE ASSELS...veeuveenreenrienieieeieeeeeieereeireeaeens
Investments and long-term receivables............

Fixed assets, net
License and deferred charges, net

Deferred Income taxes................oeuevnnnnne

Total ASSELS ..eveveveeereerieiciieeeieeeeeeeeeeee

Current liabilities ..............coceveiiinininn

Long-term liabilities .........cccccceevieveiinieienens
Total Habilities ........cccvveerereerreierieeieicieeeene

Shareholders’ equity (capital

defiCIeNnCY) . cc.evvervenenienicieieeieeceee
Total liabilities and shareholders’

equity (net of capital deficiency)................

Reconciliation Between Operating
Cashflows and EBITDA

Net cash provided by operating
activities

Liability for employee rights upon
retirement

Accrued interest, exchange and linkage
differences on long-term liabilities

Amount carried to deferred charges

Accrued interest, exchange and
linkeage differences on security

deposit

Increase (Decrease) in accounts
receivable:

Trade

Other

Decrease (Increase) in accounts
payable and accruals:

Trade

Other

Increase (Decrease) in inventories
Increase in asset retirement obligation
Financial expenses (*)

EBITDA

2002 2003 2004 2004
Convenience
translation into
New Israeli Shekels US dollars
In thousands
816,416 865,319 1,057,148 245,392
165,815
45,991 72,630 38,490
1,864,511 1,694,584 1,843,182 427,851
1,269,348 1,325,948 1,325,592 307,705
-- 413,752 94,442 21,922
3,996,266 4,372,233 4,486,179 1,041,360
735,153 760,256 859,741 199,568
3,357,497 2,536,413 2,039,363 473,390
4,092,650 3,296,669 2,899,104 672,958
(96,384) 1,075,564 1,587,075 368,402
3,996,266 4,372,233 4,486,179 1,041,360
Year ended December 31,
2002 2003 2004 2004
Convenience
translation into
New Israeli Shekels US dollars
In thousands
682,191 1,031,492 1,272,302 295,450
(18,632) (15,540) (16,302) (3,784)
(91,027) 67,438 10,258 2,381
3,805 = - -
6,925 (8,877) - ---
56,638 (22,721) 225,360 52,428
8,056 5,557 13,615 3,160
(31,909) 93,444 (135,600) (31,476)
(14,796) (47,541) (41,613) (9,659)
12,996 (34,647) (1,205) (280)
(1,228) (464) (108)
437,993 312,453 248,645 57,718
1,052,240 1.379.830 1,575,996 365.830
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costs.

Capital expenditures, net - represents fixed assets purchased net of retirements and sales.
See section 1.12 (Ratio of Earnings to Fixed Charges) below.

EBITDA represents earnings before interest, taxes, depreciation, amortization,
exceptional items and capitalization of intangible assets. EBITDA is presented because it
is a measure commonly used in the telecommunications industry and is presented solely
to enhance the understanding of our operating results. EBITDA, however, should not be
considered as an alternative to operating income or income for the year as an indicator of
our operating performance. Similarly, EBITDA should not be considered as an alternative
to cash flows from operating activities as a measure of liquidity. EBITDA is not a
measure of financial performance under generally accepted accounting principles and
may not be comparable to other similarly titled measures for other companies. EBITDA
may not be indicative of our historic operating results; nor is it meant to be predictive of
potential future results. The EBITDA figures presented above are substantially the same
as those resulting from the calculation of Consolidated Adjusted EBITDA using US
GAAP components as required under the indenture governing our Notes due 2010.

Financial expenses excluding any charge for the amortization of pre-launch financial

Year Ended December 31, 2004 as Adjusted for the Refinancing

On an unaudited basis, as adjusted to reflect the Refinancing as if these transactions had

occurred on January 1, 2004, for the year ended December 31, 2004, our ratio of EBITDA to
financial expense would have been 5.4, and our ratio of long-term debt to EBITDA would have

been 2.0.
1.10  Summary Operating Data
At December 31,
Industry Data 2002 2003 2004
Estimated population of Israel (in thousands) W 6,631 6,757 6,885
Estimated mobile telephone subscribers in Israel (in
thouSaNdS) @ ... 6,333 6,674 7,262
Estimated Israeli mobile telephone penetration ™ ...... 96% 99% 105%
Year ended December 31,
Partner Data 2002 2003 2004
Subscribers (000’s) (at period end) 1,837 2,103 2,340
Prepaid ......cooceeveiniiniiiienes 540 639 700
Postpaid.......c.cceeververienieennennn. 1,004 1,117 1,207
Business .......cccceeeevveenveeeerieens 293 347 433
Share of total Israeli subscribers (at period end) © 29% 31% 32%
Average monthly usage per subscriber (mins.) 280 277 286
Average monthly revenue per subscriber including
inroaming (NIS) 7 .......ccoevvnve.. 183 171 170
Churn rate ® ....coooooviieres 10.9% 13.6% 12%

Subscriber acquisition costs per subscriber (NIS) @ 470 362 295



Estimated coverage of Israeli population

(at period end) "© ..o 97% 97% 97%

Number of operational base stations (at period end) 2,035 2,138 2,243
Number of microsites out of total number of

operational base stations (at period end) 726 729 723

Number of employees (full time equivalent)

&)
2

3)

“)

(&)
(6)

(7

®)

€))

(at period end) "o 2,685 2,769 3,164

The estimated population of Israel at December 31, 2002 is published by the Central
Bureau of Statistics in Israel. The figures for 2003 and 2004 are our estimates.

We have estimated the total number of mobile telephone subscribers in Israel from
information contained in published reports issued by, and public statements made by,
Pelephone and Cellcom or by their shareholders and from Partner subscriber data at
December 31, 2002, 2003 and 2004.

Total number of estimated mobile telephone subscribers in Israel expressed as a
percentage of the estimated population of Israel. This includes dormant subscribers as
well as subscribers who are not included in the Israeli population figures, such as
Palestinians, new immigrants, and foreign workers.

In accordance with general practice in the mobile telephone industry, we use the term
"subscriber," unless the context otherwise requires, to indicate a telephone, rather than
either a bill-paying network customer, who may have a number of telephones connected
to the network, or a mobile telephone user who may share a single telephone with a
number of other users. "Subscriber" includes our prepaid customers. References to the
number of subscribers are stated net of subscribers who leave or are disconnected from
the network, or who have not generated revenue for the Company for a period of over six
consecutive months ending at a reporting date.

Total number of our subscribers expressed as a percentage of the estimated total number
of Israeli subscribers.

We have calculated our average monthly usage per subscriber by (i) dividing, for each
month in such period, the total number of minutes of usage, excluding in-roaming usage,
during such month by the average of the number of our subscribers, and (ii) dividing the
sum of such results by the number of months in the relevant period.

We have calculated our average monthly revenue per subscriber by (i) dividing, for each
month in such period, our revenue during such month, excluding revenue from equipment
sales and including revenue from foreign Global System for Mobile Communications, or
GSM, network operators for calls made by their roaming customers while in Israel using
our network, by the average of the number of our subscribers, and (ii) dividing the sum of
such results by the number of months in the relevant period. We have presented the
amounts in NIS.

We define the "churn rate" as the total number of subscribers who disconnect from our
network, either involuntarily or voluntarily, in a given period expressed as a percentage
of the average of the number of our subscribers at the beginning and end of such period.
Our churn rate includes subscribers who have not generated revenue for us for a period of
the last six consecutive months ending at a reporting date. Involuntary churn includes
disconnections due to non-payment of bills or suspected fraudulent use, and voluntary
churn includes disconnections due to subscribers switching to a competing mobile
telephone network or terminating their use of our services. From July 2002, we refined
our criteria for reporting active subscribers. We also included in churn those subscribers
who have generated minute revenues for us in this period, which was generated only from
incoming calls directed to their voice mail

Subscriber acquisition costs (SAC) include mainly handset and car kit costs, net of
revenues received from sales of handsets, referred to as ‘“handset subsidies”’, and
commissions paid to dealers, distributors and sales personnel. Subscriber acquisition
costs per subscriber are calculated by dividing the subscriber acquisition costs incurred
during the reporting period by the number of subscribers acquired in the reporting period.



(10)

(1)

The aforementioned components of SAC are included in our consolidated financial
statements as follows:

handset and car kit costs — in ‘“cost of revenues”’; commissions paid to dealers,
distributors and sales personnel — in “selling and marketing expenses”; and revenues
received from sales of handsets — in “revenues, net”.

We measure coverage using computerized models of our network, radio propagation
characteristics and topographic information to predict signal levels at two meters above
ground level in areas where we operate a cell site. According to these coverage results,
we estimate the population serviced by our network and divide this by the estimated total
population of Israel. Estimates are published by the Central Bureau of Statistics in Israel.
A full-time employee is contracted to work a standard 186 hour month. Part-time
employees are converted to full-time equivalents by dividing their contracted hours per
month by the full-time standard. The result is added to the number of full-time employees
to determine the number of employees on a full-time equivalent basis.

Exchange Rate Data

The following table sets forth, for the years indicated, exchange rates between the shekel

and the US dollar, expressed as shekels per US dollar and based upon the daily representative rate
of exchange on the last day of each year as published by the Bank of Israel.

2000 2001 2002 2003 2004

Average (1) 4.077 4.220 4.736 4.512 4.480
High 4.198 4416 4.994 4.924 4.634
Low 3.967 4.067 4.437 4.283 4.308
End of period 4.041 4416 4.737 4.379 4.308

(1) Calculated based on the average of the exchange rates on the last day of each
month during the relevant period.

September October November December  January February

2004 2004 2004 2004 2005 2005
High  4.517 4.481 4.453 4.374 4414 4.392
Low 4.478 4.430 4.363 4.308 4.308 4.357

On March 10, 2005, the exchange rate was NIS 4.313 per US dollar as published by the

Bank of Israel.



1.11 Risk Factors

You should carefully consider all of the information contained in and incorporated by
reference into this prospectus and, in particular, the following risk factors when deciding
whether to invest in the Notes. The risk and uncertainties described in the risk factors below are
not the only ones we face. Additional risks and uncertainties that we are not aware of or that we
currently believe are immaterial may also adversely affect our business, financial condition,
results of operations and our liquidity.

Risks Related to Our Company

We operate in a highly regulated telecommunications market which limits our flexibility to
manage our business. In particular, the regulator’s decisions may materially adversely
affect our results of operations.

Our business is highly regulated. We are subject to government regulation regarding
telecommunications licenses, antitrust, frequency allocation and costs and arrangements
pertaining to interconnection and leased lines. Our business and operations could be adversely
affected by changes in laws, regulations or government policy affecting our business activities,
such as decisions by the regulator:

e reducing call and/or SMS termination tariffs. (See above under the heading
“We may be adversely affected by regulatory developments relating to
interconnect tariffs”);

e changing the method of calculating call duration;

e increasing the rate of royalties to be paid to the State of Israel;

e broadening the range of the types of revenues on which royalties are paid;

e setting policies and imposing new regulations governing electronic trade and
content services, including 3G content services;

e initiating number portability affecting the cellular market in Israel. (See below
under the heading “We may be adversely affected by regulators development
relating to number portability™);

e changing the regulation affecting our roaming business; and

e otherwise limiting the prices that we may charge our customers.

Further risks and uncertainties result from the fact that changes in such laws, regulations
or government policy may not be adopted or implemented in the manner that we expect and may
be further amended, interpreted or enforced in an unexpected manner or in a manner adverse to

us.

We may be adversely affected by regulatory developments relating to interconnect tariffs.

The Ministry of Communications reduced call termination tariffs from NIS 0.50 per
minute to NIS 0.45 per minute at the beginning of 2003. In addition, the Ministry of
Communications amended our license and the relevant regulations, reducing SMS termination
tariffs from NIS 0.38 to NIS 0.285 effective May 1, 2004.

In November 2004, the Ministry of Communications issued regulatory changes further
reducing call termination tariffs, effective March 1, 2005, from NIS 0.45 to NIS 0.32, with
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additional reductions mandated as follows: effective March 1, 2006, to NIS 0.29 per minute;
effective March 1, 2007, to NIS 0.26 per minute; and effective March 1, 2008, to NIS 0.22 per
minute. At the same time, the Ministry of Communications reduced SMS termination tariffs,
effective March 1, 2005, from NIS 0.285 to NIS 0.05, with an additional reduction mandated
effective March 1, 2006 to NIS 0.025. We have implemented cost-cutting measures and are
considering additional cost-cutting measures as well as price increases and repackaging our tariff
plans. Depending on the effectiveness of such steps, and other factors such as general market
conditions, these regulatory changes may adversely affect our revenues and profits.

At the same time as it announced the regulatory changes described above, the Ministry of
Communications also indicated that it intends to start implementing a process to bring about
unification of rates for calls terminating on- and off- an operator’s network and that it intends to
hold preliminary hearings with the cellular operators in Israel on this matter in 2005.
Additionally, the Ministry of Communications announced that billing units will be reduced from
the present intervals of up to 12 second units to 1 second intervals effective December 31, 2008.
These changes, if implemented, could also adversely affect our revenues and profits.

Recent statements by the Israeli Commissioner of Restrictive Trade Practices have
indicated that he may seek a change in the law that could result in increased anti-trust
regulation on the mobile telephone industry in Israel, which could have a material adverse
effect on our revenues and financial results.

In recent statements, the Israeli Commissioner of Restrictive Trade Practices has
expressed his view that the mobile telephone industry in Israel operates as an oligopoly and that
the Israeli government should intervene to regulate prices. In part, the Commissioner based his
statements on the increase in prices by the mobile telephone operators as a result of the Ministry
of Communications’ decision to lower call termination tariffs. The chairman of the Knesset’s
Economic Committee announced that the committee would act to declare the mobile telephone
operators as an oligopoly. Such a finding could result in increased regulatory intervention
(including with regard to tariffs and tariffing practices), apply certain limitations on our conduct
and attract litigation.

Additional regulation, including as a result of our being declared, together with the other
mobile telephone operators in Israel, as part of an oligopoly, could materially and adversely affect
our revenues and our financial results.

We have had difficulties obtaining some of the permits for which we have applied, and
have not yet applied for other permits that are required for the erection of our antenna
sites. These difficulties could continue and therefore affect our ability to erect or maintain
antenna sites. This could have an adverse effect on the extent, quality and capacity of our
network coverage and may result in criminal or civil liability to us or to our officers and
directors.

Our ability to maintain and improve the extent and quality of our network coverage
depends in part on our ability to obtain appropriate sites and approvals to install our network
infrastructure, including antenna sites. The erection and operation of most of these antenna sites
require building permits from local or regional zoning authorities, as well as a number of
additional permits from governmental and regulatory authorities, such as:

e erection and operating permits from the Ministry of the Environment;

e permits from the Civil Aviation Authority, in certain cases; and

e permits from the Israeli Defense Forces.
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In addition, as part of our 3G network build out, we are erecting additional antenna sites and
making modifications to our existing antenna sites, for which we require new consents and
approvals.

Like our competitors, we have experienced difficulties in obtaining some of these
consents and permits, especially from local building authorities. As of December 31, 2004,
approximately 30% of our antenna sites were operating without local building permits. A
substantial portion of these are microsites. We believe that a portion of the sites operating
without permits from local authorities do not require local building permits under the Planning
and Building Law 1965. If we continue to experience difficulty in obtaining approvals for the
erection of antenna sites, this could adversely affect our existing network, delay the erection of
additional antenna sites to our network and adversely impact our 3G network build-out. This
difficulty could have an adverse effect on the extent, quality and capacity of our network
coverage and on our ability to continue to market our products and services effectively. Our
inability to resolve these issues in a timely manner could also prevent us from achieving or
maintaining the network coverage and quality requirements contained in our license.

In addition, we, like the other mobile telephone operators in Israel, provide repeaters,
also known as bi-directional amplifiers, to subscribers seeking an interim solution to weak signal
reception within specific indoor locations. In light of the lack of a clear policy of the local
planning and building authorities, and in light of the practice of the other mobile telephone
operators, we have not requested permits under the Planning and Building Law for the repeaters.
However, we have received from the Ministry of Communications an approval to connect the
repeaters to our communications network. We have also approached the Ministry of the
Environment, asserting that no permits are necessary for the repeaters, based on the Ministry’s
previous advice that permits are not necessary for devices with comparable levels of emission
called “Fixed Cellular Terminals”. If the local planning and building authorities determine that
permits are necessary for the installation of these devices, it could have a negative impact on our
ability to obtain permits for our repeaters.

The erection of an antenna site without a required local building permit is a violation of
the Planning and Building Law, 1965 and, in some cases, has resulted in a demolition order
being imposed on us and in the filing of criminal charges and civil proceedings against us and
our officers and directors. We may be further faced with additional demolition orders, monetary
penalties and criminal charges, including against our officers and directors.

There are alleged health risks related to antenna sites and the use of mobile
telecommunications devices, including handsets. The actual or perceived health risks of
mobile telephone communications devices could have a material adverse effect on our
business, operations and financial condition.

A number of studies have been conducted to examine the health effects of wireless phone
use and antenna sites, and some of the studies have been construed as indicating that wireless
phone use causes adverse health effects. Media reports have suggested that radio frequency
emissions from antenna sites, wireless handsets and other mobile telecommunication devices
may raise various health concerns, and may interfere with various electronic medical devices,
including hearing aids and pacemakers. Several lawsuits have been filed against operators and
other participants in the wireless industry alleging adverse health effects and other claims
relating to radio frequency transmissions to and from handsets and other mobile
telecommunications devices. We may be subject to potential future litigation relating to these
health concerns.

The actual or perceived health risks of mobile telephone communications devices could

have a material adverse effect on our business, operations and financial condition, including
through exposure to potential liability, a reduction in subscribers, reduced usage per subscriber
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and increased difficulty in obtaining sites for base stations. Furthermore, we do not expect to be
able to obtain insurance with respect to such liability

In connection with certain building permits, we may also be required to indemnify certain
planning committees in respect of claims against them relating to the depreciation of
property values or to alleged health damage that result from antenna sites, which may have
a material adverse effect on our financial condition and results of operations

The extent of our potential liability in connection with alleged health risks relating to
antenna sites or in connection with alleged depreciation in the value of nearby properties as a
result of the building of antenna sites may be increased as a result of a number of developments.
First, since National Building Plan 36 was approved, some planning committees have started to
require that, as a precondition for issuing new permits for antenna sites, we submit an undertaking
to indemnify the committee against claims for depreciation in the value of nearby properties as a
result of issuing a permit to build, and the building of, antenna sites. Our position, like that of the
other mobile network operators, is that under existing law and the National Building Plan, the
planning committees have no authority to require us to submit such an undertaking. Recently, our
position received support in a judicial decision of the District Court of Tel Aviv. However, the
National Council for Planning and Building decided to add the requirement described above to
National Building Plan 36 itself. In order for such a requirement to be included in the National
Building Plan and to become effective, it has to be approved by a Governmental Ministers
Committee. At this stage we cannot predict whether such a requirement will become effective.
However, if it will eventually become effective it may have a material effect on our financial
condition and results of operations.

Second, legislation is pending in the Knesset which, if enacted, would require that, as a
precondition for issuing building permits for antenna sites, we submit an undertaking to
indemnify the building and planning committee against claims for both depreciation in the value
of nearby properties and health damage that result from the issuance of a permit to build, and the
building of, antenna sites. According to the pending legislation, we would be required to submit
such an undertaking also in relation to antenna sites for which we had obtained building permits
prior to the date the pending legislation takes effect.

The pending legislation also provides that in a class action claim regarding damage to
health from any antenna sites, a defendant would have the burden of proving that the damage to
health was not caused by such sites. The pending legislation also provides absolute liability for
offenses committed and prescribes liability for officers of a company violating such law. For
more information, see Risk Factor under the heading “We have had difficulties obtaining some
of the permits for which we have applied, and have not yet applied for other permits that are
required for the erection of our antenna sites. These difficulties could continue and therefore
affect our ability to erect or maintain antenna sites. This could have an adverse effect on the
extent, quality and capacity of our network coverage.” If the pending legislation becomes
effective, it may have an adverse effect on our financial condition and results of operation.

Competition from existing competitors may require us to increase our subscriber
acquisition and customer retention costs and increase our churn rate.

We compete primarily with Cellcom and Pelephone, two of the other mobile telephone
network operators in Israecl. Because of the ease of switching between cellular operators, we
have already faced and may continue to face an increase in our churn rate and may be forced to
increase our customer retention costs, including subsidies towards upgrades of subscribers’
handsets, in order to retain our subscribers. These developments may adversely affect our market
share, financial condition and results of operations.
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During 2003, Cellcom and Pelephone launched new technologies enabling faster
transfers of data: EDGE technology, in the case of Cellcom, and CDMA-1X, in the case of
Pelephone. In 2004, further technological enhancements were introduced by our competitors,
Cellcom announcing commercial service over UMTS spectrum and Pelephone announcing the
implementation and commercial offering of EV-DO technology. If Cellcom or Pelephone
successfully maximizes the potential of these technologies before we benefit from our 3G
technology, we will be at a competitive disadvantage.

To the extent that fixed-line telephones are used instead of mobile telephones, we also
compete with Bezeq, the incumbent public fixed-line operator in Israel. Bezeq completed during
2004 its acquisition of 100% of the shares of Pelephone, and that may enable Pelephone to offer
combined packages of fixed-line, mobile telephone and other telecommunication services. If
any of our other competitors is granted a fixed-line telephone service license or acquires or
cooperates with a fixed-line operator, we may be at a competitive disadvantage relative to
operators who may be able to offer combined packages of fixed-line, mobile telephone and other
communications services. Recently, a company jointly owned by the three cable companies in
Israel launched fixed-line telephone service on a very limited basis. We may also face
competition from additional fixed-line operators, if additional fixed-line licenses are granted.
The Ministry of Communications may also choose to grant additional mobile telephone operator
licenses, which may further intensify competition in the mobile market in Israel. Increased
competition may require us to increase our subscriber acquisition and customer retention costs.
Competition may also limit our ability in the future to increase tariffs, or cause us to reduce
tariffs. We experienced a material increase in churn in each of 2002 and 2003. Although we
experienced slightly lower churn in 2004 as compared to 2003, we may face a greater churn rate
in 2005 than that experienced in 2004. Competition, including increased competition resulting
from the introduction of number portability, may further increase our level of churn.

We expect our subscriber growth rate, and consequently our revenue growth rate, to slow,
because Israel’s mobile telephone services market is highly penetrated, making it more
difficult for us to obtain new subscribers than in the past.

Although Israel’s mobile telephone services market has experienced substantial growth,
and we have experienced substantial subscriber growth since our commercial launch in 1999, the
Israeli market for mobile telephone services is now highly penetrated, and we expect the growth
of the overall Israeli market and of our own subscriber base to be slower than in the past.
According to data from the Central Bureau of Statistics, the population of Israel at September 14,
2004 was approximately 6.8 million. According to a recent report issued by a research company,
at December 31, 2004, Israel’s mobile telephone market penetration is estimated to be 105%,
although this includes dormant subscribers as well as subscribers who are not included in the
Israeli population figures, such as Palestinians, new immigrants, and foreign workers. Because
the Israeli market for mobile telephones is highly penetrated, it will not grow at the same rate as
in the past, and our own subscriber growth will not develop at the same rate as in the past.
Similarly, whereas in the past our revenue growth has largely resulted from growth in the overall
market, our future revenues will depend significantly on our ability to retain existing subscribers
and to attract subscribers from the other mobile telephone network operators. While our market
share, based on internal estimates, has increased from approximately 13% of Israeli mobile
subscribers at December 31, 1999 to approximately 32% at December 31, 2004, our market
share growth has slowed since 2003, and we expect this trend to continue.

Delays in the development of handsets, services and network compatibility and components
may hinder the deployment of 3G technology. If we are unable to successfully develop our
3G network or attractive services for our subscribers, our results of operations will be
adversely affected.

Our operations depend in part upon the successful deployment of continuously evolving
mobile telecommunications technologies, including 3G technology. We have selected Nortel
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Networks to supply the infrastructure necessary to build-out our 3G network. We were one of
the first 3G networks in the world to be built with Nortel equipment, and we cannot assure you
that Nortel will be able to successfully deliver all of the requirements of our network, including
interoperability with our existing GSM network. Commercially viable 3G handsets may not be
available in the timeframe required or in the amounts needed. If we cannot obtain reasonably
priced devices, technologically proven network equipment or software with sufficient
functionality or speed from Nortel or other suppliers, or if we experience delays in the delivery
or functional deployment of devices, handsets and related network equipment or software, our
ability to further develop our 3G network, and our customers’ ability to access it, will be
impaired.

We also rely on applications developers to develop services that will stimulate demand
for our 3G network. We cannot predict whether customer demand will develop as expected. If
applications developers fail to develop such services, or experience delays in their development
of such services, our ability to generate revenues from our 3G network will be adversely
affected.

3G technology is newer and has less mature standards than second generation
technology. We may not be able to roll-out or operate new technologies to perform as expected
or as favorably when compared to existing or emerging competing communications
technologies.

Establishing a 3G network and developing services requires investing substantial capital
resources. There is no assurance that subscribers will adopt 3G services, how widespread the
usage of these new services will be, how many subscribers will be willing to pay for these
services and new devices and whether the revenue generated from these services will justify the
costs involved in establishing and operating our 3G network. If we are unable to develop our 3G
network or services attractive to our subscribers, we may be required to write-off all or a portion
of our investment and our results of operations would be adversely affected

The telecommunications industry is subject to rapid and significant changes in technology
which could reduce the appeal of our services.

We may face competition from existing or future technologies, including fixed-line and
cordless technologies, satellite-based personal communications services, private and shared radio
networks, wireless broadband access services, voice over Internet Protocol services and other
communications services that have the technical capability to handle mobile telephone calls and
to interconnect with the fixed-line telephone network. The effect of emerging and future
technological changes, including the convergence of technologies, on the viability or
competitiveness of our network cannot be accurately predicted. We cannot assure you that the
technologies we employ or intend to employ, including 3G technology, will not become obsolete
or subject to competition from new technologies in the future.

Our business, financial condition and results of operations could be adversely affected if we
have underestimated future capital requirements or overestimated anticipated revenue and
profits.

We expect to incur capital expenditures in maintaining our existing network and building
out our 3G network and increasing the capacity of our existing network. We began building out
national coverage of our 3G network at the end of 2003. At the end of 2004, our 3G network
covered approximately 60%, and currently covers approximately 85%, of the Israeli population.
We intend to cover over 90% of the Israeli population by the end of 2005 at a cost in 2005 of
approximately $100 million. Although at present we believe we have a fully funded business
plan, we may have underestimated our future capital requirements or overestimated our future
revenues and operating profits in the build-out and operation of a third generation network. If we
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have underestimated our future capital requirements or overestimated our future revenues and
operating profits, our future business, financial condition and results of operations could be
adversely affected.

We may be required in the future to offer access to our network infrastructure to other
operators. This may lower the entry barriers for potential new competitors and adversely
affect our financial condition and our ability to provide services to our subscribers.

Under the Communications Law (Telecommunications and Broadcasting), 1982, the
Ministry of Communications has the power to require us, like the other telephone operators in
Israel, to offer access to our network infrastructure to other operators. Our license also requires
us, upon demand by the Minister of Communications, to permit other operators to provide
telecom services using our network. Access to our network would lower the entry barriers for
potential new competitors and increase the likelihood of additional new competitors entering the
mobile telephone market in Israel. Our capacity is limited, and if we are required to allocate
capacity to other operators, the services to our subscribers may be harmed. If we fail to agree
with new operators that are given access to our network regarding the tariffs for the usage of our
infrastructure, the Ministry of Communications may determine those tariffs. If the Ministry of
Communications sets those tariffs too low, this may adversely affect our financial condition.

QOur company is controlled by a small number of shareholders and may in the future be
controlled by a single shareholder.

On December 31, 2004, our principal shareholders, comprising our founding
shareholders Hutchison Telecommunications International Limited, Elbit Limited, Matav-Cable
Systems Media Ltd., Eurocom Communications Ltd., and Polar Communications Ltd.
collectively held approximately 65% of our shares. Hutchison indirectly owned approximately
43% of our shares, Elbit owned approximately 8.7%, Matav indirectly owned approximately
5.3%, Eurocom owned approximately 6.3% and Polar owned approximately 2.3%. In February
2005, we accepted an offer from Elbit, Eurocom, Polar and Matav pursuant to which we agreed,
subject to certain conditions, including (i) the receipt of financing, (ii) approval by our
shareholders, and (iii) approval by the Ministry of Communications and certain amendments to
our general license, to purchase all of the 31.7 million Partner shares held by Elbit, Eurocom and
Polar. In the event of the repurchase of all their shares, the holdings of Hutchinson would be
increased from 42.9% to 51.8%. We have received the approvals and amendment to our general
license from the Ministry of Communications lowering the required minimum Israeli holdings to
5%.

Pursuant to this offer, Matav also has an option to sell its Partner shares to us. In the
event that Matav elects to sell these shares, the total number of shares sold to us would increase
to 33.3 million Partner shares (18.1% of ordinary shares), the holdings in Partner of Matav
would be reduced to 1.3% and the holdings in Partner of Elbit, Eurocom and Polar would be
reduced to 2.1%, 1.5% and 0.5%, respectively (instead of selling all their shares), while the
holdings of Hutchison Whampoa Limited would be increased from 42.9% to 52.4%.

Each of our current principal shareholders is currently a party to a relationship agreement
relating to its investment in our company which governs their collective relationship as
shareholders of Partner. This relationship agreement sets forth, among other things, each of these
parties’ rights and obligations among themselves with respect to the composition of our Board of
Directors, the transfer of shares and other material issues pertaining to their investment in our
company. The relationship agreement is expected to be amended upon completion of the
repurchase of shares from our founding Israeli shareholders.

These principal shareholders together have the ability to influence our business through
their ability as a group to control all actions that require shareholder approval and through their
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representatives on our Board of Directors. They are not obligated, however, to provide us with
financial support or to exercise their rights as shareholders in our best interests or the best
interests of our minority shareholders and noteholders, and they may engage in activities that
conflict with such interests. If the interests of these principal shareholders conflict with the
interests of our other shareholders and noteholders, those shareholders and noteholders could be
disadvantaged by the actions that these principal shareholders choose to pursue. In addition, our
principal shareholders may cause our business to pursue strategic objectives that may conflict
with the interests of our other shareholders and noteholders.

Hutchison is a global leader in the mobile telecommunications market, and we rely on
and benefit from the assistance, knowledge and experience of Hutchison, for example, in
connection with our ability to access a secure supply of 3G handsets on favorable pricing terms.
We cannot assure you that Hutchison will continue to be our principal shareholder, or if it ceases
to be our principal shareholder, that we will continue to enjoy the benefits of our relationship
with Hutchison that we currently do.

Operating a mobile telecommunications network involves the inherent risk of fraudulent
activities and potential abuse of our services, which may cause loss of revenues and non-
recoverable expenses.

There is an inherent risk of potential abuse by individuals, groups, businesses or other
organizations that use our mobile telecommunications services and avoid paying for them. The
effects of such fraudulent activities may be, among others, a loss of revenue and out of pocket
expenses which we will have to pay to third parties in connection with those services, such as
interconnect fees, payments to international operators or to operators overseas and payments to
content providers. Such payments may be non-recoverable. Although we are taking measures in
order to prevent fraudulent activities, we have suffered in the past, and may suffer in the future,
from these activities. The financial impact of fraudulent activities that have occurred in the past
has not been material. However, we cannot assure you that fraudulent activities, if they occur in
the future, will not materially affect our financial condition and results of operations.

We are dependent upon our ability to interconnect with other telecommunications carriers.
We also depend on Bezeq and other suppliers for transmission services. The failure of these
carriers to provide these services on a consistent basis could have a material adverse effect
on us.

Our ability to provide commercially viable mobile telephone services depends upon our
ability to interconnect with the telecommunications networks of existing and future fixed-line,
mobile telephone and international operators in Israel in order to complete calls between our
customers and parties on the fixed-line or other mobile telephone networks. All fixed-line,
mobile telephone and international operators in Israel are legally required to provide
interconnection to, and not to discriminate against, any other licensed telecommunications
operator in Israel. We have signed interconnection agreements with Pelephone, Cellcom and
MIRS, the other mobile telephone network operators in Israel, and with Bezeq International,
Barak, Netvision, Internet Gold and Exfone. We have an operating arrangement with Golden
Lines. We have no control over the quality and timing of the investment and maintenance
activities that are necessary for these entities to provide us with interconnection to their
respective telecommunications networks. The failure of these or other telecommunications
providers to provide reliable interconnections to us on a consistent basis could have a material
adverse effect on our business, financial condition or results of operations.

We currently lease most of our transmission capacity from Bezeq, and we lease
additional capacity from other suppliers, primarily Cellcom and HOT. We have no control over
the quality and timing of the investment and maintenance activities that are necessary for these
suppliers to provide us with transmission services. Disruptions, stoppages, strikes and
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slowdowns experienced by them may significantly affect our ability to provide mobile telephone
services. In particular, Bezeq has experienced labor disputes with its employees, including
stoppages, notably in recent years as the privatization of Bezeq and liberalization of the
telecommunications market in Israel have developed. The failure by our suppliers to provide
reliable transmission services to us on a consistent basis could have a material adverse effect on
our business, financial condition or results of operations.

We can only operate our business for as long as we have a license from the Ministry of
Communications.

We conduct our operations pursuant to a general license granted to us by the Ministry of
Communications on April 7, 1998. Our license is valid until February 2022. Our license may be
extended for an additional six-year period upon our request to the Ministry of Communications
and confirmation from the Ministry that we have met certain performance requirements. We may
request renewal of our license for successive six-year periods thereafter, subject to regulatory
approval. We cannot be certain that our license will not be revoked, will be extended when
necessary, or, if extended, on what terms an extension may be granted.

Additionally, although we believe that we are currently in compliance with all material
requirements of our license, the interpretation and application of the technical standards used to
measure these requirements, including the requirements regarding population coverage and
minimum quality standards, and other license provisions may not be certain, and disagreements
have arisen and may arise in the future between us and the Ministry of Communications. We
have provided a bank guarantee to the Ministry of Communications in the amount of US$10
million to guarantee our performance under our license. If we are found to be in material breach
of our license, the guarantee may be forfeited and our license may be revoked.

Our marketing strategy is based upon the international Orange brand. If our license
agreement terminates or is revoked, we will lose one of our main competitive strengths.

Our marketing strategy is based upon the international Orange brand. We can operate our
business under the Orange brand only if we have the right to use it under the brand license
agreement with Orange International Developments Limited, a subsidiary of Orange plc. Under
this license agreement, we are required to comply with the Orange brand guidelines established
by Orange International. We have the right to use the Orange brand as long as we are able and
legally eligible under the laws of Israel to offer telecommunications services to the public in
Israel. However, the brand license agreement may be terminated by mutual agreement, or at our
discretion, or by Orange International if a court determines that we have materially misused the
brand and we continue to materially misuse the brand after such determination of material
misuse. If we lose the right to use the Orange brand, our financial condition and results of
operations may be materially adversely affected.

We depend on a limited number of suppliers for our network equipment. Qur results of
operations could be adversely affected if our suppliers fail to provide us with adequate
supplies of network equipment or maintenance support on a timely basis.

We purchase our network equipment, such as switching equipment, base station
controllers and base transceiver stations and network software, from Nortel, Ericsson and Nokia.
Although our network utilizes standard equipment that is produced by several suppliers, we
cannot be certain that we will be able to obtain equipment from one or more alternative suppliers
on a timely basis in the event that any of these suppliers is unable to satisfy our equipment
requirements. Our results of operations could be adversely affected if Nortel, Ericsson, Nokia or
an alternative supplier fails to provide us with adequate supplies of equipment, as well as
ongoing maintenance support, in a timely manner. In addition, our results of operations could be
adversely affected if the price of network equipment rises significantly. In our experience,
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suppliers from time to time extend delivery times, limit supplies and increase the prices of
supplies due to their supply limitations and other factors.

Our telecommunications license imposes certain restrictions on who can own our shares. If
these restrictions are breached, we could lose our license.

As with other companies engaged in the telecommunications business in Israel, our
license requires that a minimum of the economic and voting interest, and certain other defined
means of control, of our company be owned by Israeli citizens and residents or entities in their
control. If this requirement were not complied with, we could be found to be in breach of our
license and our license could be revoked. Recently, Ministry of Communications has amended
our license, reducing the required holdings by Israeli citizens and residents from 20% to 5%, and
these shareholders must also appoint, generally, 10% of our board of directors, subject, among
other things, to (i) our appointment of a Committee for Security Matters consisting only of
members who have security clearance and security compatibility to be determined by the
General Security Service and (ii) the appointment of an observer to our board of directors and its
committees. The amendment will be effective no later than June 30, 2005. See Section 1.7
(Recent Developments).

In addition, no transfer or acquisition of 10% or more of any of such means of control, or
the acquisition of control of our company, may be made without the consent of the Ministry of
Communications. Our license also restricts cross-ownership and cross-control among competing
mobile telephone operators, including the ownership of 5% or more of the means of control of
both our company and of a competing operator, without the consent of the Ministry of
Communications, which may limit certain persons from acquiring our shares. Shareholdings in
breach of these limits relating to transfers or acquisitions of means of control or control of
Partner could have two consequences. First, the shares that are in excess of the limits will be
converted into “dormant” shares, with no rights other than the right to receive dividends or other
distributions to shareholders, and to participate in rights offerings. Second, the breach of the
limits could be the basis for revoking our license unless our principal shareholders hold an
aggregate of at least 26% of our ordinary shares.

We may be adversely affected by regulatory developments relating to number portability.

Further to a government resolution from August 2004, the government recently proposed
a bill for the implementation of a number portability plan by February 1, 2006. According to
published reports, on March 22, 2005, a special committee of the Knesset approved an amended
bill for final vote in the Knesset. If enacted, this bill will require number portability, which
would permit mobile network subscribers in Israel to change network operators without having
to change their telephone numbers. Because this will eliminate one of the major barriers that we
believe currently prevents subscribers from changing network operators, we expect that this will
increase competition in our industry and churn and may increase subscriber acquisition and
retention costs. Although we cannot predict with certainty the consequences of number
portability, these developments may have a material adverse effect on our business.
Furthermore, we expect to have to incur material expenditures during 2005 in order to meet the
technological challenges presented by the requirement to comply with the proposed number
portability regulations.

Our business may be impacted by the shekel exchange rate fluctuations and inflation.

Substantially all of our revenues and a majority of our operating expenses are
denominated in shekels. However, through December 31, 2004, a substantial amount of our
operating expenses were linked to non-shekel currencies. These expenses related mainly to the
acquisition of handsets where the price paid by us is based on various foreign currencies. In
addition, a substantial majority of our capital expenditures (including with respect to our 3G
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network) are incurred in, or linked to, non-shekel currencies, and our Notes due 2010 are
denominated in US dollars and require US dollar interest and principal payments. Thus, any
devaluation of the shekel against the dollar (or other foreign currencies), will increase the shekel
cost of our non-shekel denominated or linked expenses and capital expenditures. Such an
increase may have an adverse impact on our results, which may be material. Material changes in
exchange rates may cause the amounts that we must invest to increase materially in shekel terms.

We hedge most of our foreign currency commitments, and we currently hedge the
principal and interest payable on our Notes due 2010 until August 2005. As of December 31,
2004, the notional amounts of our foreign currency derivatives were approximately US$285
million. Our derivative transactions are mainly designed to hedge the cash flows related to the
payments of dollar interest and principal on our Notes due 2010 until the anticipated redemption
in August 2005 and those related to anticipated payments in respect of purchases of handsets and
capital expenditures in foreign currency. The transactions are primarily foreign currency
transactions and purchases and sales of currency options.

Our bank credit facility borrowings are currently in shekels, some of which are linked to
the Israeli consumer price index, or CPI. We may not be permitted to raise our tariffs pursuant to
our license in a manner that would fully compensate for any increase in the Israeli CPL
Therefore, an increase in the rate of inflation may also have a material adverse impact upon us
by increasing our financial expenses without an offsetting increase in revenue.

The political and military conditions in Israel may adversely affect our financial condition
and results of operations.

The political and military conditions in Israel directly influence us. Since the
establishment of the State of Israel in 1948, a number of armed conflicts have taken place
between Israel and its Arab neighbors. Hostilities involving Israel, the interruption or curtailment
of trade between Israel and its trading partners and political instability within Israel or its
neighboring countries are likely to cause our revenues to fall and harm our business.

Ongoing violence between Israel and its Arab neighbors and Palestinians may have a
material adverse effect on the Israeli economy, in general, and on our business, financial
condition or results of operations.

Some of our directors, officers and employees are currently obligated to perform annual
reserve duty. Additionally, all reservists are subject to being called to active duty at any time
under emergency circumstances. We cannot assess the full impact of these requirements on our
workforce and business if conditions should change, and we cannot predict the effect on us of
any expansion or reduction of these obligations.

During an emergency, including a major communications crisis in Israel’s national
communications network, a natural disaster, or a special security situation in Israel, control of
our network may be assumed by a lawfully authorized person in order to protect the security of
the State of Israel or to ensure the provision of necessary services to the public. During such
circumstances, the government also has the right to withdraw temporarily some of the spectrum
granted to us. We cannot assure you that we are fully prepared for every disaster or emergency
situation, or that we could recover fully from any such occurrence. This may materially harm our
ability to provide services to our subscribers in such emergency circumstances.
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Risks Related to the Notes
QOur high leverage could adversely affect our financial health.

We are highly leveraged. At December 31, 2004, our total long-term indebtedness was
approximately NIS 1,939 million ($450 million). This debt represents approximately 55.0% of
our total debt (bank loans plus notes payable plus shareholders’ equity) at December 31, 2004.
Of this debt, $175 million aggregate principal amount of our Notes due 2010 will remain
outstanding until our planned optional redemption of those notes in August 2005. After giving
effect to the Refinancing, assuming 33.3 million of our shares are repurchased at the maximum
price of NIS 32.22 per share, our indebtedness would have been approximately NIS 3,1122
million ($725 million), representing approximately 87%of our total capitalization at December
31, 2004. In the event we determine not to redeem the Notes due 2010 at that time, they will
continue to remain outstanding.

Our existing credit facility and the indenture governing the Notes due 2010 currently
permit us to incur additional indebtedness, and our new credit facility will permit us to incur
additional indebtedness, in each case subject to some limitations. The Notes offered hereby do
not limit the amount of indebtedness that we may incur.

Our substantial debt could adversely affect our financial health by, among other things:

e increasing our vulnerability to adverse economic, industry or business
conditions or increases in prevailing interest rates, particularly because a
substantial portion of our borrowings following the Refinancing will be at
variable interest rates;

e limit our flexibility in planning for, or reacting to, changes in our industry and
business as well as the economy generally;

e requiring us to dedicate a substantial portion of our cash flow from operations
to service our debt, which reduces the funds available for operations and future
business development; and

¢ limiting our ability to obtain the additional finance we need to operate, develop
and expand our business.

The notes that we are offering are unsecured. As a result, there may be circumstances in
which our secured indebtedness will be paid from assets that secure that indebtedness
before payment is made on the notes.

Our obligations under our existing credit facility are secured by certain first ranking fixed
and floating charges over our rights, assets and property, and our obligations under our new
credit facility are expected to be secured by a first ranking floating charge over our assets. The
Notes that we are offering will be unsecured. We may also at any time create additional security
interests with respect to our current or future indebtedness, subject to the terms of our credit
facilities. If we default on our existing or new credit facility, these Notes or certain of our other
indebtedness or enter bankruptcy, liquidation or reorganization, then all of our assets that secure
our debts will be used to satisfy the obligations under such secured indebtedness before we could
make any payments on the Notes. Therefore, there may only be limited assets available to make
payments on the Notes if one of these events were to occur.

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
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factors, including some factors that are beyond our control. In addition, our existing credit
facility matures and our new credit facility will mature prior to the scheduled maturity date of
the Notes offered hereby. 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. In addition, cash flows from our operations may be insufficient to repay in full at
maturity the Notes, in which case the Notes may need to be refinanced. Our ability to refinance
our indebtedness, including the Notes, will depend on, among other things:

e our financial condition at the time,
e restrictions in agreements governing our debt and
e other factors, including market conditions.

We cannot ensure 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 Notes,
which would permit our noteholders and holders of other outstanding indebtedness to accelerate
their maturity dates.

Our existing credit facility and the indenture governing the Notes due 2010 each contain,
and our new credit facility, which will replace our existing credit facility, will contain, a
number of restrictions and obligations that limit our operating and financial flexibility.

Our new credit facility and the indenture governing the Notes due 2010 each contain, and
our new credit facility, which will replace our existing credit facility, will contain, a number of
restrictive covenants that limit our operating and financial flexibility. These covenants, among
other things, restrict our ability to pledge our assets, enter into certain types of lease financing,
dispose of assets, make loans or give guarantees, make certain acquisitions or engage in mergers
or consolidations, incur borrowing (other than permitted borrowings, as defined), make any
substantial change to the nature of our business or engage in any other business. Our existing
credit facility also contains and our new credit facility will contain, covenants regarding
achieving certain levels of financial ratios during each of the ratio periods (semi-annual or
annual periods) during the term of the relevant credit facility. See Section 1.15 (Description of
Other Indebtedness).

Our ability to continue to comply with these and other obligations depends in part on the
future performance of our business. There can be no assurance that such obligations will not
materially adversely affect our ability to finance our future operations or the manner in which we
operate our business. In particular, any non-compliance with performance-related covenants and
other undertakings of our existing or new credit facility or indenture could result in an
acceleration of our outstanding debt under our existing or new credit facility and the indenture
and restrict our ability to obtain additional funds, which could have a material adverse effect on
our business, financial condition or results of operations.

In some circumstances, a change of control of Partner will constitute an event of default
under our existing and new credit facility and we could be required to repay our existing
or new credit facility, as the case may be. In some circumstances a change of control will
also require us to repay or purchase our Notes due 2010. If either of these occurs, we may
not have the financial resources to make the necessary repayments and purchases of these
notes.

Under our existing and new credit facility, some circumstances involving a change of
control of Partner will constitute an event of default and we could be required to stop borrowing
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under our facilities and repay all outstanding amounts thereunder. The indenture governing the
Notes due 2010 also contain provisions which would require us to make an offer to purchase
these notes in some circumstances involving a change of control of Partner. We cannot assure
you that we will have the financial resources necessary to make those repayments or purchases
of these notes in those circumstances. If we could not make an offer to purchase these Notes in
those circumstances it would constitute an event of default under the indenture governing these
notes.

There are risks associated with the non-transferability of our license.

One of our primary assets, our license, is not transferable without regulatory approval. In
the event of a default by us under the Notes offered hereby, the holders of the Notes may decide
to request a judicial sale of our assets in order to repay amounts outstanding under the Notes. In
such circumstances the holders of the Notes would likely seek to sell our business as a going
concern in order to maximize the proceeds realized. Such a sale might involve a transfer of our
license, and that transfer would require the approval of the relevant Israeli regulatory authorities,
without which our license could be revoked. The price obtained in such a sale could be adversely
affected by the necessity of obtaining such approval.

The Notes are a new issuance of securities for which there has been no prior market, and
we cannot assure you that a liquid market will develop for the Notes.

The Notes will be listed on the Tel Aviv Stock Exchange. However, there has been no
prior market for the Notes, and we cannot assure you as to the ongoing liquidity of the market
for the Notes on the Tel Aviv Stock Exchange.

1.12  Ratio of Earnings to Fixed Charges

Our ratio of earnings to fixed charges for the periods indicated below was as follows:

Year Ended
December 31
2000 2001 2002 2003 2004

Ratio of earnings to fixed charges (1) ...................... -- 0.06 1.25 2.56 4.04
Pro forma ratio of earnings to fixed charges (2) ........... N/A N/A N/A N/A 4.30

(1) Our ratio of earnings to fixed charges is calculated by dividing (i) income (loss) from ordinary
activities before income taxes plus fixed charges by (ii) fixed charges. Fixed charges consist of
interest expensed and capitalized, amortization of issuance costs relating to our 13% senior
subordinated notes due 2010, amortization of costs related to the obtaining of long-term credit lines,
and one third of rental expense for antenna sites (being the portion deemed to represent the interest
factor). For 2000, our earnings plus fixed charges were insufficient to cover our fixed charges. On a
US GAAP basis, earnings plus fixed charges were insufficient to cover fixed charges by NIS 541
million in 2000.

(2) Our pro forma ratio of earnings to fixed charges is adjusted to give effect to the Refinancing, as if
those transactions had occurred on January 1, 2004, after taking into account one-time expenses
relating to those transactions.
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1.13  Use of Proceeds

The net proceeds that we will receive from this offering are estimated to be NIS 1,963
million (US $456 million) after deducting the consultants’ fees and estimated offering expenses
payable by us.

The table below summarizes the expected uses of the net proceeds of this offering,
together with borrowings under our new credit facility, subject to required regulatory approvals.

Sources Uses

(in millions of NIS) (in millions of NIS)
Notes offered hereby ........cccccceevevinininnane. 1,963 Repayment of existing credit facility (2)... 1,110
Estimated utilization of new credit facility =~ 1,122 Redemption of 13% Notes due 2010 (3) ... 831

in connection with the Refinancing (1).........

Share repurchases assuming 33.3
million shares purchased at the 1,074
MaxXimum Price (4) .....oceevervvevveneneereenenne

General corporate purposes ...................... 80

3,085 3,085

We intend to first repay our existing credit facility before making any other use of the net
proceeds from this offering, although upon receipt of any required bank approvals, we may retain
certain of our long-term loans as part of our new credit facility. In the event any one or more of
the foregoing uses of proceeds do not receive all required approvals, the net proceeds from the
offering of the Notes will be used for those use or uses for which required approvals have been
obtained and/or for general corporate purposes.

(1) We have executed a term sheet with Israeli banks for a new US$550 million credit facility.
Finalization of this new credit facility is subject to negotiation of final documentation and approval of
our shareholders at an extraordinary meeting of our shareholders, including, for the avoidance of
doubt, the required majority under the Companies Law for an extraordinary transaction in which a
controlling shareholder has a personal interest. In addition to the uses set forth above, we are
permitted to use funds drawn under our new credit facility for other purposes, including the
distribution of dividends (subject to compliance with certain financial ratios) and for working capital
purposes. See section 1.15 (Description of Other Indebtedness) below.

(2) Estimated as of March 31, 2005.

(3) We intend to redeem our 13% Notes due 2010 in August 2005 pursuant to the terms of those notes.
The aggregate principal amount of the 13% Notes due 2010 is US$175 million, and the aggregate
redemption price (including expenses) of the Notes due 2010 on August 15, 2005, the first day on
which the Notes due 2010 are redeemable at our option, is approximately US$193 million. The
required corporate approvals for the redemption of the Notes due 2010 have not yet been obtained.

(4) See section 1.7 (Recent Developments) for a description of our contemplated repurchase of ordinary
shares from our founding Israeli shareholders and the corporate approvals required.

1.14  Capitalization

The following table sets forth our consolidated cash and capitalization, in NIS and US
dollars, at December 31, 2004 in accordance with US GAAP on an actual basis and as adjusted
to reflect the completion of the Refinancing, as if these transactions had occurred on December

34



31, 2004. This table should be read in conjunction with our financial statements and the notes
thereto included in and incorporated by reference into this prospectus.

At December 31, 2004
(NIS in millions) (US$ in millions)
As As
Actual Adjusted Actual Adjusted
CaSh e 4.6 — 1.1 —
Long-term debt
Bank loans, net of current maturities (2) .................... 1,185.1 1,122.4 275.1 260.5
NOtes dUe 2010 .....euuvereereerieeeeeeieeieeesee e 753.9 —m 175.0 —
Notes offered hereby (3).......cccooevveininiiiiiiiiccinen, — 2,000.0 — 464.3
............................................................................... 1939.0 3,122.4 450.1 724.8
Shareholders’ equity
Share capital ..........cccceeeivenieiininieecce e 1.8 1.5 0.4 0.3
Capital SUrPIUS........ccoeiiiriiiiiieccce e, 2,362.0 2362.0 548.3 548.3
Less —receivable in respect of shares...........ccccceueueen. (2.3) (2.3) 0.5) 0.5)
Deferred compensation...........co.coeeeeierenenieeeniennenn: (23.6) (23.6) (5.5) (5.5)
Accumulated defiCit........cooereriiinienieieeceeee, (750.9) (1.882.6) 174.3) (437.0)
Total shareholders’ equity ...........ccccceeiricirennnne, 1.587.0 455.0 368.4 105.6
Total capitalization..................................... 3,526.0 3,571.5 818.5 830.4

(1) We expect to redeem our Notes due 2010 in August 2005 pursuant to their terms.
For more information, see section 1.13 above (Use of Proceeds).

(2) Our new credit facility is expected to be secured by a first ranking floating charge over our
assets.

(3) We assume maximum proceeds from the offering of Notes hereunder of NIS 2.0 billion.

1.15 Description of Other Indebtedness

New Credit Facility

We have executed a term sheet with Bank Hapoalim B.M., Bank Leumi Le-Israel B.M.
and Israel Discount Bank Ltd. for a new US$550 million credit facility. The facility is subject to
negotiation of final documentation and approval of our shareholders at an extraordinary meeting
of our shareholders, including, for the avoidance of doubt, the required majority under the
Companies Law for an extraordinary transaction in which a controlling shareholder has a personal
interest.

Our new credit facility will be divided into two tranches: a $450 million term loan
facility (“new credit facility A”) and $100 million revolving loan facility (“new credit facility
B”). New credit facilities A and B of our new credit facility may be drawn in shekels or US
dollars, provided that not less than 90% of the outstanding credit facilities A and B advances, at
any time, must be in NIS and that no more than 10% of the outstanding new credit facilities A
and B advances may be drawn in US dollars.

New credit facility A will be available for drawing for the first year of the new credit
facility, and new credit facility B will be available for drawing for a period of six years.
Amounts repaid under new credit facility A may be reborrowed until the fifth anniversary of the
execution of the new credit facility; provided, that, any part of the new credit facility A not
drawn down for any period of 12 consecutive months following the first anniversary of the
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execution of the new credit facility will be cancelled. Amounts repaid under new credit facility
B may be reborrowed at any time during the six-year term of the new credit facility.

Repayment of the new credit facility A will begin after one year and continue until the
end of the sixth year of the new credit facility (quarterly payments of between $17 million and
$21.5 million), and repayment of the new credit facility B will be required at the end of the sixth
year of the new credit facility.

We must use amounts borrowed by us first, for the refinancing of existing senior debt,
and remaining amounts may be used to repurchase shares of the Company or pay dividends and
for working capital. New credit facility A may also be used to redeem our Notes due 2010.

Interest

The margin with respect to new credit facility A and new credit facility B will be 1% per
annum over the wholesale rate of interest (or comparable lending rate) of each lending bank. In
addition, so long as an event of default exists under the new credit facility, the margin with
respect to each facility will be increased by (i) an additional 2% per annum during the first quarter
of a default not related to non-payment and (iii) an additional 4% for a default that lasts more than
one quarter or that results from our non-payment of amounts due.

Fees

The commitment fee for new credit facility A will be 0.25% of undrawn commitments of
new credit facility A during the first year and thereafter 0.5% of undrawn commitments of new
credit facility A not cancelled by the Company, and the commitment fee for new credit facility B
will be 0.5% of undrawn commitments.

Financial Covenants

The new credit facility requires us to meet he following financial comments: (i) ratio of
equity to total assets of at least 5% until December 31, 2006 and 10% thereafter, (ii) ratio of total
debt to EBITDA less capital expenditures shall not exceed 4.25:1 and (iii) ratio of total debt to
EBITDA shall not exceed 2.5:1, in each of (ii) and (iii) to be measured each June 30 and
December 31 based on the last six month results multiplied by two.

Dividend Restrictions and Share Pledges

The new credit facility will prohibit any payment of dividends or any other similar
payments on our ordinary shares (including by way of share repurchase) unless, following such
dividend or payment, (i) our ratio of equity to total assets is at least 20%, (ii) our ratio of total
debt to EBITDA does not exceed 2.0 and (iii) our ratio of total debt to EBITDA (less capital
expenditures) does not exceed 3.25. These restrictions would not apply to a one-time dividend or
share repurchase (including the contemplated share repurchase described under section 1.6
(Summary Information Regarding the Company)) prior to June 27, 2005 so long as we comply
with the financial covenants described above under “Financial Covenants”.

Security

Repayment of amounts due under the new credit facility will be secured by a first ranking
floating charge on all of our assets.
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Other Covenants

Limitations on Indebtedness. Permitted indebtedness will include: (i) indebtedness in the
ordinary course of business to suppliers, consultants, and employees; (ii) securitization of
receivables in connection with the sale of handsets and other terminal equipment in an amount not
exceeding $150,000,000; and (iii) debt securities that satisfy each of the following conditions: (a)
maturity date not be earlier than the seventh anniversary of the earlier of the execution of the new
credit facility and the issuance of these notes; (b) no principal payments payable until the fifth
year; (c) to the extent that repayments during the fifth and sixth year after the execution of the
new credit facility exceed $60,000,000 in either of such years, then the maximum amount of
indebtedness permitted under the new credit facility must be reduced by a specific amount; (d) the
issue price for the issued debt may not be higher than one hundred and five percent (105%) of its
face value; (e) the financial covenants may not be more burdensome to us than those in the new
credit facility; and (f) we are not in default under the new credit facilities on the date of the
issuance of such debt, or will be in default as a result of such issuance.

Restrictions on Liens. Permitted Liens will include (i) fixed charges for amounts not
exceeding $10,000,000 in aggregate, (ii) a second ranking floating charge to secure indebtedness
to the lenders (as well as United Mizrahi Bank, which is expected to become a party to the
facility, until such time as the existing indebtedness of the Borrower to UMB referred to in
paragraph 5 above shall have been repaid) of up to $100,000,000, and (iii) a first ranking floating
charge to secure indebtedness in the amount of $10,000,000 to secure a bond provided to the
Ministry of Communications.

Restrictions on Investments. Permitted investments will include (i) investments in the field
of installation, construction, maintenance and operation of wireless network in Israel and related
business activities and (ii) other investments in Israel in amount of up to $40,000,000 per annum,
provided that such other investments in Israel may be increased up to $60,000,000 per annum so
long as we meet certain total debt to EBITDA less capital expenditure ratio.

Change in Control

The new credit facility will provide that upon a change in control of the Company, the
Company must immediately repay all amounts due under the new credit facility. A “Change in
Control” is defined as a reduction of the holdings of the founding shareholders in the Company, as
a group, below that required by our license which is currently 26%.

Required Prepayment

We will be required to prepay an amount equal to the proceeds of sale of fixed assets that
we sell (and not replaced by alternative fixed assets) in excess of $10,000,000 per transaction or
$25,000,000 per calendar year. The proceeds of sale of any assets in excess of $50,000,000 must
be applied by way of prepayment of the new credit facility A, unless the bank lenders otherwise
agree.

13% Notes due 2010

In August 2000, we completed the sale of US$175 million aggregate principal amount of
13% senior subordinated notes due 2010 (the “Notes due 2010”). The Notes due 2010 were
issued under an indenture governing the terms of such securities. The Notes due 2010 are our
unsecured obligations and are expressly subordinated to the prior payment in full of all of our
senior debt, including the Notes offered hereby. The interest rate on the Notes due 2010 is 13%
per annum, payable semiannually on each February 15 and August 15.
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We may at our option redeem the Notes due 2010 in full or, from time to time, in part,
together with accrued and unpaid interest, plus a premium on the principal amount to be
redeemed.

In the event of a Change of Control (as defined in the indenture governing the Notes due
2010), each holder of the Notes due 2010 shall have the option to require us to repurchase all
(but not less than all) of such holder’s Notes due 2010 then outstanding, at a repurchase price
equal to the aggregate principal amount of the Notes due 2010 to be repurchased plus accrued
and unpaid interest thereon to the date of such repurchase.

We have the option at any time to elect either (i) to be discharged from all of our
obligations under the Notes due 2010 or (ii) to be discharged from our obligations with respect
to certain covenants under the Notes due 2010 by, in either case, irrevocably depositing in trust
for the benefit of the holders of the Notes due 2010 sufficient cash or specified securities to pay
the principal of (and premium, if any) and interest on the outstanding Notes due 2010 on a
timely basis, and by complying with certain other requirements.

The indenture governing the Notes due 2010 contains certain covenants that limit or
restrict among other things: the incurrence of additional debt; the incurrence of any debt
expressly junior in right of payment to any of our senior debt but ranking senior in right of
payment to the Notes due 2010; the incurrence of liens; the sale of assets (and the use of the
proceeds therefrom); and the making of certain restricted payments (including dividends) and
investments.

As part of our Refinancing, we plan to redeem our Notes due 2010. See section 1.6
(Summary Information Regarding the Company).
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1.24  Expenses of the Offering

The aggregate amount that we expect to pay for consulting fees, distribution fees and
commitment fees in connection with the offering of the Notes is approximately NIS 32 million. We
estimate that our other expenses will be approximately NIS 5 million.

1.25 Incorporation of Certain Documents by Reference

We are allowed to “incorporate by reference” the information we file with the Israel Securities
Authority (ISA) on the Magna system, 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. We incorporate by reference the documents listed below:

(A) Our Annual Report on Form 20-F for the fiscal year ended December 31, 2003 filed with the
ISA on the Magna system on May 2, 2004.

(B) Our reports on Form 6-K filed with the ISA on the Magna system on March 22, 2005, March
17, 2005, March 16, 2005, March 15, 2005, March 14, 2005, February 23, 2005, February 22,
2005, February 20, 2005, February 14, 2005, February 8, 2005, February 3, 2005, January 3,
2005, November 30, 2004, November 24, 2004, November 18, 2004, November 3, 2004,
October 12, 2004, September 28, 2004, August 1, 2004, July 29, 2004, June 14, 2004, May
17,2004 and May 2, 2004.

As you read the above documents, you may find inconsistencies in information from one
document to another. If you find inconsistencies between the documents 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 obtain a copy of any or all of these filings at no cost, by writing or telephoning us at
the following address:

Partner Communications Company Ltd.
8 Amal Street

Afeq Industrial Park

Rosh-Ha’ayin 48103

Israel

Tel: (972) 547-814 888
Fax: (972) 547-814 999

Attn: Dr. Dan Eldar

VP Carrier, International and Investor Relations
Direct tel: (972) 547-814 151
Direct fax: (972) 547-814 161

Our ordinary shares are listed on the Tel Aviv Stock Exchange. However, because our ADSs
are also listed on the Nasdaq National Market, we are exempt from certain of the reporting obligations
specified in Chapter Six of the Israel Securities Law, 1968, that would otherwise by applicable to a
company traded on the Tel Aviv Stock Exchange, provided that a copy of each report submitted in
accordance with applicable United States law or Nasdaq rules is filed with the Israel Securities
Authority, the Tel Aviv Stock Exchange and the Israeli Companies Registrar within the time specified
under Israeli law.
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1.26  Indemnification of Directors and Officers

Our Articles of Association provide that Partner shall be entitled to undertake in advance to
indemnify an officer or director of Partner, provided that the undertaking is restricted to the events of a
kind which the Board of Directors may anticipate at the time it makes such undertaking at an amount
which the Board of Directors determines is reasonable under the circumstances. In addition, Partner
can indemnify an officer or director for specific occurrences retroactively.

Our Articles of Association also provide that Partner may indemnify an officer or director of
Partner for liability or expense he incurs as a result of an action taken by him in his capacity as an
officer or director of Partner as follows:

(1) any financial liability imposed on the officer or director in favor of a third party in
accordance with a judgment, including a judgment given in a settlement or a judgment
of an arbitrator, approved by the court; or

(2) reasonable litigation expenses, including legal fees, incurred by the officer or director or
which he was ordered to pay by the court:

(a) within the framework of proceedings filed against him by Partner or on Partner’s
behalf or by a third party,

(b) in a criminal proceeding in which he was acquitted, or

(c) in a criminal proceeding in which he was convicted of a felony which does not require
a finding of criminal intent.

In no event may Partner indemnify an officer or director for:

(1) a breach of the duty of loyalty toward Partner, unless the officer or director acted in
good faith and had reasonable grounds to assume that the action would not harm
Partner;

2) a breach of the duty of care if it was made intentionally or recklessly;

3) an intentional act which was done to unlawfully yield a personal profit; or

“) a fine or penalty imposed on him.

We have undertaken to indemnify our directors and officers, subject to certain conditions for
(a) any financial obligation that is imposed on such person for the benefit of a third person by a
judgment, including a settlement or arbitration decision certified by the court for an action done in the
scope of such person’s duties as our director or officer, and (b) reasonable litigation expenses,
including legal fees, that were incurred by such person or which the court obligates such person to pay
in a proceeding against such person that has been filed by us, on our behalf or by a third party, or in a
criminal proceeding in which such person is acquitted or convicted, provided that the crime for which
such person was convicted does not require a finding of criminal intent, and in each case for an act
committed in the capacity as our director or officer.

We have effected a directors’ and officers’ liability insurance policy insuring our directors’
and officers’ liability and our undertaking to indemnify them, in respect of certain matters permitted
by the Companies Law. The policy includes coverage in respect of our and our directors’ and officers’
liability in respect of our initial public offering and our offering of the Notes due 2010.

1.27  Directors

Below is a list of our directors as of the date of this prospectus:

Canning Fok
Asaf Bartfeld

93



Ting Chan

Susan Chow
Robert Fullerton
Uzia Galil

Erez Gissin

Uzi Ish-Hurwitz
Mordechai Keret
Dennis Lui

Khoo Chek Ngee
Tal Raz

Pesach Shachar
Frank Sixt

Dr. Colin Tucker
Moshe Vidman
Prof. Ben-Zion Zilberfarb

Following the repurchase of shares from our founding Israeli shareholders described under
section 1.7 (Recent Developments) above, if completed, it is expected that all but one of the directors
nominated by the participating founding Israeli shareholders (Messrs. Bartfeld, Galil, Gissin, Keret
and Raz) will resign.

1.28  Where Can You Find More Information

We are subject to the reporting requirements of the Exchange Act that are applicable to a
foreign private issuer. In accordance with the Exchange Act, we file reports, including annual reports
on Form 20-F by June 30 each year. In addition, we file interim financial information on Form 6-K on
a quarterly basis with 60 days from the end of each quarter. We also furnish to the SEC under cover of
Form 6-K material information required to be made public in Israel, filed with and made public by any
stock exchange or distributed by us to our shareholders. Reports and other information filed by us
with the SEC may be inspected without charge and copied at prescribed rates at the SEC’s Public
Reference Room at 450 Fifth Street, N.W., Washington, D.C. 20549. Copies of this material are also
available by mail from the Public Reference Section of the SEC, at 450 Fifth Street, N.W.,
Washington, D.C. 20549, at prescribed rates. The public may obtain information on the operation of
the Public Reference Room by calling the SEC at 1-800-SEC-0330. The SEC maintains an Internet
site that contains reports, proxy and information statements, and other information regarding issuers
that file electronically with the SEC (http://www.sec.gov). Our Internet address is
http://www.orange.co.il. You may also find our reports filed with the ISA on the Magna site whose
address is www.magna.isa.gov.il.

1.29  Legal Matters

Certain legal matters with respect to the Notes are being passed upon for us by Gross,
Kleinhendler, Hodak, Halevy, Greenberg & Co. See Chapter 2.

1.30  Experts

The audited financial statements incorporated by reference in this prospectus, to the extent and
for the periods indicated in their reports, have been audited by Kesselman & Kesselman, independent
certified public accountants in Israel and a member of PricewaterhouseCoopers International Limited,
as indicated in their reports with respect thereto, and are included herein in reliance upon the authority
of said firm as experts in giving said reports.

You should rely only on the information contained or incorporated by reference in this
prospectus. We have not, and the consultants have not, authorized any other person to provide you
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with different information. If anyone provides you with different or inconsistent information, you
should not rely on it. We are not, and the consultants are not, making an offer to sell these securities
in any jurisdiction where the offer or sale is not permitted. The information in this prospectus is
accurate only as of the date on the front cover of this prospectus. Our business, financial condition,
results of operations and prospects may have changed since such date.
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