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INTRODUCTION

Asused herein, referencesto “we,” “our,” “us,” “Partner” or the “Company” are references to Partner Communications Company Ltd. and its wholly-owned subsidiaries, Partner
Future Communications 2000 Ltd., Partner Land-Line Communications Solutions LL P and Partner Business Communications Solutions LL P (of which Partner Future Communications
2000 L td. serves asthe general partner and the Company serves as the limited partner), and as of March 3, 2011 (the date of acquisition) 012 Smile Telecom 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 reguires.

In this document, referencesto “$,” “US$,” “USdollars’, “USD” and “dollars’ areto United States dollars, and referencesto “NIS” and “shekels” areto New Israeli Shekels. We
maintain our financial books and recordsin shekels. This annual report contains translations of NIS amountsinto US dollars at specified rates solely for the convenience of the reader.
No representation is made that the amounts referred to in this annual report as convenience translations could have been or could be converted from NISinto US dollars at these rates,
at any particular rate or at all. The translations of NIS amountsinto US dollars appearing throughout this annual report have been made at the exchange rate on December 31, 2010, of
NIS3.549 = US$1.00 as published by the Bank of Israel, unless otherwise specified. See “Item 3A. Key Information — Selected Financial Data— Exchange Rate Data".

We have provided aglossary at the end of this document for certain technical terms and abbreviations used herein and in our industry.
INTERNATIONAL FINANCIAL REPORTING STANDARDS

Our financial statementsincluded in this annual report are prepared in accordance with International Financial Reporting Standards (“1FRS’) published by the International
Accounting Standards Board (“IASB”). See“Item 18. Financial Statements” and “Item 5A. Operating and Financial Review and Prospects — Operating Results”.

FORWARD-LOOKING STATEMENTS

This annual report includes forward-looking statements within the meaning of Section 27A of the US Securities Act of 1933, as amended, Section 21E of the US Securities Exchange
Act of 1934, as amended, and the safe harbor provisions of the US Private Securities Litigation Reform Act of 1995. 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. All
statements other than statements of historical fact included in this annual report, including the statements in the sections of this annual report entitled “Item 3D. Key Information — Risk
Factors,” “Item 4. Information on the Company” and “Item 5. Operating and Financial Review and Prospects’ and elsewhere in this annual report regarding our future performance,
plans to increase revenues or margins or preserve or expand market share in existing or new markets, reduce expenses and any statements regarding other future events or our future
prospects, are forward-looking statements.

We have based these forward-looking statements on our current knowledge and our present beliefs and expectations regarding possible future events. These forward-looking
statements are subject to risks, uncertainties and assumptions about Partner, consumer habits and preferencesin cellular telephone usage, trendsin the Israeli telecommunications
industry in general, theimpact of current global economic conditions and possible regulatory and legal developments. For a description of some of the risks we face, see “Item 3D. Key
Information — Risk Factors,” “Item 4. Information on the Company,” “Item 5. Operating and Financial Review and Prospects,” “Item 8A. Consolidated Financia Statements and Other
Financial Information — Legal and Administrative Proceedings’ and “Item 11. Quantitative and Qualitative Disclosures about Market Risk”. In light of these risks, uncertainties and
assumptions, the forward-looking events discussed in this annual report might not occur, and actual results may differ materially from the results anticipated. We undertake no
obligation to publicly update or revise any forward-looking statements, whether as aresult of new information, future events or otherwise.




ITEM 1. IDENTITY OF DIRECTORS, SENIOR MANAGEMENT AND ADVISERS
Not applicable.

ITEM 2. OFFER STATISTICSAND EXPECTED TIMETABLE
Not applicable.

ITEM 3. KEY INFORMATION

3A. Selected Financial Data

For the years ended December 31, 2008, 2009 and 2010, we have prepared our consolidated financial statementsin accordance with the International Financial Reporting Standards
(“IFRS") published by the International Accounting Standards Board (“1ASB”).

On January 1, 2008, the transition date to | FRS, the Company adopted an exemption provided in IFRS1 which allows the Company to measure its property and equipment as of the
transition dateto IFRS at fair value, and to use this value as its deemed cost as of that date. The deemed cost was based upon an appraisal, performed by management with the
assistance of independent appraisers. The appraisal was based on considering the different elements and components of the property and equipment, and assigning them the
appropriate estimation of useful life and fair value. The fair value on January 1, 2008 of property and equipment was NIS 1,690 million.

Thetables below at and for the years ended December 31, 2008, 2009 and 2010, set forth selected consolidated financial dataunder IFRS. The selected financia informationis
derived from our consolidated financial statements, which have been audited by Kesselman & Kesselman, independent certified public accountantsin Israel and a member of
PricewaterhouseCoopers International Limited. The audited consolidated financial statements at and for the years ended December 31, 2008, 2009 and 2010, appear at the end of this
report.

The tables below at and for the years ended December 31, 2006, 2007 and 2008, set forth selected consolidated financial information under U.S. GAAP, which has been derived
from our previously published audited consolidated financial statements at and for the years ending on such dates.




|IFRS

Year ended December 31,

Consolidated Statement of Income Data
Revenues

Cost of revenues

Gross profit

Selling and marketing Expenses

General and administrative Expenses
Other income - Net

Operating profit

Financeincome

Finance expenses

Finance costs, net

Profit before income tax

Income tax expenses

Profit for the year

Earnings per ordinary shareand per ADS
Basic:

Diluted

Weighted aver age number of shares outstanding (in thousands)

Basic:
Diluted:

2008 2009 2010 2010
New | sraeli Shekelsin millions US$in
(except per sharedata) millions (1)

6,302 6,079 6,674 1,880
3,868 3,770 4,093 1,153
2,434 2,309 2,581 727
388 387 479 135
284 290 306 86
64 69 64 18
1,826 1,701 1,860 524
30 28 28 8
214 204 209 59
184 176 181 51
1,642 1,525 1,679 473
444 384 436 123
1,198 1,141 1,243 350
7.71 742 8.03 2.26
7.65 7.37 7.95 2.24
155,350 153,809 154,866 154,866
156,520 154,817 156,296 156,296




|IFRS

Year ended December 31,

Other Financial Data

Capital expenditures (2)

EBITDA(3)

Dividend per share (4)

Capital reduction (4)

Statement of Cash Flow Data

Net cash provided by operating activities
Net cash used in investing activities
Net cash used in financing activities
Balance Sheet Data (at year end)
Current assets

Non current assets

Advance payment in respect of the acquisition of 012 smile
Property and equipment

License and other intangible assets
Deferred income taxes

Derivative financial instruments
Total assets

Current lighilities (5)

Long-term liabilities (5)

Total liabilities

Shareholders’ equity

Total liabilities and shareholders' equity

2008 2009 2010 2010
New | sraeli Shekelsin millions US$in
(except per sharedata) millions (1)

589 522 435 123
2,298 2,304 2,570 724
5.45 6.86 7.85 221

- - 9.04 2.55
1,915 1,753 1,958 552
(514) (732) (486) (139)
(1,365) (876) (1,480) (416)
1,472 1,807 1,830 515
3,693 3,816 3,797 1,070
30 8

1,935 2,064 2,058 580
1,260 1,260 1,077 304
81 14 - -

- 4 - -
5,165 5,623 5,627 1,585
1,734 1,915 1,826 514
1,699 1,746 3,175 894
3433 3,661 5,001 1,408
1,732 1,962 626 177
5,165 5,623 5,627 1,585




US. GAAP

Year ended December 31,

Statement of Operations Data
Revenues, net

Services

Equipment

Cost of revenues
Services

Equipment

Gross profit

Selling and marketing Expenses
General and administrative Expenses

Operating profit

Financial expenses, net
Loss on impairment of investmentsin non-marketable securities

Income before tax
Tax expenses

Income before cumulative effect of a change in accounting Principles

Cumulative effect, at beginning of year, of achangein accounting Principles

Net income for the year

2006 2007

New | sraeli Shekelsin millions (except per sharedata)

5,027 5329 5,546
580 785 756
5,607 6,114 6,302
3,088 3,090 3,209
812 1,002 843
3,900 4,092 4,052
1,706 2,022 2,250
309 392 389
184 231 256
1214 1,399 1,605
162 121 158
1,052 1,278 1,447
371 338 396
681 940 1,051

1 - -

682 940 1,051




US. GAAP

Year ended December 31,

Earnings per ordinary shareand per ADS
Basic:

Before cumulative effect

Cumulative effect

Diluted:
Before cumulative effect
Cumulative effect

Weighted aver age number of shares outstanding (in thousands)

Basic:
Diluted:

Other Financial Data
Capital expenditures (2)

EBITDA(3)
Dividend per share (4)

Statement of Cash Flow Data

Net cash provided by operating activities
Net cash used in investing activities

Net cash provided by used in financing activities
Balance Sheet Data (at year end)
Current assets

Investments and |ong-term receivables
Fixed assets, net

License and deferred charges, net
Deferred income taxes

Total assets

Current lighilities (5)

Long-term liabilities (5)

Tota liabilities

Shareholders’ equity

Total liabilities and shareholders’ equity

2006

2007

2008

New | sraeli Shekelsin millions (except per sharedata)

443 6.01 6.77
001 ; ;
4.44 6.01 6.77
4.40 59 6.73
001 s :
441 5.96 6.73

153,634 156,415 155,350

154,678 157,787 156,520
507 499 590

1,846 2,009 2,257
2.63 4.77 5.45
1,216 1,446 1,839
(442) (529) (531)
(702) (846) 1,273)
1,274 1,520 1,542
356 535 499
1,748 1,728 1,756
1,247 1,154 1,061
76 o 110
4,701 5,031 4,968
1,028 1,157 1734
2,418 2,219 1,794
3,446 3,376 3,529
1,255 1,655 1,439
4,701 5,031 4,968




@
®

C)

®)

Thetranslations of NIS amountsinto US dollars appearing throughout this annual report have been made at the exchange rate on December 31, 2010, of NIS 3.549 = US$1.00 as
published by the Bank of Israel, unless otherwise specified. See “Item 3A. Key Information — Selected Financial Data— Exchange Rate Data” .

Capital Expenditure represents additions to property and equipment and computer software.

EBITDA asreviewed by the Chief Operator Decision Maker (CODM ), represents earnings before interest (finance costs, net), taxes, depreciation and amortization, as a measure
of operating profit. EBITDA isnot afinancial measure under IFRS and may not be comparable to other similarly titled measures for other companies. EBITDA may not be
indicative of the Company's historic operating results nor isit meant to be predictive of potential future results. For areconciliation of EBITDA to Operating Cash flow, see
below.

The dividend per share was calculated in respect of the period for which it was announced. For the year 2010, the Company declared afinal dividend on February 23, 2011
(with respect to the fourth quarter of 2010), which in the aggregate amounted to approximately NIS 1,217 million (US$ 343 million), or NIS 7.85 per share. Further, NIS 1,400
million (US$ 394 million) or NIS 9.04 per share was distributed to shareholdersin March 2010 following the reduction of the shareholders’ equity as approved by the Courts
(see "Item 5A.Operating Results - Capital Reduction™).

See Notes 14, 15, and 16 to our consolidated financial statements for information regarding long-term liabilities and current maturities of long-term bank loans.
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Thetables below at and for the years ended December 31, 2008, 2009 and 2010, set forth selected consolidated financial data under IFRS.

IFRS

Year ended December 31,

Reconciliation Between Operating Cash flow and EBITDA

Net cash provided by operating activities

Liability for employee rights upon retirement

Accrued interest, exchange and linkage differences on long-term liabilities
Increase (Decrease) in accountsreceivable:

Trade

Other (*)

Decrease (Increase) in accounts payable and accruals:
Trade

Parent group-trade

Other (*)

Increase (decrease) in inventories

Decrease (Increase) in asset retirement obligation
Incometax paid

Financial expenses (**)

EBITDA

2008

2010

New | sraeli Shekelsin millions

Ussin
millions

@

1,915 1,753 1,958 552
(5) (@] (8) )
(182) (167) (160) (45)
(47 229 214 60
4 16 34 10
(10) (43) 40 11
() 17 (38) (11)
48 (43) (15) @)
(8) 33 (57) (16)
()] 1 (9 -
420 339 426 120
173 170 177 49
2,298 2,304 2570 724
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Thetablesbelow at and for the years ended December 31, 2006, 2007and 2008 set forth selected financial information under U.S. GAAP.

US. GAAP Year ended December 31,
2006 2007 2008
New | sraeli Shekelsin millions
Reconciliation Between Operating Cash flow and EBITDA
Net cash provided by operating activities 1,216 1,446 1,839
Liability for employee rights upon retirement (11) (18) (16)
Accrued interest, exchange and linkage differences on long-term liabilities 5 (60) (94)
Amount carried to deferred charges - - -
Gain (loss) from assets in respect of severance pay funds 5 6 (16)
Increase (Decrease) in accountsreceivable:
Trade 255 329 (47)
Other (*) 311 2 (13)
Decrease (Increase) in accounts payable and accruals:
Trade 58 (101) 9
Related parties 5 12 (1)
Other (*) (50) 276 476
Decrease (Increase) in inventories (87) 9 ()]
Decrease (Increase) in asset retirement obligation (] Q) (@]
Financial expenses (**) 150 109 147
EBITDA 1,846 2,009 2,257
(@) Thetranslations of NIS amountsinto US dollars appearing throughout this annual report have been made at the exchange rate on December 31, 2010, of NIS 3.549 = US$1.00 as
published by the Bank of Israel, unless otherwise specified. See “Item 3A. Key Information — Selected Financial Data— Exchange Rate Data” .
*) Excluding provision for tax expenses.
**) Financial expenses excluding any charge for the amortization of pre-launch financial costs.
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At December 31,

2008 2009 2010
Industry Data
Estimated population of Israel (in millions) (1) 74 75 7.7
Estimated Israeli cellular telephone subscribers (in millions) (2) 9.1 95 9.8
Estimated Israeli cellular telephone penetration (3) 124% 126% 128%
Year ended December 31,

2006 2007 2008 2009 2010
Partner Data
Cellular subscribers (000's) (at period end) (4) 2,668 2,860 2,898 3,042 3,160
Pre-paid cellular subscribers (000's) (at period end) (4) 781 792 745 811 870
Post-paid cellular subscribers (000's) (at period end) (4) 1,887 2,068 2,153 2,231 2,290
Share of total Israeli cellular subscribers (at period end) (5) 32% 32% 32% 32% 32%
Average monthly usage per cellular subscriber (“MOU”) (mins.) (6) 311 336 365 364 366
Average monthly revenue per cellular subscriber including in roaming (“ ARPU”)

(NIS) (7) 161 161 161 151 148
Churnrate for cellular subscribers (8) 15.6% 15.0% 17.8% 17.7% 21.4%
Estimated coverage of Israeli population (at period end) (9) 97% 97% 98% 98% 99%
Number of employees (full time equivalent) (at period end) (10) 3,714 4,130 4,671 5,670 6,068

@
@

®

The population estimates are as published by the Central Bureau of Statisticsin Israel as of December 31, 2010.

We have estimated the total number of Israeli cellular telephone subscribers from information contained in published reports issued by, and public statements made by,
Pelephone Communications Ltd. (“ Pelephone”) and Cellcom Israel Ltd. (“Cellcom”), or by their shareholders, and from Partner subscriber data. The number of subscribers of

Mirsis estimated by Partner since Mirs does not disclose operating information.

Total number of estimated | sraeli cellular telephone subscribers expressed as a percentage of the estimated population of Israel. The total number of estimated cellular
telephone subscribers includes dormant subscribers as well as other subscribers who are not included in the I sraeli population figures, such as Palestinians, visitors, and

foreign workers.

13
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(10)

In accordance with general practice in the cellular telephone industry, we use the term “ subscriber”, unless the context otherwise requires, to indicate a telephone or adata or
video device, rather than either a bill-paying network customer, who may have a number of tel ephones connected to the network, or a cellular telephone user who may share a
single telephone with anumber of other users. “ Subscriber” includes our pre-paid customers. As of 2008, a pre-paid subscriber is recognized as such only following the actual
use of his pre-paid SIM card. Based on this policy in January 2008, we reduced the number of reported pre-paid subscribers by approximately 61,000. Applying this policy
retroactively, theincrease in subscribers in 2008 was 3.5%.

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
aperiod of over six consecutive months ending at a reporting date.

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

We have calculated our average monthly usage per cellular 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 monthsin the relevant period.

We have calculated Partner average monthly revenue per cellular subscriber by (i) dividing, for each month in the relevant year, the Partner revenue during the month,
excluding revenue from equipment sales but including revenues from handset warranties and including revenue from foreign network operators for calls made by their roaming
customers whilein Israel using our network, by the average number of Partner cellular subscribers during that month, and (ii) dividing the sum of al such results by the number
of monthsin therelevant period.

We definethe “churn rate” asthe total number of cellular subscribers who disconnect from our network, either involuntarily or voluntarily, in agiven 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
usfor aperiod of the last six consecutive months ending at areporting date. Thisincludes cellular subscribers who have generated minute revenues only from incoming calls
directed to their voice mail. Involuntary churn includes disconnections due to non-payment of bills or suspected fraudulent use, and voluntary churn includes disconnections
due to subscribers terminating their use of our services.

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 network site. According to these coverage results, we estimate the population serviced by our network and divide this by the
estimated total population of Israel. Population estimates are published by the Central Bureau of Statisticsin Israel.

A full-time employee is contracted to work a standard 186 hours per 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 afull-time equivalent basis.

14




Exchange Rate Data

The following table setsforth, 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.

Year ended December 31,

2006 2007 2008 2009 2010
Average(1) 4457 4.108 3.588 3.927 3732
High 4.725 4342 4,022 4.256 3.894
Low 4.176 3.830 3.230 3.690 3.549
End of period 4.225 3.846 3.802 3.775 3.549
(€] Calculated based on the average of the exchange rates on the last day of each month during the relevant period.

March 2011

September October November December January February (through

2010 2010 2010 2010 2011 2011 Mar ch 16)
High 3.798 3.645 3.684 3.665 3710 3713 3.635
Low 3.665 3.569 3580 3549 3528 3.602 3.553

On December 31, 2010, the exchange rate was NI'S 3.549 per US$1.00 as published by the Bank of Israel. Changes in the exchange rate between the shekel and the US dollar could
materially affect our financial results.

3B. Capitalization and Indebtedness
Not applicable.
3C. Reasonsfor the Offer and Use of Proceeds

Not applicable.
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3D. Risk Factors

You should carefully consider the risks described below and the other information in this Annual Report. Depending on the extent to which any of the following risks
materializes, our business, financial condition, cash flow or results of operations could suffer, and the market price of our shares may be negatively affected. The risks below are not
the only ones we face, and other risks currently not affecting our business or industry, or which are currently deemed insignificant, may arise.

RISKSRELATING TO THE REGULATION OF OUR INDUSTRY

Weoperatein a highly regulated telecommunications mar ket which limits our flexibility in managing our businessand may materially and adver sely affect our business and results
of operations.

We are exposed to government regul atory intervention regarding a broad range of issues in the telecommunications industry, such as interconnect tariffs, roaming chargesand
other billing and customer service matters; the construction and maintenance of antennas and other network infrastructure; providing infrastructure access to existing or new
telecommunications services providers; frequency allocation; limitations or other constraints on the services and products that we may sell; the terms and conditions of our subscriber
agreements; anti-trust regulation; and obligations under our operating license. In addition, in recent years, the Ministry of Communications has taken active stepsto increase
competition in the cellular market, and in the past year it has escalated itsintervention in this regard. In January 2010, the Ministry of Communications adopted regulations providing for
Mobile Virtual Network Operator (MVNO) licenses, and it has recently granted MV NO licenses to anumber of companies and is expected to grant additional MVNO licenses. In
September 2010, the Ministry of Communications published a tender for the allocation of UM TS frequency to additional infrastructure-based cellular operatorsin Israel. Four companies
have submitted tender offers.

The Ministry of Communicationsis also increasing competition by reducing entry barriers to enable new operators to enter the cellular market by allowing site sharing and national
roaming and by allowing the use of existing cellular networks, including our's, by other telecommunications services providers using competing or complementary technologies, such
as Voice Over Broadband over Cellular (“VoC") and providing Worldwide Interoperability for Microwave Access (“WiMAX”) licenses and/or other licenses. In addition, the Ministry
of Communications intends to increase competition by, among other measures, alowing the use of our cellular network by other telecommunications services providers using
competing or complementary technologies, such as Voice Over Broadband over Cellular (“VoC") and providing Worldwide I nteroperability for Microwave Access (*WiMAX”") licenses
and/or other licenses. In addition, in the past year, the Ministry of Communications also increased competition by adopting regulations that facilitate the migration of subscribers
between cellular companies by, among other measures, limiting the amount which telecommunication operators may charge subscribers who terminate their agreement before the end of
their commitment period, and by prohibiting linkage between the sale of handsets and the provision of various benefits regarding cellular services. See "Item 3D. Risk Factors -
Competition from existing telecommunications providers, and potential changes in the competitive environment and communications technologies, may cause an increase in subscriber
acquisition and retention costs or a decrease in tariffs, and may reduce our market share and increase our churn rate, all of which could adversely affect our business and results of
operations."

As further described below, these regul ations impose substantial limitations on our flexibility in managing our business; may limit our ability to compete by, among other measures,
limiting our ability to develop our network, or preferring new and/or small competitorsin the allocation of new frequencies, including those designated for the next generation of cellular
services; and may increase our costs, decrease our revenues and reduce our ability to expand our business. As aresult, industry regulation has had in the past, and may in the future
have, amaterial adverse effect on our business and results of operations. In addition, new laws, regulations or government policies, or changesin current regulations, may be adopted
or implemented in a manner which damages our business and operating results. In thisregard, it should be noted that in January 2011, the regulations regarding the royalty rate paid by
Israeli cellular telephone operators were amended so that the royalty rate shall be increased from 1% of “chargeable revenues’ in 2010 to 1.75% in 2011 and 2.5% in 2012. See“ltem 4B.
Business Overview — Regulation — Telecommunications Law —Royalties’. Announcements by the government, telecommunications operators or others of changes or other
developments in applicable regulations may have a negative impact on the market value of our shares. For information regarding the principal regulations and regulatory developments
affecting our business, see “Item 4B. Business Overview — Regulation”.

Furthermore, defending ourselves against regulatory violations alleged by state authorities or consumers has required, and may in the future require, substantial financial and
management resources. We may not always be successful in our defense, and should we be found in violation of these regulations, we and our management may be subject to civil or
criminal penalties, including the loss of our operating license. For information regarding on-going litigation or proceedings, see “Item 8A. Consolidated Financial Statements and Other
Financial Information — Legal and Administrative Proceedings”.

Recent and potential futureregulation and negotiation of roaming tariffs, both within I srael and elsewhere, may increase our roaming expenses, may decrease our roaming revenues
and prevent usfrom raising our tariffs. If we cannot obtain or maintain favorable roaming arrangements, our services may beless attractive or less profitable.

The Ministry of Communications has declared its intention to eval uate roaming charges and, in November 2008 and February 2009, has requested us and our competitors to provide
information regarding our roaming services. In August 2008 the government instructed the Ministry of Communications, together with other ministries, to negotiate a reduction of
inbound and outbound roaming tariffs with the European Union (“EU") and/or members of the EU or countries frequently visited by Israelis, and to consider other tools for reducing
roaming charges. Because roaming charges represent a significant source of revenue and profits, if roaming tariffs are reduced as aresult of the review by the Ministry of
Communications or as aresult of the proposed negotiations or otherwise, if additional EU member operatorsraise their tariffs, or if we are not able to raise our tariffs or otherwise
compensate for possibly higher roaming expenses, this could adversely affect our profitability and results of operations.
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We rely on agreements to provide roaming capability to our subscribersin many areas outside Israel. However, we cannot control the quality of the service that other
telecommunication companies provide, and it may beinferior to our quality of service. Equally, our subscribers may not be able to use some of the advanced features that they enjoy
when making calls on our network.

Some of our competitors may be able to obtain lower roaming rates than we obtain because they may have larger call volumes, or because of their affiliations with other
international cellular operators. Competition has intensified since Pelephone began providing a significant volume of roaming services through its new UM TS system. We are also
subject to competition from alternative roaming solutions, including from other service providers. These service providers use alternative technol ogies that bypass the existing method
of providing roaming services.

If our competitors' providers can deliver ahigher quality or amore cost effective roaming service, then subscribers may migrate to those competitors and our results of operations
could be adversely affected. Further, we may not be able to compel providers to participate in our technology migration and enhancement strategies. As aresult, our ability to implement
technological innovations could be adversely affected if these overseas providers are unable or unwilling to cooperate with the further development of our network or if they cease to
provide services comparable to those we offer on our network.

Our business and oper ating results have been adver sely affected by reductionsin call and SM Sinter connect tariffsimposed by the Ministry of Communications, and may be further
materially adver sely affected by futureregulatory developmentsin these areas.

Call interconnect tariffs. September 6, 2010, the Ministry of Communications published its formal decision regarding a material reduction of interconnect tariffs. The monthly direct
adverse affect of the reduction for 2011, without taking into consideration any mitigating steps, is estimated at approximately NIS 30-40 million on the Company's EBITDA and
approximately NIS 20-30 million on the Company's net income.  In addition to the direct adverse effect, we may suffer from additional significant indirect adverse effects, asaresult,
inter-alia, of the following possible developments: migration of outgoing calls from the cellular networks to the fixed line networks and the introduction into the cellular market of a
mobile virtual network operator (MVNO) and two additional UMTS operators, while implementing national roaming, based on the new interconnect tariffs. See “Item 4B. Business
Overview — Regulation — Regulatory Developments — Reduction of Interconnect Tariffsto Be Paid to Cellular Operators’.

On November 14, 2010, the Company filed a petition with the Supreme Court of Justice claiming that the Ministry's decision to reduce interconnect tariffsis mistaken and unlawful.
The Company has petitioned the Court to rescind the Ministry's decision and regulations or alternatively to amend them in such amanner so that the interconnect tariff chargeable by
the Company shall not be less than the actual cost. The Company cannot predict the ultimate outcome of the petition. A hearing has been set for June 2011.

SMSinterconnect tariffs. In 2005, our license was amended to regulate charging for SM'S messages sent outside our network. Due to technological difficulties encountered by our
competitors and usin fully complying with this amendment, we may face claims, under one interpretation of the amendment, of not having implemented the amendment with respect to
SM'S messages sent to the subscribers of two other Israeli cellular operators. We have notified the Ministry of Communications of the difficulty. The Ministry has proposed an
amendment to our license, but we are uncertain as to the effectiveness of the amendment in resolving the difficulty. Until such time as the cellular operators develop the necessary
interfaces or our license is amended, we may be exposed, if such interpretation prevails, to substantial sanctions and legal claims.

We have had difficulties obtaining some of the building and environmental permitsrequired for the erection and operation of our network sites, and some building and environmental
per mits have not been applied for. These difficulties could have an adver se effect on the cover age, quality and capacity of our network. Operating network siteswithout building or
other required permitsmay result in criminal or civil liability to usor to our officersand directors.

Our ability to maintain and improve the extent, quality and capacity of our network coverage dependsin part on our ability to obtain appropriate sites and approvalsto install our
network infrastructure, including network sites. The erection and operation of most of these network sites require building permits from local or regional planning and building
authorities, aswell as anumber of additional permits from other governmental and regulatory authorities. In addition, as part of our UMTS network build-out, we are erecting additional
network sites and making modifications to our existing network sites for which we may be required to obtain new consents and approvals.

For the reasons described in further detail below, we have had difficulties obtaining some of the building permits required for the erection and operation of our network sites. As of
December 31, 2010, less than 10% of our network sites were operating without local building permits or exemptions, which in our opinion, are applicable.
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Network site operation without required permits hasin some cases resulted in the filing of criminal charges and civil proceedings against us and our officers and directors, and
monetary penalties against the Company, aswell as demolition orders. See “Item 8A. Consolidated Financial Statements and Other Financial Information — Legal and Administrative
Proceedings”. In the future, we may face additional demolition orders, monetary penalties and criminal charges. The prosecutor’s office has set up anational unit to enforce planning
and building laws. The unit has stiffened the punishments regarding violations of planning and building laws, particularly against commercial companies and its directors. If we
continue to experience difficulty in obtaining approvals for the erection and operation of network sites and other network infrastructure, this 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. In addition, as we grow our subscriber base and seek to
improve the range and quality of our services, we need to further expand our network, and difficultiesin obtaining required permits may delay, increase the costs or prevent us from
achieving these goasin full. Our inability to resolve these issues in atimely manner could also prevent us from achieving or maintaining the network coverage and quality requirements
contained in our license.

Possible amendent to the Non-ionizing Radiation Law. In October 2010, abill was submitted to amend the Non-lonizing Radiation Law. In accordance with the bill, permits from
the Ministry of Environmental Protection will not be given to cell sitesthat are within 75 meters of senior citizensinstitutions including senior citizen housing, education institutions,
shelters and hospitals. In accordance with the bill, any permit that will be given to acell site that does not fulfill the said provision shall expire within 6 months from the date of the
amendment. The bill passed a preliminary reading in the Parliament and received the approval of the Ministerial legislative committee. If the bill isapproved, it will cause significant
damage to the telecommunications coverage in urban areas since we will be required to remove hundreds of telecommunication sites which, asaresult, will adversely affect the
Company's revenues.

Uncertainties under National Building Plan 36. Since June 2002, following the approval of the National Building Plan 36 (the “ Plan”), which regulates network site construction
and operation, building permits for our network sites (where required) have been issued in reliance on the Plan. Several local planning and building authorities have questioned the
ability of Israeli cellular operators to receive building permits, in reliance on the Plan, for network sites operating in frequencies not specifically detailed in the frequency charts attached
to the Plan. In anumber of cases, these authorities have refused to grant building permits for 3G network sites, claiming that 3G frequencies are not included in the Plan. There has been
no judicial ruling at this stage. However, aclass action was filed against us as well as other cellular operators with arequest for the revocation of the building permits given to the 3G
network sites.

The Planisin the process of being changed. See “Item 4B. Business Overview — Regulation-Network Site Permits- National Building Plan No. 36".

Uncertainties regarding the validity of exemptions for wireless access devices. We have set up several hundred small communications devices, called wireless access devices,
pursuant to a provision in the Communications Law (Telecommunications and Broadcasting), 1982, which exempts such devices from the need to obtain a building permit. A claim was
raised that the exemption does not apply to cellular communications devices and the matter reached first instance courts a number of times, resulting in conflicting decisions. This claim
isincluded in an application to certify a class action filed against the three principal Israeli cellular telephone operators. In May 2008 adistrict court ruling adopted the position that the
exemption does not apply to wireless access devices. We, aswell as our competitors, filed arequest to appeal this ruling to the Supreme Court. In May 2008, the Attorney General filed
an opinion regarding this matter stating that the exemption does apply to wireless radio access devices under certain conditions and two petitions were filed with the High Court of
Justice in opposition to the Attorney General’s opinion. The matter is still pending before the Supreme Court and the High Court of Justice. See “Item 4B. Business Overview —
Regulation- Network Site Permits’.

If adefinitive court judgment holds that the exemption does not apply to cellular devices at all, we may be required to remove the existing devices and would not be able to install
new devices on the basis of the exemption. Asaresult, our network capacity and coverage would be negatively impacted, which could have an adverse effect on our revenue and
results of operations.

Uncertainties regarding requirements for repeaters and other small devices. We, like the other cellular telephone operatorsin 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 aclear policy of thelocal planning and
building authorities, and in light of the practice of the other cellular telephone operators, we have not requested permits under the Planning and Building Law for the repeaters.
However, we have received an approval to connect the repeaters to our communications network from the Ministry of Communications and have received from the Ministry
of Environmental Protection permit types for all our repeaters. If thelocal planning and building authorities determine that permits under the Planning and Building Law are also
necessary for the installation of these devices, or any other receptors that we believe do not require a building permit, it could have a negative impact on our ability to obtain permits for
our repeaters.

In addition, we construct and operate microwave links as part of our transmission network. The various types of microwave links receive permits from the Ministry of Environmental
Protection in respect of their radiation level. Based on an exemption in the Telecommunications Law, we believe that building permits are not required for the installation of most of these
microwave links on rooftops, but to the best of our knowledge, there is not yet a determinative ruling on thisissue by the Israeli courts. If the courts determine that building permits are
necessary for the installation of these sites, it could have a negative impact on our ability to obtain environmental permitsfor these sites and to deploy additional microwave links, and
could hinder the coverage, quality and capacity of our transmission network and our ability to continue to market our transmission services effectively.
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The Ministry of Environmental Protection's Request for the Installment of Monitoring Devices. In May 2010, the Ministry of Environmental Protection notified the Company of an
addition of acondition for all of the Company's network site operation permits, according to which the Company must install in its systems software that continuously monitors and
reports the level of power created in real time from the operation of its network sites. The Ministry of Environmental Protection refused to provide the Company with any technical data
regarding the monitoring software and therefore the Company cannot anticipate the manner of operation of the software nor itsreliability. During the last few months, the Ministry of
Environmental Protection received several alerts reporting exceeded transmitted power at some of the Company's cell sites. All purported claims were examined by the Company's
engineers and were found to be baseless.

The Company complied with the said condition and as of August 19, 2010, provides continuous reports every fifteen minutes regarding the power of all of the transmitters. The
Company isof the opinion that all of the antennas that it operates comply with the conditions of the safety permits that the Company was granted by the Ministry of Environmental
Protection. However, implementation of the monitoring software increases the exposure of the Company and its senior officersto civil and criminal proceedingsin the event that any
antennawill be found to not meet the conditions of the permits granted to the Company and the maximum permitted power. In addition, if our antennas will be found to not meet the
conditions of the permits granted to the Company and the maximum permitted power, the Ministry of Environmental Protection may revoke existing permits, which would require us to
dismantle existing network sites. Asaresult, our network capacity and coverage would be negatively impacted, which could have an adverse effect on our revenue and results of
operations.

In connection with some building per mits, we may also be required to indemnify planning committeesin respect of claimsagainst them relating to the depreciation of property values
that result from the granting of permitsfor network sites.

Under the Planning and Building Law, 1965, local planning committees may be held liable for the depreciation of the value of nearby properties as aresult of approving abuilding
plan. Under the Non-lonizing Radiation Law, 2006, the National Council for Planning and Building requires indemnification undertakings from cellular companies as a precondition for
obtaining a building permit for new or existing network sites. The National Council has decided that until the Plan is amended to reflect a different indemnification amount, cellular
companies will be required to undertake to indemnify the committeesin full against all losses resulting from claims against a committee for reductionsin property values as aresult of
granting a permit to the network site. On June 1, 2010, the National Council for Planning and Building approved the National Building Plan No. 36/A/1 version that incorporates all of
the amendments to the Plan ("the Amended Plan™). The Amended Plan sets forth the indemnification amounts as a percentage of the value of the depreciated property claimsin
accordance with the manner in which the licenses were granted. See “ Item 4B. Business Overview — Regulation -Network Site Permits- National Building Plan No. 36”. The Amended
Plan is subject to governmental approval, in accordance with the Planning and Building Law. It is unknown when the government intends to approve the Amended Plan.

As of December 31, 2010, we have provided local authorities with 398 indemnification undertakings. These indemnifications expose us to risks which are difficult to quantify or
mitigate and which may have amaterial adverse effect on our financial conditions and results of operations, if we are required to make substantial paymentsin connection therewith.

In addition, the requirement to provide indemnification in connection with new building permits may impede our ability to obtain building permits for existing network sites or to
expand our network with the erection of new network sites. The indemnification requirement may also cause us to change the location of our network sites to less suitable locations or
to dismantle existing network sites, which may have an adverse effect on the quality and capacity of our network coverage.

In 2007, the Israeli Ministry of Interior Affairs extended the limitation period within which depreciation claims may be brought under the Planning and Building Law from three years

from approval of the building plan to the later of one year from receiving a building permit for a network site under the Plan and six months from the construction of anetwork site. The
Ministry retains the general authority to extend such period further. This extension of the limitation period increases our potential exposure to depreciation claims.
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We have been required to offer accessto our network infrastructureto other operators, which has enabled new competitors, such asMVNOsand new cellular operators, to enter the
market, and may reduce our ability to provide quality servicesto our subscribersand negatively affect our operating results.

Under both the Communications Law (Telecommunications and Broadcasting), 1982, and our operating license, the Ministry of Communications has the power to require us, and
the other telephone operatorsin Israel, to offer access to our network infrastructure to other operators such as MVNOs

MVNOs, or mobile virtual network operators, are mobile telecommunications operators that do not own their own spectrum and usually do not have their own physical network
infrastructure. Instead, MV NOs have business arrangements with existing cellular operators to use their infrastructure and network for the MVNOSs' own customers. The introduction of
the operation of MV NOs into the I sraeli mobile telecommunications market could increase competition, which may adversely affect our business, revenues and results of operations.

In January 2010, the Ministry of Communications published its decision regarding MV NOs and issued regul ations regarding the entry of MV NOs into the market. The regulations
impose certain conditions on related companies of cellular companies that apply for an MVNO license. The Ministry of Communications has recently granted MVNO licensesto a
number of companies and is expected to grant additional MVNO licenses. In addition, one of our competitors has already signed agreements with MV NOs to offer access to its network
structure.

In September 2010, the Ministry of Communi cations published atender for the possible alocation of UMTS frequency to additional infrastructure-based cellular operatorsin
Israel. Four companies have submitted tender offers. See"Item 4B. Business Overview-Regulatory Developments- Integrated Tender Committee for UMTS Frequency Allocation for an
Additional Cellular Operator".

These new regulatory developments have significantly lowered the entry barriers for potential new competitors and are already enabling new competitors to enter the mobile
telephone market in Israel. Our capacity islimited, and if we are required to all ocate capacity to other operators, the services to our subscribers may be harmed or we may be required to
invest additional capital in order to enable additional use of our network. If wefail to agree with new operators that are given access to our network regarding the tariffs and additional
conditions for the usage of our infrastructure, the Ministry of Communications may impose tariffs as well as the terms and conditions of such usage. If the Ministry of Communications
sets those tariffs too low, this may adversely affect our financial condition. In addition, operators, such as MVNOs, might offer mobile telecommunication services to our current
customers at prices that are lower than our prices, thereby reducing our market share and/or causing price erosion and adversely affecting our financial results and condition. The
impact of these developments may have a material effect on our competitive position and thus our business and operating results.

Wemay berequired to terminate the use of certain spectrum or to sharewith another operator some of the spectrum we are currently using on an exclusive basis. We may not be
allocated sufficient spectrum band or any spectrum at all needed in order to provide 4th generation (4G) services. These requirements may adver sely affect our network quality and
capacity aswell asour results of operations.

There are demands from different third parties to rearrange the current spectrum allocation in Israel and the Palestinian Administered Areas, particularly the 900 Mhz frequencies,
and also to allocate additional frequencies for the use of other mobile operatorsin the Palestinian Administered Areas.

If such afrequency rearrangement takes place, then the spectrum that has been allocated to us for use on an exclusive basis may also be allocated to another operator in the
Palestinian Administered Areas, or we may be required to terminate the use of part of our existing spectrum, which might be replaced by an allocation of anew band of spectrum that
may be of inferior quality.

We have received natification from the Civil Administration in Judea and Samaria of its intention to change the allocation of some of the spectrum previously allocated to usfor our
use in the West Bank, and that following the change, we may be allocated other spectrum in the West Bank and additional spectrum for our usein Israel. Until we receive further details
regarding this allocation of spectrum, we are unable to evaluate the impact that the intended change in spectrum allocation, if it occurs, will have on our business or our results of
operations.

There are also demands to allocate additional frequencies for mobile operators, including WiMAX and Long Term Evolution (“LTE") operators, which we may need for our next
generation (4G) GSM technology. Some of these frequencies have already been allocated to third parties. In addition to the possibility that spectrum for 4G may not be allocated at all by
the Ministry of Communications to any operator, if the spectrum allocated isinsufficient to provide quality 4G services or if allocations do take place and spectrum is allocated to our
competitors and not to us, thismay put us at a disadvantage compared to our competitors and, it may harm our ability to migrate to the next generation of GSM technology, such as
LTE.

I1f we were to be prevented from using a portion of our existing spectrum, or if alternative equivalent spectrum are not allocated to us, or if we were to be required to share some of
our spectrum, this could affect our ability to establish aUMTS 900 network and have amaterial adverse effect on our operations and profitability.
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Possible changes in the law could result in increased anti-trust regulation of the mobile telephoneindustry in I srael, which could have a material adver se effect on our revenuesand
financial results.

TheIsraeli Parliament is currently discussing agovernmental bill that will amend the Restrictive Trade Practices Law and grant the Israeli Commissioner of Restrictive Trade
Practices toolsto regulate practices in oligopolistic markets.

In the event the Commissioner of Restrictive Trade Practices determines that increased anti-trust regulations, if adopted, should be applied to the Israeli telecommunications
industry, including to Partner, our growth strategy, pricing policies and other core elements of our business may be challenged, we may not be able to develop our business aswe
currently plan, and our financial condition and results of operations may be adversely affected. In addition, substantial management and financial resources may be consumed in order
to respond to government inquiries, represent our interests and possibly defend against consumer litigation or administrative proceedings. In addition, the lack of clear criteriain the
proposed regulation may expose the Company to arbitrary administrative procedures or decisions.

Wecan only operate our businessfor aslong aswe have a license from the Ministry of Communications.

We conduct our operations primarily pursuant to a general mobile telephone license granted to us by the Ministry of Communications on April 7, 1998. Our licenseisvalid 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.

Furthermore, 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 popul ation coverage and minimum quality standards and other license provisions, may not be certain, and
disagreements have arisen and may arise in the future between the Ministry of Communications and us. We have provided a bank guarantee to the Ministry of Communicationsin 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. In addition, the Ministry of Communicationsis authorized to levy significant fines on us for breaches of our license which could have amaterial adverse effect on our financial
condition or results of operations.

Our mobiletelephonelicenseimposes certain obligations on our shareholdersand restrictions on who can own our shares. Ensuring compliance with these obligations and
restrictionsmay be outside our control, but if the obligationsor restrictionsare not respected by our shareholders, we could lose our license.

Aswith other companies engaged in the telecommunications businessin I srael, our license requires that a minimum economic and voting interest in, and other defined means of
control of, our company be held by Israeli citizens and residents or entities under their control. If this requirement were not complied with, we could be found to be in breach of our
license, even though ensuring compliance with this restriction may be outside our control.

The Ministry of Communications amended our license effective 2005, reducing the required holdings by Isra€li citizens and residents from 20% to 5%, which must be held by our
founding shareholders who are I sraeli entities or their approved substitutes. The amendment also requires that these sharehol ders appoint at least 10% of our Board of Directors. In
2006, our founding Israeli shareholders sold substantially all of their sharesin the Company to Israeli institutional investors, who are approved substitutes. Since then, there were
additional share salesto Israeli institutional investors that were approved as substitutes by the Ministry of Communications. Some of these shares sal es were to Suny Electronics Ltd.
("Suny"). See“Item 7A. Major Shareholders — Significant Changesin Holdings of Major Shareholders During the Past Three Y ears”. If our shareholders do not respect these
conditions, we may be found to bein violation of our license.

In addition, according to our license, 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 al so 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 a competing operator, without the consent of the Ministry of Communications, which may limit certain persons from
acquiring our shares. Shareholdingsin breach of these limits relating to transfers or acquisitions of means of control or control of Partner could result in two consequences. First, the
sharesthat arein excess of the limitswill 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 until such time as the consent of the Ministry of Communications has been obtained. Second, the breach of the limits could result in the revocation of our
license.
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RISKSRELATING TO OUR BUSINESS OPERATIONS

Competition from existing telecommunications providers, and potential changesin the competitive environment and communications technologies, may cause an increasein
subscriber acquisition and retention costsor a decreasein tariffs, and may reduce our market shareand increase our churn rate, all of which could adver sely affect our businessand
results of operations.

Telecommunications industry consolidation. Over the past few years, many changes have occurred in the Israeli telecommunications market. In the past, the Company competed
primarily with the three other cellular operators: Cellcom, Pelephone and MIRS, and focused mainly on issues regarding brand identification, customer service, quality of
telecommunication services and variety of handsets and prices. However, with cellular operators becoming part of telecommunication groups, the scope of the competition between the
various companies has expanded to include a wider range of telecommunications services, including fixed line, internet, VOB, PRI and transmission. The broadened range of
telecommunications services potentially decreases our competitive position. On March 3, 2011, the Company acquired all of the outstanding shares of 012 Smile Telecom Ltd, an Israeli
operator of International Long Distance (ILD) services, Internet Service Provider (1SP) and local fixed line services using Voice Over Broadband (VOB) technology as part of Partner’s
strategic transformation into a comprehensive communications group.

During 2010, the increase in churn rates was a clear indication of the increase in competition. The cellular companies also invested resources in customer retention by offering
attractive packages of bundled services that include almost unlimited use within their network.

Cellcomisan Israeli public corporation that is traded both on the Tel Aviv stock exchange as well as NASDAQ. The company was founded in 1994 as the second cellular company
in Israel and its major beneficial shareholder is Discount Investment Corporation Ltd (DIC, which is held by the IDB holding company). Cellcom operates nationwide cellular telephone
networks based on GSM 1800 MHz/GPRS, D-AMPS, EDGE and UMTS/HSDPA HSUPA technologies. Cellcom recently announced that the company has begun a procedure to acquire
and integrate the business of Netvision 013 Barak Ltd (“Netvision”), an Israeli operator of ILD services, ISP and local fixed line services using VOB technology.

Pelephone, is an Israeli corporation that has been a wholly-owned subsidiary of Bezeq Israel Telecommunications Corp., Ltd ("Bezeq") since 2004 and Bezeq is traded on the Tel
Aviv stock exchange. Bezeq and its subsidiaries offer domestic fixed and mobile services, broadband access, ILD services, |SP and multi channel satellite TV services. The Ministry of
Communications recently granted the Bezeq group permission to market bundled services of all the group's companies. This will allow Bezeq to offer customers afull range of bundled
telecommunication services in one transaction, including landline services, cellular services, ILD services, broadband access, ISP and multi channel TV services. In June 2009,
Pelephone launched high speed GSM aswell as a network for data consumption that supplies high speed mobile internet consumption.

MIRS was founded in 1994 and supplies cellular telecommunication services. The company's unique Enhanced Specialized Mobile Radio, or “trunking” iDEN network technology
allows the provision of walky-talky services, full telephony services, content service, data services to business and products and auxiliary accessories. In May 2010, the ownership of
MIRS was sold by Motorola to the Altice Group, a French media group, controlled by Patrick Drahi, who aso holds 45% of HOT Cable Communication Systems Ltd (“HOT”), the cable
TV operator in Israel. HOT's main areas of activity are cable multi channel TV broadcast, broadband access and domestic land line telecommunication services. The Ministry of
Communications has recently granted HOT a license to provide service bundles, including ISP services, to be provided through a subsidiary company of HOT. In accordance with
mediareports, MIRS and HOT may merge and MIRS submitted an offer for the UMTS frequencies allocation tender offer that the Ministry of Communications has published in the 2100
Mhz spectrum in order to compete with the other cellular operators. In that allocation tender three other groups submitted an offer. As aresult of this tender two additional UMTS
providers may enter the market as potential UM TS competitors.

Recent and potential future consolidation could substantially affect our position in the Israeli telecommunications market, in particular, by attracting a broad range of
telecommunications subscribers to one or two full-service telecommunications groups, as well as by permitting such a group or groups to apply substantial pressure on market prices
for selected sectors. If such devel opments were to occur, our business and results of operations could be materially adversely affected.

Limitation of exit fees. As part of an amendment to the Telecommunications Law, effective February 2011, subscribers with commitment agreements for no more than 100 telephone
lines that terminate a commitment agreement during the commitment period, may not be charged a penalty that exceeds 8% of the subscribers' average monthly bill for operator's
services, until the termination, multiplied by the balance of the remaining number of monthsin the commitment period. In addition, such subscribers may not be denied benefitsto which
they would have been entitled had they not terminated the commitment agreement. For commitment agreements signed prior to February 1, 2011, these new provisionswill apply to
customers with no more than 50 telephone lines. In addition, the cellular operators will be prohibited from demanding immediate full payment of the remaining installments for the
handsets upon the customers' breach of the commitment period, and the subscriber swill be allowed to continue to pay out the installments in accordance with the dates and amounts
they would have paid had they not terminated the agreement. We expect that this amendment will materially increase the churn rate of our customers. Furthermore, these changes may
lead to amaterial decreasein tariffsand in ARPU and consequently a material decrease in revenues.
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Prohibition of linkage between the sale of handsets and the provision of various benefits regarding cellular services. The Ministry of Communications amended the conditions
of the licenses of al the cellular telecommunication companies in Isragl, whereby as of November 1, 2009, cellular telecommunication operators are prohibited from linking the sale of
handsets to the provision of various benefits regarding cellular services, including air time. This amendment to the license also allows subscribers that purchased their handsets from
one cellular telecommunication operator, or from another handset supplier, to benefit from the same advantages which a cellular telecommunications operator offers to subscribers who
purchase their handsets from that operator. Although to date this provision has not materially affected our business and results of operations, we may experience financial loss as a
result of thislicense amendment or it may result in loss of our competitive advantage.

National Roaming. Additional competition is expected from the entry of MVNOs and two additional UM TS operatorsinto the market. |n accordance with an amendment to the
Telecommunications Law, new provisions became effective January 2011 requiring existing cellular operators, to allow new operators use of the public telecommunication networks of
the existing cellular operators when the new operators begins providing cellular service not through roaming, to an areawith at least 10% of the population and in accordance with other
conditions set forth in the amendment. These roaming services will allow the new licensees to provide its subscribers with services also in areasin which it does not yet have its own
infrastructure. The existing cellular operators must allow national roaming for aperiod of 7 years extendable by an additional 3 years by the Ministers of Communications and Finance.
The amendment also requires that the new licensees provide cellular services not through roaming servicesto an areathat is populated by at least 40% of the total population within 4
years of the grant of the license. Regul ations regarding the amount of roaming charges to be paid will be set by the Ministers of Communications and Finance by February 1, 2012.

Until the Minister of Communications, with the approval of the Minister of Finance proposes regulations that determine national roaming tariffs, the existing cellular operators will
only be allowed to charge the new operators prices that do not exceed the new interconnect tariffs. With regards to cellular data, the price per Mb shall not exceed 65% of the maximum
price per minute for regular calls.

We are also subject to competition from other service providers. These service providers use aternative technologies that bypass the existing method of providing roaming
services.

4G licenses. 4G is an evolved mobile technology that alows for a wide bandwidth for data services. To date, although LTE is the most dominant 4G technology, Wimax is still
considered a 4G technology aswell. An efficient 4G service should be delivered by utilizing a20MHZ carrier, or wider in either an existing cellular frequency band or in anew band, such
as the 2.5 GHz. In February 2009, the Ministry of Communications published a policy regarding the allocation of frequencies and establishing a broadband wireless access network in
the 2.5 GHz frequency band. In this policy paper, the Ministry of Communications allocated this band for usage using WiMAX technology. The Ministry of Communications also
stated that it intended to promote competition in the cellular market by potentially granting preferences to existing telecommunications services providersin this regard. The Ministry of
Communications decided that existing cellular operators would not be allowed to participate in the allocation of the 2.5 GHz WiMAX frequencies which would mainly be available to
new participants in the telecommunications market. Mobile WiMAX is a competitive technology to HSDPA and LTE, which are the next generation of GSM technologies. Granting
WiMAX licenses to new operators or to any of our competitors and not to us might offer them a competitive advantage and adversely affect our business. Furthermore, if the Ministry
of Communications allocates the 2.5 GHz band to competitors and we are not allocated additional 4G spectrum , this may impair our ability to migrate to LTE and compete in the mobile
broadband market. Moreover, this 2 year old policy of the Ministry of Communications has not been updated to reflect the global market trend in which L TE has become more dominant
compared to WiMAX and has become de-facto, the industry's sole 4G technology. This fact, together with the fact that the Ministry of Communications has not taken any active steps
to allocate enough 4G LTE spectrum, challenges our planned roadmap to begin testing and deploying LTE.

The Ministry of Communications has granted a special license to afew of the new land-line operators to conduct a marketing experiment that will examine the provision of domestic
telephony services using VoC technology.

Land-line and Internet competition. In 2010, we estimate that the fixed line telephony market had approximately 3,266,000 lines of which 70% are estimated to have been controlled
by Bezeg. The remaining competitors were HOT that are estimated to have held 18%, 012 Smile that is estimated to have held 6%, and Partner, Cellcom and Netvision, each of which is
estimated to have held 2%. The churn rate for the fixed line telephony market in 2010 is estimated to have been 5.8%, based on the amount of porting between operators. The | SP market
is controlled mainly by Bezeq International, 012 Smile and Netvision, that each holds approximately 30% of the market. As a result of these developments in the competitive
environment, we may experience increased costs to attract and retain subscribers, and further pressure on tariffs.

Sale of handsets. In an effort to increase competition and to reduce cellular handset prices in the market, arecent amendment to the Telecommunications Law significantly facilitates
the import of cellular handsets to Israel by exempting certain mobile radio telephone handsets that meet the conditions to be set by the Minister of Communications, from receiving a
type approval, and handset commerce that meets the said conditions to be set by the Minister of Communications, shall be exempt from a commerce license. As a result of this
amendment, our revenues and profit from equipment sales may be adversely affected.
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Wefacerisksassociated with the acquisition of 012 Smile Telecom Ltd.

On October 13, 2010, we entered into a share purchase agreement to acquire all of the outstanding shares of 012 Smile Telecom Ltd. (012 Smil€"), an Israeli operator of international
telecommunication services and local telecommunication fixed services and a provider of internet services. The acquisition was completed on March 3, 2011 following the receipt of all
required third party approvals, including the Ministry of Communications' approval which requires structural separation among the Company and 012 Smilefor alimited period of time.
The "structural separation™ conditionsimposed by the Ministry of Communications will apply to the following: (i) the management of the respective businesses of 012 Smile and
Partner, including business, financial and marketing systems; (ii) separation of their assets; (iii) that neither employ the other's employees; (iv) that they not share commercial
information; and (v) that 012 Smile not offer preferential conditions to Partner as compared to other licensees with regard to the provision or availability of services and payment terms.
Thisstructural separation must be respected by Partner and 012 Smile until the earlier of : (i) December 31, 2012, or (ii) publication of notification by the Director General of the Ministry
of Communicationsthat (1) an MVNO has begun to operate or (2) an international operator can begin to operate asan MVNO.

Independent audit not yet performed. We may face certain risks as aresult of inaccuraciesin assessing the value, strengths, weaknesses, contingent and other liabilities and
potential profitability of 012 Smile. Disclosure in this Annual Report regarding 012 Smile, including the principal risk factors facing 012 Smile's business, itslitigation risk, business
operations, results of operations and financial condition, and its material agreements, reflects information provided to Partner by 012 Smile and its prior owner, before and after our
acquisition of 012 Smile on March 3, 2011. However, as of the date hereof, we have not had the opportunity to verify thisinformation, including information regarding 012 Smile's
financial results or condition, independently, or to conduct our own due diligence of 012 Smile's business, finances or operating, legal or other risks. For example, 012 Smile has also
disclosed to us limited information regarding several ongoing litigations including class action suits, which we will need to further investigate in order to evaluate their potential impact
on our consolidated financial position. Based on our own anticipated audit of 012 Smile as anewly acquired subsidiary of Partner, we may identify significant risks which have not been
disclosed to us and of which we are currently unaware, or we may discover that certain information provided to us regarding 012 Smile is materially inaccurate or incomplete, and in each
case such new information may have, or may reflect the possibility of, material adverse impacts on our business, results of operations, financial condition and prospects for growth. See
also Note 26 to our consolidated financial statementsincluded herein regarding limitations on our ability to conduct financial due diligence prior to the acquisition of 012 Smile.

Increasein our indebtedness. The acquisition led to asignificant rise in the Company's leverage, which may lead to arating downgrade and may influence our ability to pay
dividendsin accordance with the Company's dividend policy. See"ltem 3D. Risk Factors-Our level of indebtedness could adversely affect our business and our liquidity".

Integrationrisk. If we are unable to successfully integrate 012 Smile into our communications group as we planned, we may not achieve the operational synergies we anticipated
to have in connection with the acquisition in the planned time frame or at all. We also may not be able to realize the personnel and cultural integration we expect to achieve, which may
lead to the loss of key personnel necessary to operate the acquired business. In connection with the integration of 012 Smile, the approval for the transaction granted by the Ministry
of Communications requires that we maintain “structural separation” as described above in the first paragraph of thisrisk factor. If the requirement for such structural separation lasts
longer than expected, we may not be able to achieve the operational synergieswe anticipated realizing through the acquisition in the planned time frame.

Loss of enterprise value while waiting for the acquisition to close. Following the signing of the share purchase agreement on October 13, 2010, although 012 Smile agreed to
continue to conduct its business in substantially the same manner until the closing occurred, it is possible that decisions regarding investments, operations and overall management of
the business were postponed, or were made in amanner which did not best maintain or optimize value. Asaresult, and due to the length of time between signing and the closing, the
enterprise value of 012 Smile may not have grown in the same manner as before, or may have diminished
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Risks Associated with 012 Smile's Business

Therisks described below are based on information provided to us by 012 Smile, Asindicated above, we have not had the opportunity to verify independently the issues underlying
theserisks.

012 Smile has experienced significant growth, which has placed a substantial strain on itsresour ces. Thefailureto successfully implement itsgrowth strategy could
adver sely affect 012 Smil€'sability to continue to grow or sustain itsrevenuesand profitability.

The demand on 012 Smil€e's network infrastructure, technical and customer support staff and other resources has grown with its expanding customer base and is
expected to continue to grow as 012 Smile expands its business. 012 Smile's infrastructure, technical and customer support staff, operational and billing systems and other
resources may not adequately accommodate or facilitate the growth of its business.

Part of 012 Smile's growth strategy is managing and reducing the costs associated with delivering its services, including recurring service costs such as
communications and customer support costs as well as expenses incurred to add new customers, such as sales and marketing, installation and hardware costs. 012 Smile may
not be able to manage its expanding operations effectively or be able to continue to grow, and any failure to do so could affect 012 Smile's ability to generate revenues, control
expenses and sustain or increase its profitability.

Therecent changein regulatory limitations on Bezeqg will likely result in increased competition, and may result in areduction in 012 Smile'srevenuesfrom
inter connect fees.

Bezeq, theincumbent local telephony provider, is subject to several regulatory limitations, including restrictions on its ability to provide bundled service offerings and
supervised tariffs. Under itslicense, Bezeg is also subject to structural separation rulesin providing its various communication services.

According to the policy of the Ministry of Communications, adopted in 2004, once Bezeq's market share of domestic fixed-line telephony in a particular customer
segment (business or private) falls below 85%, Bezeq's license will be amended so as to enable it to submit an application for the Minister of Communication’s approval to
market a bundle of services (including broadcast services) in that customer segment, which includes telecommunications services provided by Bezeq and by a subsidiary. The
Minister of Communication’s decision whether to approve Bezeq's marketing a bundle of services will be based on the status of competition in the applicable
telecommunications sector and islikely to be subject to conditions set forth by the Ministry of Communications.

On May 10, 2010, after Bezeq's share of the private telephony sector fell below 85%, and following a series of three consultations, the Ministry of Communications
published amendments to Bezeq and its subsidiaries’ licenses allowing the Bezeq group to apply for the Ministry's approval for marketing bundled service offerings.

These bundled service offerings could potentially include local and international telephony, broadband Internet access, Internet service provider (ISP) services,
cellular services and multi-channel TV.

According to the license amendments Bezeq may market to private subscribers a bundle of services that includes services provided by a subsidiary. The license
conditions applicable to the marketing of bundled servicesinclude the existence of a group of servicesin similar format marketed by another licensee and allowing the customer
to purchase each service or package of servicesin the bundle separately, on the same terms as those offered within the bundle, unless the bundle of asubsidiary only includes
Bezeg's ADSL service.

The licenses of the subsidiaries were also amended, allowing them, subject to conditions, to market bundles that contain services of the Company. Subsequently, the
Bezeq group started filing applications and receiving approvals for marketing such bundles.

On February 6, 2011, the Ministry of Communications published a consultation regarding proposed amendments to the licenses held by the Bezeq group in which it
proposes to allow it to market bundled service offerings to the business sector following Bezeq's share of the business telephony sector falling below 85%.

Bezeq pays 012 Smile interconnect fees with respect to calls being made from Bezeq's fixed-linesto 012 Smile's VoB lines. Bezeq hasraised the claim that it should not
be required to pay 012 Smile interconnect fees because 012 Smile uses its infrastructure. Although the Ministry of Communications has determined that Bezeq should pay 012
Smile interconnect fees for calls originated from Bezeq fixed-lines to 012 Smile's lines at the same tariff as 012 Smile pays Bezeq, this determination will be reviewed by the
Ministry of Communications, and thereis no certainty that the Ministry of Communications will not reverse its determination that Bezeq should pay 012 Smile interconnect fees
at then current rates or at all.

Changesin theregulatory and legal compliance environment could adver sely affect 012 Smile's operations and business activitiesand could result in increased
competition and reduced revenues and profitability.

012 Smile operates in a highly regulated industry in Israel, which limits its flexibility in managing its business. 012 Smile is subject to regulation regarding
communications licenses, antitrust and arrangements pertaining to interconnection and leased lines. 012 Smile's business and operations could be adversely affected by
decisions by regulators, in particular the Ministry of Communications as well as changes in laws, regulations or government policy affecting its business activities. Such
actions could result in increased competition and expenses, and reduced revenues and profitability.
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On January 10, 2011, the Ministry of Communications published a consultation regarding the pricing of international calls to mobile phone destinations. The Israeli
international calls operators currently set higher rates for international calls to mobile phone destinations than those for fixed line destinations. In this consultation the
Ministry proposes to regul ate the price difference between international calls to mobile phone destinations and those for fixed line destinationsin one of two possible manners:
(1) setting a uniform maximal surcharge for international calls to mobile destinations to be added to cost of a call to fixed line destinations in each country or (2) requiring the
mobile telephony operators to set auniform call fee for both types of destinationsto each foreign country.

If these proposals become regulations, 012 Smile would be forced to alter its pricing policies in order to conform to these regulations. The proposed change could
reduce 012 Smile's revenues from international calls.

On February 13, 2011, the Ministry of Communications published a draft anendment to the Communications Law (Telecommunications and Broadcasting), 1982 which
proposes to set a limit upon the early termination fees that telecom providers would be able to charge their subscribers. According to the draft amendment, the telecom
licensees, including 012 Smile, would be able to collect an early termination fee of no more than 8% of the average subscriber monthly bill times the number of months left for
the fulfillment of their full contract term. The draft law also seeks to apply thislimit retroactively to contracts finalized before the proposed amendment would come into effect.

If this draft amendment is passed into law, 012 Smile would not be able to recoup the full value of benefits which were provided to its subscribers. This could also
significantly harm 012 Smile's competitive position as it would create positive incentives for early termination of contracts by subscribers.

The current legislation in Israel grants the Ministry of Communications extensive regulatory and supervisory authority with respect to 012 Smil€'s business, as well as
the authority to impose substantial sanctions, such as fines. As a result, the interpretation and implementation of laws and regulations as well as provisions of 012 Smile's
licenses are subject to the administrative discretion of the Ministry of Communications.

Further risks and uncertainties result from the fact that changes in such laws, regulations or government policies may not be adopted or implemented in the manner
that 012 Smile expects and may be further amended, interpreted or enforced in an unexpected manner or in amanner adverse to 012 Smil€e's business.

012 Smile depends on maintaining and renewing its existing regulatory licensesin order to fully conduct its business. 012 Smile'sinability to maintain and renew
itsexisting licenses would negatively impact its operations, revenuesand pr ofitability.

012 Smile's ability to offer its broadband and traditional voice services depends on its ability to maintain and renew the licenses it has received from the Ministry of
Communications. Although 012 Smile is entitled to renew its licenses, such licenses are subject to many terms and conditions. Any renewal or extension is subject to the
discretion of the Ministry of Communications and may be renewed or extended, if at all, on terms materially different to the terms under which 012 Smile now operates. Any
such change in the terms and conditions of 012 Smile's licenses may materially and adversely affect its results of operations. 012 Smil€'s licenses may be suspended or revoked
by the Ministry of Communications if it defaults under or violates their terms. Each license requires 012 Smile to adhere to certain requirements, which include the scope of
services to be provided under the license, the amount of royalties to be paid to the Ministry of Communications, technical standards employed by 012 Smile in providing the
services, maintenance and support procedures and protocols, 012 Smile's communications with customers and information to be provided to the Ministry of Communications
on aregular basis.

The regulations promulgated under the Israeli Communications Law, 1982, (the "Communications Law"), apply to 012 Smile. These regulations restrict ownership of
012 Smile shares and who can serve as its directors. The regulations provide that a majority of 012 Smile's directors must be Isragli citizens and residents, Israeli citizens and
residents must own at least 20% of its outstanding share capital and must have the right to appoint at least 20% of its directors. In addition, the licenses provide that, without
the approval of the Ministry of Communications, no person may acquire shares representing 10% or more of 012 Smile's outstanding share capital. If these requirements are not
complied with, 012 Smile will bein breach of itslicenses and such licenses could be changed, suspended or revoked, and 012 Smile may also incur substantial fines.

The communications industry is constantly evolving. New technologies and processes may require additional licenses from the Ministry of Communications. 012
Smile's ability to introduce new services depends upon its ability to receive the appropriate licenses.

012 Smil€e's introduction of any new licensed services under an existing license must be authorized by the Ministry of Communications and is subject to a review
period of up to 60 days, which period may be extended by the Ministry of Communications. Such review may cause 012 Smile to lose critical time in bringing new services to
market. Furthermore, the Ministry of Communications may refuse to allow 012 Smile to introduce such new services or make the introduction of the services subject to various
conditions.
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While 012 Smile believes that it is currently in compliance with all material requirements of its licenses, the technical standards used to measure these requirements as
well as other license provisions are subject to interpretation and 012 Smile cannot be certain of its compliance. Accordingly, 012 Smile cannot be certain that its licenses will not
be revoked, will be extended when necessary, or, if extended, on what terms an extension may be granted.

012 Smile oper atesin the highly competitive communicationsindustry with existing participants and potential participantsthat have significant resourcesand
customers, and aregulatory authority that has encouraged new entrants, which could intensify price competition, increase 012 Smile's expenses and limit itsability to
maintain or increaseits market share.

012 Smile is subject to intense competition, which it expects will continue in the future. Moreover, 012 Smile's services are subject to regulation by the Ministry of
Communications, whose policy is to encourage new entrants and not limit the number of licenses, which may continue to increase competition and may lead to further
reductionsin prices and fees charged to customers.

The Ministry of Communications has encouraged new entrants into the broadband access market. HOT, the incumbent local cable provider that offers cable-modem
access has been granted an | SP license through one of its subsidiaries also allowing it to market bundled service offeringsincluding its | SP service ("quadruple play").

According to the conditions contained in HOT's licenses, the marketing of a bundle of services which includes HOT's subsidiary's | SP services are subject to, inter
alia: approval by the Director General of the Ministry of Communications for the requested bundle (or the Director General not objecting to it within a set period) and allowing
the customer to purchase the | SP service on the same terms as those offered within the bundle.

HOT's entry into the market, considering its ability to market bundlied service offerings including its ISP service, could significantly harm 012 Smile's competitive
position in the broadband access market.

In March 2008, the Grunau Committee, which was appointed by the Ministry of Communications to consider and recommend the best means to promote further
sustainable competition in the Israeli communications market, issued its recommendation to the Minister of Communications. The Grunau Committee's recommendations call
for several structural changes within the communications markets, including local loop unbundling of Bezeq'sinfrastructure.

On August 13, 2008, Israel’s Minister of Communications issued his decision to implement the recommendations of the Grunau Committee to increase competition in
the communication market.

Following the recommendations of the Grunau Committee, in March of 2010, Israel's Minister of Communications appointed a public committee headed by Mr. Amir
Hayek ("Hayek Committee") to provide the Minister with recommendations regarding local loop unbundling and other wholesale service (resale, bit-stream access and sub-
local loop) tariffs. The Hayek Committee published its interim recommendations on March 3, 2011. In its interim recommendations the Hayek Committee proposes to cancel the
structural separation regime as it applies to the fixed line sector and other sectors of the telecom market upon the implementation of a wholesale market in the Israeli telecom
market. The Hayek Committee has al so recommended that the regulation of Bezeq's retail tariffs would be based on a maximum tariff instead of the fixed tariff set currently.

Cancelation of the structural separation regime applicable to HOT and/or Bezeq and the setting of a maximum retail tariff, instead of the fixed fee currently set, could
significantly harm 012 Smile's competitive position in the broadband access, local telephony, and international calls markets.

012 Smile expects other competitors, including companies that are not presently engaged in local and international telephony, will provide VoB services in the future
when they receive the appropriate licenses from the Ministry of Communications, which could adversely impact 012 Smile's ability to increase its market share.

012 Smile also competes against established alternative voice communication providers, such as Skype, which are not subject to licensing restrictionsin Israel, as well
as independent voice over Internet protocol, or Vol P, service providers that may choose to sacrifice revenue in order to gain market share and may offer their services at lower
prices or for free. Such competitive environment could intensify price competition and limit 012 Smile's ability to maintain or increase its market share of the local telephony
market.

012 Smile operatesin a market which already exhibits maturity and high user penetration, and it may haveto offer pricereductionsand increase marketing efforts
to attract and retain customers, which may have a negative impact on its profitability.

The Israeli communications market is mature, with both traditional voice and broadband access being particularly competitive segments of the communications market.
012 Smile's future revenues will depend significantly on its ability to retain existing customers, to sell those customers additional services, such as local telephony, to offer a
wide range of enhanced communications services on an individual basis or as part of a bundle of multiple services, and to attract new customers from other providers. 012
Smile may not be successful in such efforts. In addition, the competitive market environment has required 012 Smile in the past and may require it in the future to adopt an
aggressive marketing policy in order to attract a greater number of customers, including reducing itsrates. If adopted in the future, 012 Smile cannot be certain that this strategy
will be successful. Price reductions caused by increased competition, as well as the expenses associated with the marketing efforts required to attract and retain customers, may
have a negative impact on 012 Smile's profitability.
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012 Smile's operations depend on its ability to successfully expand and upgrade its network and integrate new technologies and eguipment into its network. Any
future system failures or difficulty in expanding or upgrading its network, or making new features available, could increase its expenses and negatively impact its financial
results.

Capacity constraints within 012 Smile's networks and those of its suppliers have occurred in the past and will likely occur in the future. As the number of 012 Smile's
customers using broadband services and the amount and type of information they wish to transmit over the Internet increases, 012 Smile may need to expand and upgrade its
technology, processing systems and network infrastructure, which could be expensive and involve substantial management resources and capital expenditures. 012 Smile does
not know whether it will be able to accurately project the rate or timing of any such increases, or expand and upgrade its systems and infrastructure in a timely and cost-
efficient manner. Any future system failures or difficulty in expanding or upgrading 012 Smile's network, or making new features available could increase 012 Smile's expenses
and negatively impact itsfinancial results.

The broadband and traditional voice services markets are subject to rapid technological change, which could adver sely affect 012 Smile's ability to compete and
increaseits expenses.

The markets in which 012 Smile competes are characterized by rapidly changing and converging technology, evolving industry standards, frequent new service
announcements, introductions and enhancements and changing customer demands. New services and technologies may be superior to the services or technologies that 012
Smile uses and may render its services and technologies obsolete or require it to incur substantial expenditures to modify or adapt its services or technologies. The
development and expansion of 012 Smile's services is dependent upon adopting new technologies and updating its systems to meet new standards. This can be a lengthy
process involving long and complex evaluations and decision-making procedures that can continue over a number of months or even years. 012 Smil€'s future success will
depend on its ability to continually improve the performance, features and reliability of its broadband and traditional voice servicesin response to competitive service offerings
and the evolving demands of the marketplace.

The cost of implementing major infrastructure upgrade projects may fluctuate due to a number of variables over which 012 Smile has little or no control, and even
though 012 Smile estimates the cost of such projects based on its previous experience, costs may exceed its estimations. Such fluctuations may be due to alengthy or complex
implementation process and/or the lack of commitment of sufficient resources of, or delays caused by, the ultimate supplier and could increase 012 Smile's expenses and have a
negative impact on our results of operations or financial performance.

012 Smileis dependent on certain suppliersand if any of itsarrangementswith these suppliersareterminated, it may not be ableto replace them on commercially
reasonabletermsor at all, which could increase 012 Smile's expenses and reduceits profitability.

012 Smile relies on a number of third-party computer systems, networks and service providers, including local and international telephony and cable companies. All
broadband Internet access by 012 Smile's customers is, and will continue to be, connected through the infrastructure of local access providers, Bezeq and HOT, and is
dependent on the open access policy of the Ministry of Communications. At present, the Ministry of Communications does not permit HOT and Bezeq to charge 012 Smile for
use of their infrastructure. If such restriction is deregulated, 012 Smile may incur substantial costs, which may adversely affect its profitability.

012 Smile's ISP services are also dependent on the communications infrastructure owned and maintained by local access providers. Bezeq has suffered work
stoppages on several occasions in recent years as a result of conflicts with its unionized employees. These work stoppages resulted in several days of interruption to the
services 012 Smile provides. In addition, Bezeq, HOT and other infrastructure providers have suffered technical network failures in the past. A disruption in 012 Smile's
customer access to Israel’s fixed-line communications infrastructure could significantly impact the services that 012 Smile provides to its customers. Anincrease in 012 Smile's
cost of access to Israel’s fixed-line communications infrastructure could adversely impact its results of operations. 012 Smile also depends on third parties for the physical
repair and maintenance of leased lines. If an interruption or deterioration in the performance of these third-party services occurs, 012 Smile's services may be disrupted.

Many of 012 Smil€'s services are dependent on the submarine infrastructure made available by Med Nautilus, which connects countries bordering the Mediterranean
Seato all major Western European countries and to the United States. Med Nautilus has an effective monopoly over the provision of international submarine services to the
Israeli communications industry. Although prices in respect of maintenance and current capacity are agreed to on along-term basis and 012 Smile's contract with Med Nautilus
sets out the prices to be paid by 012 Smile for additional capacity for approximately two years, Med Nautilus has the ability to raise prices without 012 Smile being able to seek
an aternative supplier for additional capacity.
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Many of 012 Smile's relationships with third party providers are terminable upon short notice. In addition, many of 012 Smile's third party suppliers and
communications carriers sell or lease services to its competitors and may be, or in the future may become, competitors themselves. If any of 012 Smile's arrangements with third
partiesis terminated, it may not be able to replace them on commercialy reasonable terms or at al, which could increase 012 Smile's expenses and reduce its profitability.

012 Smileisexposed torisksrelating toits network infrastructure and is dependent on servicesit receivesfrom itsexternal suppliers. If thelevel of service 012
Smilereceivesfrom itsexternal suppliersdecreases, it may not be able to maintain the quality and breadth of its services, which could reduceitsrevenuesand harm its
operations.

012 Smil€e's network platform is highly complex. Multiple faults occurring at the same time could severely affect 012 Smile's service. Although 012 Smile engineering
staff is trained to operate and maintain 012 Smile's systems, there are numerous functions that they are unable to perform without external support. In addition, if the level of
service 012 Smile receives from its external suppliers decreases, it may adversely impact 012 Smile's ability to properly maintain and operate its systems and therefore have a
direct effect on its service. Also, as V0B technology continuesto evolve, 012 Smile will be faced with the risks associated with the use of new software.

012 Smile does not have a direct network connection to all the possible call destinations around the world and depends on its business partners to connect calls
generated by its customersto their final destinations worldwide. 012 Smile'slevel of serviceislargely dependent on the level of serviceit receives from itsinternational partners
with respect to both call completion as well as call quality. Although 012 Smile makes extensive efforts to ensure quality of the calls as well as the breadth of its services, 012
Smile cannot be sure that its partners will provide an adequate level of service, that it would be able to successfully replace a partner should that become necessary or that it
will be able to maintain and increase the quality and breadth of its services.

012 Smile may be subject to challengesto itstrademarks and may loseits ability to use key third party intellectual property rights, which could negatively impact
itsoperationsand harm its future growth.

012 Smile has various trademarks, trade secrets and copyrightable materials, as well as licenses to use third party software and trademarks. If 012 Smile is not
successful in protecting its intellectual property, its business and financial results could suffer. There is no guarantee that trademarks 012 Smile uses will not be subject to
infringement proceedings or that 012 Smile will obtain registration of other trademarks for which it may seek protection in the future.

012 Smile holds licenses to use various third party software and hardware products. 012 Smile cannot guarantee that renewal of these licenses or any licenses for
additional software or hardware that may be required to operate its business will be available as needed. While 012 Smil€e's third party licensors have represented to it that they
have the right to license their software and hardware, and in some cases have agreed to provide indemnification, 012 Smile cannot guarantee that its use of third party software
and hardware does not infringe the rights of others. Application for some of 012 Smil€'s trademarks and service marks containing the SMILE logo were opposed in the past.
While the opposition proceeding was terminated due to the failure of the opponent to file evidence, there is no assurance that oppositions or cancellation proceeding
challenging the registration of such marks will not be filed in the future. Any infringement claims, even if unsuccessful, could result in damage to 012 Smil€'s reputation and the
expenditure of significant financial and managerial resources.

012 Smileand itssubsidiary are partiesto legal proceedings, which could result in them being or dered to pay significant sums.

012 smile and its subsidiary are parties to legal proceedings, including class actions, which could result in them being ordered to pay significant sums, the amount of
which cannot be estimated. Class action claims can reach large amounts given the significant number of consumers of 012 smile’s services and a claim that relates to aminor
loss for a single consumer can become amaterial claim for 012 Smileif it is certified as aclass action applicable to all consumers or a significant portion of them.

012 Smilemay berestricted in the conduct of its operations during periods of national emergency, which could negatively affect its business operations.

During periods of national emergency, the Ministry of Communications and other governmental authorities may issue various instructions regarding the use of 012

Smil€e's network, including the use of the network by the Israeli security forces. In addition, the Israeli Equipment Registration and IDF Mobilization Law, 1987 permits the
registration, taking and use of engineering equipment and facilities by Israel’s Defense Forces. These actions could adversely affect 012 Smile's business operations.
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012 Smile conductsitsoperationsin Israel and its business focuses on the I sraeli audience, ther efore our results of operations may be adver sely affected by
political, economic and military instability in Israel.

012 Smile and its subsidiaries are incorporated and based in the State of Israel and 012 Smile derives substantially all of its revenues from markets within the State of
Israel. Asaresult, the political, economic and military conditions affecting Israel directly influence 012 Smile. Any major hostilitiesinvolving Israel, afull or partial mobilization
of thereserve forces of the Israeli army, the interruption or curtailment of trade between Israel and its present trading partners, or a significant downturn in the economic or
financial condition of Israel could have amaterial adverse effect on 012 Smile's business, financial condition and results of operations. Since the establishment of the State of
Israel in 1948, Israel and its Arab neighbors have engaged in a number of armed conflicts. A state of hostility, varying in degree and intensity, hasled to security and economic
problemsfor Israel. Major hostilities between Israel and its neighbors may hinder Israel’ s international trade and lead to economic downturn. This, in turn, could have amaterial
adverse effect on our operations and business. Ongoing violence between I srael and the Palestinians as well as tension between Israel and the neighboring countries may
have amaterial adverse effect on 012 Smil€'s business, financial condition and results of operations. Many of 012 Smile's and our executive officers and employeesin Israel are
obligated to perform annual reserve duty in the Israeli Defense Forces and may be called for active duty under emergency circumstances at any time. If amilitary conflict or war
arises, these individuals could be required to serve in the military for extended periods of time. 012 Smile's operations could be disrupted by the absence for a significant period
of one or more of its executive officers or key employees or asignificant number of other employees due to military service. Any disruption in 012 Smil€e’s operations could
adversely affect its business.

Actual and alleged health risksrelated to network sitesand the use of mobile telecommunications devices, including handsets, could have a material adver se 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 network sites, and some of these studies have been construed as indicating that
radiation from wireless phone use causes adverse health effects. Media reports have suggested that radio frequency emissions from network sites, wireless handsets and other mobile
telecommunication devices may raise various health concerns. While, to the best of our knowledge, the handsets that we market comply with the applicable laws that relate to
acceptabl e Specific Absorption Rate (“ SAR”) levels, werely on the SAR levels published by the manufacturers of these handsets and do not perform independent inspections of the
SAR levels of these handsets. As the manufacturers' approvals refer to a prototype handset, and not for each and every handset, we have no information asto the actual level of SAR
of the handsets along the lifecycle of the handsets, including in the case of repaired handsets. See also "Item 4. Information on the Company-B. Business Overview-Regul ation-Other
Licenses-Other Approvals'. Furthermore, our network sites comply with the International Council on Non-lonizing Radiation Protection standard, a part of the World Health
Organization, which has been adopted by the Israeli Ministry of Environmental Protection.

Several lawsuits have been filed against operators and other participantsin the wireless industry alleging adverse health effects and other claims relating to radio frequency
transmissions to and from sites, handsets and other mobile telecommunications devices, including lawsuits against us. A class action was filed against us and three other operators
alleging, among other things, that health effects were caused due to alack of enough cell sitesresulting in elevated levels of radiation, mainly from handsets. Another class action filed
against us and two other cellular operators claimed, among other things, the opposite, that adverse environmental effects were caused by an excessive amount of cell sitesthat we
erected. In both class actions the plaintiffs stressed that health damages are not a part of these claims. See “Item 8A - Financial Information - Legal and Administrative Proceedings’. In
addition, atort claim was filed against the Company alleging that the use of handsets , under certain circumstances, resultsin elevated radiation which caused health damage. If this
claim is successful, we may be subject to additional future litigation relating to these health concerns.

In February 2009, amunicipal court ruled against one of our competitors, stating that there is no need for the standard burden of proof to prove damages from a cellular network
site, and that under certain circumstances it would be sufficient to prove the possibility of damage in order to transfer the burden of proof to the cellular companies. To the best of our
knowledge, the defendant appeal ed the ruling and the ruling was dismissed as part of a settlement between the parties. Although we were not a party to this proceeding, such rulings
could have an adverse affect on our ability to contend with claims of health damages as a result of the erection of network sites.

The Ministry of Health published in July 2008 recommendations regarding precautionary measures when using cellular handsets. The Ministry of Health indicated that although
the findings of an international study on whether cellular phone usage increases the risk of developing certain tumors were not yet finalized, partial results of several of the studies were
published, and arelationship between prolonged cellular phone usage and tumor devel opment was observed in some of these studies. These studies, aswell as the precautionary
recommendations published by the Ministry of Health, have increased concerns of the Israeli public with regards to the connection between cellular phone exposure and illnesses.
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The perception of increased health risks related to network sites may cause us increased difficulty in obtaining leases for new network site locations or renewing leases for existing
locations or otherwise in installing mobile telecommunication devices. If it is ever determined that health risks existed or that there was a deviation from radiation standards which would
result in ahealth risk from sites, other telecommunication devices or handsets, thiswould have amaterial adverse effect on our business, operations and financial condition, including
through exposure to potential liability, a reduction in subscribers and reduced usage per subscriber. Furthermore, we do not expect to be able to obtain insurance with respect to such
liability.

Our subscriber growth rate, and consequently our revenue growth rate, has continued to slow, because | srael’ s mobile telephone services market is highly penetrated, making it
moredifficult for usto obtain new subscribersand retain existing subscribers.

Although Israel’s mobil e tel ephone services market has experienced substantial growth, and we have experienced substantial subscriber growth since our commercial launchin
1999, the Israeli market for mobile telephone servicesis now highly penetrated, and the growth of the overall Israeli market and of our own subscriber base has been slower than in the
past. According to arecent report issued by aresearch company, at the end of the fourth quarter of 2010, Israel’s mobile telephone market penetration is estimated to be approximately
129%. Thisincludes dormant subscribers (up to six months) as well as subscribers who are not included in the Israeli population figures, such as Palestinians, visitors, and foreign
workers aswell as other service provider subscribers that also subscribe to another cellular network. Whilein the past our revenue growth haslargely 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 as
well as on our ability to generate higher revenues from existing subscribers.

In the event critical elementsof our mobile network are damaged or render ed non-oper ational, we may not be able to replace them or return them to service quickly and, asaresult,
we may not be ableto provide telecommunications services to a substantial portion of our subscribersfor an indeterminate period of time.

Some elements of our mobile network perform critical functions for broad sectors of our network operation, such as switching and data platforms. If such acritical element were
damaged or ceased proper operation dueto fire, water, earthquake or some other natural, technical or man-made cause including computer hackers, an entire sector of our network
coverage may be rendered non-functioning, which means that we would not be able to provide telecommunications services to a substantial portion of our subscribers. Although we
have prepared disaster recovery plans, it is not possible to determine in advance how effective such planswill be, and in particular how quickly we will be able to restore service. In the
event we are unable to provide telecommunications services to a substantial portion of our subscribers for an extended period of time, our business and short- and long-term results of
operations will be materially negatively affected.

Our purchase commitments pursuant to our non-exclusive agreement with Applefor the purchase and resale of iPhone handsetsin | srael may adver sely affect our financial results.

In June 2009, we entered into a non-exclusive agreement with Apple Sales International for the purchase and resale of iPhone handsetsin Israel. Pursuant to the agreement, we
agreed to purchase a minimum quantity of iPhone handsets per year, for aperiod of three years. These purchases will represent a significant portion of our expected handset purchases
over that period. If the availability of handsets furnished by Appleisinsufficient to meet our customers' demands, we may lose opportunities to benefit from demand for this product,
and our unserved customers may migrate to our competitors. We are currently required to subsidize a substantial portion of the sales price of each iPhone handset that we sell. We
expect to fund these subsidies with cash generated from operations, which will increase our expenses and decrease our available cash. The launch of the iPhone has increased our
working capital requirements due to the build-up of handset inventory and since we expect to recover the purchase price of each iPhone handset over the customer's contract term
rather than at the commencement of the contract. Asaresult, our liquidity may be adversely affected.

We could be subject to legal claimsdueto theinability of our information systemsto fully support our tariff plans.

In order to attract and retain the maximum number of subscribersin our highly competitive market, we design specific tariff plansto suit the preferences of various subscriber
groups. We require sophisticated information systems to record accurately subscriber usage pursuant to the particular terms of each subscriber’s plan, as well as accurate database
management and operation of avery large number of tariff plans. From time to time, we have detected some discrepancies between certain tariff plans and the information processed by
our internal information systems, such as applying an incorrect rebate or applying an incorrect tariff to aservice, resulting in a higher charge. We have invested substantial resources to
refine and improve our information and control systems and ensure that our tariff plans are appropriately processed by our information systems. We have also taken steps to remedy
theidentified discrepancies. Despite our substantial investments, we may experience discrepanciesin the future due to the multiplicity of our plans and the scope of the processing
tasks. Further, while we invest substantial effortsin monitoring our employees and third-party distributors and deal ers that market our services, it is possible that some of our
employees, distributors or deal ers may offer terms and make (or fail to make) representations to existing and prospective subscribers that do not fully conform to applicable law, our
license or the terms of our tariff plans. Asaresult of these discrepancies, we may be subject to subscribers’ claims, including class action claims, and substantial sanctionsfor breach of
our license that may materially adversely affect our results of operations.
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Weareexposed to, and currently engaged in, avariety of legal proceedings, including several potential classaction lawsuitsrelated primarily to our network infrastructureand
consumer claims.

In addition to a number of legal and administrative proceedings arising in the ordinary course of our business, we have been named as defendants in anumber of civil and criminal
proceedings related to our network infrastructure, which may result in civil liabilities or criminal penalties against us or our officers and directors, and consumer claims regarding, for
example, our tariff plans and billing methods, which may result in significant monetary damages and civil penalties. The costs that may result from these lawsuits are only accrued when
itismore likely than not that aliability, resulting from past events, will be incurred and the amount of that liability can be quantified or estimated within areasonable range. The amount
of the provisionsrecorded is based on a case-by-case assessment of therisk level, and events arising during the course of legal proceedings may require areassessment of thisrisk.
The Company’s assessment of risk is based both on the advice of legal counsel and on the Company’s estimate of the probable settlements amount that are expected to be incurred, if
such a settlement will be agreed by both parties.

See“Item 8. Financia Information — Legal and Administrative Proceedings’. Plaintiffsin some of these proceedings are seeking certification as class actions.

We are subject to therisk of intellectual property rights claims against us, including in relation to innovations we devel op ourselves and the right to use content, including music
content, which we have purchased from third parties who present themselves as the owners of theintellectual property rightsincluded in the content, or as the representatives of the
owners of theintellectual property, when in fact it may not be the case. These claims may require usto initiate or defend protracted and costly litigation, regardless of the merits of these
claims. If any of these claims succeed, we may be forced to pay damages or may be required to obtain licenses for the infringing product or service. If we cannot obtain all necessary
licenses on commercially reasonable terms, we may be forced to stop using or selling the products and services, which could adversely affect our ability to provide certain services and
products.

Thetelecommunicationsindustry is subject to rapid and significant changesin technology and industry structurewhich could reduce demand for our services.

We may face competition from existing or future technologies, including land-line and cordless technol ogies, satellite-based personal communications services, private and shared
radio networks, broadband wireless access services, Voice over |P (“VolP") services, wirelessfidelity (“Wi-Fi") technologies, WiMAX, VoC, and other communications technologies
that have the technical capability to handle mobile telephone calls and to interconnect with the land-line telephone network and internet networks. The effect of emerging and future
technological changes, including the convergence of technologies and the introduction of new competitors with the ability to provide mobile telecommunication services to customers
while mobile, on the viability or competitiveness of our network cannot be accurately predicted. The technologies we employ or intend to employ may become obsol ete or subject to
competition from new technologiesin the future and competition from new technologiesin the future may have a material adverse impact on our business and results of operations.

Moreover, global equipment vendors and internet providers have expressed their interest in penetrating the mobile industry and strengthening their position along the value chain.
They intend to provide direct access to the end-user to awide variety of applications and services. Such achange might adversely change our competitive position and increase the
dominance of those new providers at the expense of cellular service providers. Changesin the industry value chain structure might result in an increase in our expenses aswell asa
decrease in our revenue generated from those services.

Unanticipated growth in subscriber demand for cellular data may require usto terminate or modify certain productsor servicesand could require usto make unplanned investments.

As part of our strategy of evolving into adiversified multi-service communications and media service provider, we have devel oped services providing, and successfully
encouraged subscriber demand for, Internet access and content and data consumption using 3G cellular phones, smartphones, data cards and | SP. However, in the event subscriber
demand for dataincreases more rapidly than expected, we may need to develop strategies to avoid data traffic overloading the capacity of the network. Such strategies may include
terminating or modifying certain products or services or undertaking significant unanticipated investments. In addition, regulatory developments seeking to ensure “fair usage” of the
Internet for all persons may impose changes on the terms and conditions of certain of our current or future services. Inthe event of substantial, rapid growth in data consumption by
our subscribers and the public generally, we may be obliged to adjust our product offering or undertake significant investments, both of which could have amaterial adverse effect on
our financial condition or results of operations.
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Operating a cellular telecommunications network involvestheinherent risk of fraudulent activitiesand potential abuse of our services, which may cause loss of revenues and non-
recover able expenses.

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

We aredependent upon our ability to inter connect with other telecommunicationscarriers. We also depend on Bezeq and other suppliersfor land-linetransmission services. The
failure of these carriersto provide these services on a consistent basis could have a material adver se effect on us.

Our ability to provide commercially viable cellular telephone services depends upon our ability to interconnect with the telecommunications networks of existing and future land-
ling, cellular telephone and international operatorsin Israel in order to complete calls between our customers and parties on the land-line or other cellular telephone networks. All land-
line, cellular telephone and international operatorsin Israel are legally required to provide interconnection to, and not to discriminate against, any other licensed telecommunications
operator in Israel. We have signed interconnect agreements with cellular telephone network operatorsin Israel, and with Israeli international operators, and in 2008, we signed an
agreement with Bezeq for the provision of land-line transmission services which replaces an earlier transmission agreement. As regards interconnection to Bezeq's |and-line network, we
are currently operating without any formal agreements with Bezeq, and our day-to-day arrangements with Bezeq substantially conform to a draft interconnect agreement negotiated with
Bezeg. In connection with the introduction of the new services that the Company began offering in 2009, we also depend on Bezeg's and HOT's land-line network in order to be able to
provide those services. We also have an agreement with the international long-distance provider 012 Smile Telecom Ltd (formerly “Golden Lines (012) and since March 3, 2011, awholly
owned subsidiary of Partner), to carry all of our roaming related traffic. The agreement provides that Partner will route calls to its customers that are roaming abroad via 012 Smile
Telecom Ltd. In addition, Partner will route outgoing international calls from foreign roamers hosted on Partner’s network in Israel. Under the agreement, all international signaling traffic
related to Partner’s roamers abroad and foreign roamers hosted on Partner’s network while visiting Israel will be also be routed through 012 Smile Telecom Ltd.

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. Disruptions, stoppages, strikes and slowdowns experienced by them may significantly affect our
ability to provide cellular telephone services. Thefailure by our suppliersto provide reliable transmission services to us on aconsistent basis could have amaterial adverse effect on
our business, financial condition or results of operations.

Our marketing strategy is, in part, based upon theinternational Orangebrand. If our license agreement terminatesor isrevoked, wewill lose one of our main competitive strengths.

Our marketing strategy currently relies on the use of theinternational 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. Under this license agreement, we are required to comply with the orange brand guidelines. Based on the license agreement, we have the right to use the
Orange brand aslong as we are able and legally eligible under the laws of Israel to offer telecommunications services to the public in Israel. The brand license agreement may be
terminated by mutual agreement, or at our discretion, or by Orange if acourt determines that we have continuously materially misused the brand. In accordance with the brand license
agreement signed on September 14, 1998, our right to use the Orange brand is royalty-free until 2013. Beforehand, during 2012, in accordance with the license agreement, the parties will
negotiate the amount of royalty payments, which could be significant, if we decide to retain the orange brand. If the parties do not agree on the amount of royalty paymentsin
accordance with the license agreement, the matter shall be escalated for determination by the Chief Executive Officers of the parties and if they fail to reach an agreement, the
determination of royalty paymentswill be referred to an independent expert. . If we retain the Orange brand and are required to pay significant royalty payments, our results of
operations may be adversely affected. If we decide not to retain the Orange brand we cannot assure you that we will be able to successfully build a new brand for our servicesin a
timely manner.
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We depend on alimited number of suppliersfor our network equipment. Our results of operations could be adver sely affected if our suppliersfail to provide uswith adequate supplies
of network equipment or maintenance support on atimely basis.

We purchased our network equipment, such as switching equipment, base station controllers and base transceiver stations and network software, from Ericsson and Nokia. As of
January 2008, we purchase all our UMTS network equipment from Ericsson, and are therefore materially dependent on Ericsson as our sole vendor for our UMTS network. We cannot
be certain that we will be able to obtain equipment from one or more alternative suppliers on atimely basisin the event that any of our suppliersis unable to satisfy our equipment
requirements, or that the equipment provided by such alternative supplier or suppliers will be compatible with our existing equipment. Our results of operations could be adversely
affected if Ericsson or one of our other key suppliersfailsto provide us with adequate supplies of equipment, as well as ongoing maintenance and upgrade support, in atimely manner.
In addition, our results of operations could be adversely affected if the price of network equipment rises significantly. In our experience, 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 businessmay beimpacted by shekel exchangerate fluctuationsand inflation.

Substantially all of our revenues and amajority of our operating expenses are denominated in shekels. However, in recent years, approximately 25% of our operating expenses
(excluding depreciation and amortization), including a substantial majority of our equipment purchases, were linked to non-shekel currencies, mainly the US dollar. These expenses
related principally to the acquisition of handsets, where the price paid by usis based mainly on US dollars. In addition, a substantial majority of our capital expendituresareincurredin,
or linked to, non-shekel currencies, mainly US dollars. A declinein the value of the shekel against the dollar (or other foreign currencies) could have afurther 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 have hedged a portion of our foreign currency commitments. As of December 31, 2010, the notional amount of our foreign currency derivatives was US$ 94 million. Our
derivative transactions are mainly designed to hedge short-term cash flows related to anticipated payments in respect of purchases of handsets and capital expendituresin foreign
currency.

Our bank credit facility borrowings and repayments of principal and interest on our Series A Notes due 2012, Series B Notes due 2016, Series C Notes due 2018, Series D Notes due
2021 and Series E Notes due 2017 are currently in shekels, of which Series A, B and C arelinked to the consumer priceindex (“ CPI”). We may not be permitted to raise our tariffs
pursuant to our license in amanner that would fully compensate for any increase in the CPI. 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. We enter into derivative transactions in order to protect ourselves from an increase in the CPI. As of
December 31, 2010, the notional amounts of our CPI derivatives were approximately NIS 80 million (or approximately 4.8% of our CPl exposure at that date).

See“Item 11. Quantitative and Qualitative Disclosures About Market Risk” for more information regarding the Company’s exposure to exchange rate fluctuations and inflation.

Wemay fail to maintain effectiveinternal controlsin accordance with Section 404 of the Sarbanes-Oxley Act of 2002, which may have a material adver se effect on our operating
resultsand our shareprice.

Our efforts to comply with the requirements of Section 404 of the Sarbanes-Oxley Act of 2002 relating to the evaluation of our internal control over financial reporting have resulted
inincreased general and administrative expenses and required substantial management time and attention. We expect these efforts to require a continued commitment of resources. If we
fail to maintain the adequacy of our internal controls, we may not be able to conclude on an ongoing basis that we have effective internal control over financial reporting. Although our
management has concluded that our internal control over financial reporting was effective as of December 31, 2010, we may identify material weaknesses or other disclosable conditions
in our future control over financial reporting. Failure to maintain effective internal control over financial reporting could result in investigation or sanctions by regulatory authorities and
significant effort and expense, and could have amaterial adverse effect on our operating results and on the market price of our ordinary shares.
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The political and military conditionsin I'srael may adver sely affect our financial condition and results of operations.

The political and military conditionsin Israel directly influence us. Since the establishment of the State of Israel in 1948, anumber of armed conflicts have taken place between I srael
and its Arab neighbors. Hostilitiesinvolving Israel, the interruption or curtailment of trade between Israel and its trading partners and political instability within Israel or its neighboring
countries arelikely to cause our revenues to fall and harm our business. The establishment in 2006 of a government in the Pal estinian Authority by representatives of the Hamas militant
group has created additional unrest and uncertainty in the region. Repeated attacks by Hamas including missile strikes against Israel, led to an armed conflict between Israel and the
Hamas in December 2008 and January 2009. Ongoing violence between Israel and its Arab neighbors and Pal estinians may have a material adverse effect on the Israeli economy, in
general, and on our business, financial condition or results of operations. In particular, in recent conflicts, missile attacks have occurred on civilian areas, which could cause substantial
damage to our infrastructure network, reducing our ability to continue serving our customers aswell as our overall network capacity. In addition, in the event recent political unrest and
instability in the Middle East causesinvestor concerns resulting in areduction in the value of the Shekel, our expensesin non Shekel currencies may increase, with amaterial adverse
affect on our financial results.

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 crisisin Israel’s national communications network, anatural disaster, or aspecial security situation in Israel, control of our
network may be assumed by alawfully 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. Under the Equipment Registration and Mobilization to the Israel Defense
Forces Law, 1987, the I srael Defense Force may mobilize our engineering equipment for their use, compensating us for the use and damage. 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 servicesto our subscribers
in such emergency circumstances, and would thus have a negative impact on our revenue and results of operations.

Moreover, the Prime Minister of Israel may, under powers which the Communications Law grants him for reasons of state security or public welfare, order usto provide servicesto
the security forces, to perform telecommunications activities and to set up telecommunications facilities required by the security forcesto carry out their duties. While the
Communications Law provides that we will be compensated for rendering such services to security forces, the government is seeking a change in the Communications Law which would
require us to bear some of the cost involved with complying with the instructions of security forces. Such costs may be significant and have a negative impact on our revenue and
results of operations.

Our level of indebtedness could adver sely affect our businessand our liquidity.
At December 31, 2010, our total long-term indebtedness was NIS 3,666 million net of deferred charges including capital |ease obligations and current maturities.

On March 3, 2011 the Company completed the acquisition of all of the issued and outstanding shares of 012 Smile from Merhav-Ampal Energy Ltd. ("Ampa"). The purchase price
was NIS 650 million, which included the acquisition of all of the outstanding shares of 012 Smile and a shareholder loan to 012 Smile. As part of the acquisition, we also guaranteed the
bank loans and other bank guarantees, which have been provided to 012 Smile, in atotal amount of approximately NIS 800 million. According to the purchase agreement, 012 Smile
assigned to Ampal the right to receive payments due from athird party in an amount of approximately NIS 40 million. The purchase assumes an enterprise value for 012 Smile of
approximately NIS 1.45 billion. Thisincludes fixed assets, intangible assets of customer relations, brand name, Rights of Use (“ROU”) of international transmission cables and
goodwill. Currently, 012 Smile has Iong term bank loan financing totaling approximately NIS 800 million. Following the acquisition of 012 Smile as described in "Item 5B. Liquidity and
Capital Resources— Total Financial Debt", the Company’ stotal financial debt increased to approximately NIS 5 billion.

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

. increasing our vulnerability to adverse economic, industry or business conditions or increases in the CPI, particularly because a substantial portion of our borrowingsislinked
tothe CPl;

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

. requiring us to dedicate a substantial portion of our cash flow from operations to service our debt, which reduces the funds available for dividend distributions and future

business development; and
. limiting our ability to obtain the additional financing we need to operate, develop and expand our business.
If our future cash flows are not sufficient to allow usto pay principal and interest on our debt, we might not be able to satisfy our financial and other covenants and may be

required to refinance all or part of our existing debt, use existing cash balances or issue additional equity or other securities. We cannot be sure that we will be able to do so on
commercially reasonable terms, if at all.
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We may not be ableto fulfill our dividend policy in the future. If weimplement our current dividend policy, we might reduce our future cash reserves, which may require usto borrow
additional money.

Wefirst distributed dividends in 2005, and we have distributed dividends in each subsequent year. On March 16, 2010, the Company's Board of Directors approved a dividend
policy, targeting at least 80% payout ratio of annual net income for the year 2010. On February 22, 2011, the Board of Directors reaffirmed the dividend policy for 2011.

Under Israeli law, the payment of dividendsis generally made from accumul ated retained earnings or, retained earnings accrued over aperiod of the last two years (after deducting
prior dividends to the extent not already deducted from retained earnings), and in either case, provided there is no reasonable concern that the dividend will prevent the company from
satisfying current or foreseeable obligations as they come due. A dividend distribution that does not meet the above- mentioned conditions would be allowed only after receiving court
approval and after providing debtors with the opportunity to present to the court any opposition to the dividend distribution.

Thereisno assurance that we will be able to continue paying dividends or increase our payment of dividendsin the future, nor is there any assurance that our Board of Directors
will not change our dividend policy in the future.

Our current dividend policy, if continued to be implemented, will significantly reduce our future cash reserves and may adversely affect our ability to fund unexpected capital
expenditures. Asaresult, we may be required to borrow additional money, which may not be possible on attractive termsor at all.

I1f we are unable to fulfill our dividend policy, or pay dividends at levels anticipated by investorsin our shares, the market price of our shares may be negatively affected and the
value of our investors' investment may be reduced.

Our businessresults may be affected by arecurrence of arecession.

Most of our revenues are usage dependant. In 2009 we experienced a substantial decline in our roaming service revenues duein part to areduction in incoming and outgoing
tourism as aresult of the global economic recession and also due to the decrease of outgoing minutes of our business subscribers. For further details see "Item 5A. Operating Results'.
If arecession reoccurs, usage of our services decreases and we cannot otherwise compensate for lost revenues, it may have amaterial adverse effect on our results of operations and
financial condition. Furthermore, the recession may adversely affect third parties we rely upon in the provision of our services, including interconnecting telecommunication providers,
roaming partners and services and equipment providers. If those providersfail to provide reliable and consistent services and/or equipment to usin accordance with the requisite
standards of quality and on atimely basis, our ability to provide servicesto our subscribers may be reduced in scope and/or in quality until and inasmuch as an alternative provider can
be found. An alternative provider and/or solution may involve additional expenses and/or investments on our part and/or may involve termsthat are less favorable to usincluding
reduced revenues. Particularly in light of current global economic conditions, there can be no assurance that we will be able to obtain additional bank loans, issue new corporate notes
or securitize accounts receivable on acceptable terms or at al, which could have a material adverse effect on our cash flow and financial condition.

RISKSRELATED TO OUR PRINCIPAL SHAREHOLDER
46.05% of our sharesand voting rightsareindirectly controlled by a single shareholder.

Asof January 31, 2011, our controlling shareholder, Mr. Ilan Ben-Dov, held indirectly 46.05% of our issued and outstanding shares and total voting rights as aresult of hisindirect
control of Scailex Corporation Ltd. ("Scailex") and Suny Electronics Ltd.("Suny").

Asour largest shareholder, Scailex, who is aso one of our main handset suppliers, has the ability to influence our business through its ability to virtually control al actions that
require majority approval by the shareholders and through its representatives on our board of directors. Scailex is not obligated, however, to provide us with financial support or to
exercise itsrights as a sharehol der in our best interests or in the best interests of our minority shareholders and noteholders, and it may engage in activities that conflict with such
interests. If the interests of Scailex conflict with the interests of our other shareholders and noteholders, those sharehol ders and noteholders could be disadvantaged by the actions that
this shareholder chooses to pursue. In addition, Scailex may cause our business to pursue strategic objectives that may conflict with the interests of our other shareholders and
noteholders.
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ITEM 4. INFORMATION ON THE COMPANY
4A. History and Development of the Company

We wereincorporated in Israel under the laws of the State of Israel on September 29, 1997, as Partner Communications Company Ltd. Our products and services are marketed under
the Orange brand. Our principal executive offices arelocated at 8 Amal Street, Afeq Industrial Park, Rosh Ha ayin 48103, |srael (telephone: 972-54-7814-888). Our website addressis
www.orange.co.il. Information contained on our website does not constitute a part of this annual report. Our agent for service in the United Statesis CT Corporation, 111 Eighth
Avenue, New York, New York 10011.

Since our incorporation, we have achieved anumber of important milestones:

. In April 1998, we received our license to establish and operate a cellular telephone network in Israel.
. In January 1999, we launched full commercial operations with approximately 88% population coverage and established a nationwide distribution.
. In October 1999, we completed our initial public offering of ordinary sharesin the form of American Depositary Shares, and received net proceeds of approximately NIS 2,092

million, with the listing of our American Depositary Shares on NASDAQ and the London Stock Exchange. We used part of these net proceeds to repay approximately NIS 1,494
million in indebtedness to our principal shareholders, and the remainder to finance the continued devel opment of our business.

. In August 2000, we completed an offering, registered under the US Securities Act of 1933, as amended, of $175 million (approximately $170.5 million after deducting
commissions and offering expenses) in 13% unsecured senior subordinated notes due 2010. These notes were redeemed in August 2005.

. On March 31, 2001, we had over 1,000,000 subscribers.

. In July 2001, we registered our ordinary shares for trading on the Tel Aviv Stock Exchange.

. In December 2001, the Ministry of Communications awarded us two bands of spectrum: one band of GSM 1800 spectrum and one band of 2100 UM TS third generation
spectrum.

. In June 2002, our license was extended until February 2022.

. In August 2003, we had over 2,000,000 subscribers.

. In December 2004, we commercialy launched our 3G network.

. In March 2005, we completed a debt offering, raising NIS 2.0 billion in apublic offering in Israel of notes due 2012.

. In April 2005, we repurchased approximately 33.3 million shares from our Israeli founding shareholders, representing approximately 18.1% of our outstanding shares

immediately before the repurchase.

. In the third quarter of 2005, our Board of Directors and shareholders approved the distribution of our first cash dividend, in the amount of NIS 0.57 per share, totaling
approximately NIS 86.4 million.

. In March 2006, we launched services based on the High Speed Downlink Packet Access (“HSDPA”) technology. HSDPA is atechnological enhancement to our 3G services

that offers subscribers the ability to access our 3G services at higher speeds. The HSDPA technology has already been deployed to support up to 21 Mbps on the downlink
and 5.76 Mbps on the uplink.
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. In July 2006, we purchased Med-11.C.—1 (1999) Ltd.'s fiber-optic transmission business for approximately NIS 71 million (US$16.8 million), in order to enable us to reduce our
transmission costs as well as to provide our business customers with bundled services of transmission of data and voice and land-line services.

. In January 2007, we were granted a domestic fixed license by the Ministry of Communications, and in February 2007 we were granted a network termination point license.

. In December 2008 and January 2009, we launched three additional non-cellular business lines: Voice over Broadband (“VoB”) telephony services, internet service provider
(“1SP") services and Web VOD (video on demand).

. On October 28, 2009, Scailex Corporation Ltd. became our principal shareholder through acquiring the entire interest in the Company of our previous controlling
shareholder. Asof January 31, 2010, Scailex held 44.82% of our capital and voting rights. Scailex isindirectly controlled by Mr. llan Ben-Dov. See“Item 3D. Risk Factors—
46.05% of our shares and voting rights areindirectly controlled by a single shareholder”.

. On February 22, 2010, the District Court approved the application submitted by the Company for adistribution in the total amount of NIS 1.4 billion (exceeding the surpluses for
distribution) to the Company's shareholders ("the capital reduction™). Following the District Court's approval, a total amount of approximately NIS 1.4 billion or NIS 9.04 per
share was paid on March 18, 2010, to shareholders and ADS holders of record on March 7, 2010, which resulted in areduction of the shareholders' equity by an equal amount.

. On October 13, 2010, we entered into a share purchase agreement to acquire all of the outstanding shares of 012 Smile Telecom Ltd., an Israeli operator of international
telecommunication services and local telecommunication fixed services and a provider of internet services. After receipt of approval from the Anti Trust Commissioner and the
Ministry of Communications, the transaction was completed on March 3, 2011.

For information on our capital expenditures for the last three financial years, and for the principal capital expenditures currently in progress, see “Item 5B. Liquidity and Capital
Resources — Capital Expenditures’.

4B. Business Overview

In accordance with general practicein the cellular telephone industry, we use the term* subscriber” , unless the context otherwise requires, to indicate a telephone or a data or
video device, rather than either a bill-paying network customer, who may have a number of telephones connected to the network, or a cellular telephone user who may share a
single telephone with a number of other users. “ Subscriber” includes our pre-paid customers and our data card customers. As of January 2008, a pre-paid subscriber has been
recognized as such only following the actual use of his pre-paid SIM card. 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.

We were the first GSM mobile telephone network operator in Israel. We received our mobile telephone licensein April 1998, commenced full commercial operations of our digital
GSM cellular telephone network in January 1999 and on December 1, 2004, we commercially launched our third generation, or GSM, service. Since then, we have expanded rapidly, and
on December 31, 2010, we had approximately 3,160 million subscribers, representing an estimated 32% of total Israeli cellular telephone subscribers at that date. During the twelve
months ended December 31, 2010, we increased our customer base by approximately 3.9% with approximately 118,000 net active new subscribers joining the Company in 2010, compared
to 144,000 net new subscribersin 2009. At December 31, 2010, approximately 72.5% of our customer base (approximately 2,290,000 subscribers) was represented by subscribers who
subscribe to post-paid tariff plans and 27.5% (approximately 870,000 subscribers) by subscribers who subscribe to pre-paid tariff plans. As of December 31, 2010, the 3G subscriber base
was approximately 1,549,000 subscribers (included in the subscriber data above) representing 49% of the total cellular subscriber base.

Beginning for the year 2009, we have organized our business into two segments:

- the cellular business segment, our core business, which represents the substantial majority of our total revenues. The cellular business segment includes all services
provided over our cellular networks including airtime, interconnect, roaming and content services. In addition, the cellular business segment's activities include sales of
relevant equipment including cellular handsets, datacards, modems (including built-in modemsin laptops) and related equipment and accessories; and

- the fixed line business segment, which includes a number of services provided over fixed line networksincluding transmission services, Primary Rate Interface ("PRI") lines
for business sector customers, VoB telephony services, and | SP services. Approximately 63,000 VoB and | SP subscribers joined the company during the ramp up period in
2009 and as of December 31, 2010, the Company had approximately 115,000 fixed line and | SP subscribers. (Subscribers to both cellular and fixed line services are counted
separately for each service for the purposes of subscriber count)
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We market our services under the Orange brand, which islicensed to us and has been used successfully in other markets around the world to promote cellular telephone services.
Market surveys show that we have achieved strong brand awarenessin Israel. We have also received awards recognizing our high standards of customer service. In 2010, we were
named by Globes, aleading Israeli business daily newspaper, as the number-one communications brand in Israel for the eighth consecutive year. In 2010, we won the “ best workplace”
award in the telecommunication industry, an award granted to us by Business Data Information (“BDI”).

Our GSM/UMTS network covered 99% of the Israeli population at year-end 2010. We currently operate our GSM network in the 900 MHz and 1800 MHz bands and the UMTS
network in the 2100 Mhz band. Our GSM services include standard and enhanced GSM services, aswell as value-added services and products such as roaming, voice mail, voice
messaging, color picture messaging, ringtone and game downloads, information services, and General Packet Radio Services (“GPRS”), which enabl es the packet transfer of data.

Our 3G network offers awide range of services, such asvideo calls, anew portal of content servicesincluding arich selection of video-based services and the transmission of data.
Special characteristics of the Cellular Telecommunications Industry in | srael

We believe that the following special characteristics differentiate the Israeli market from other developed cellular telecommunications markets:
. High Cellular Phone Usage. Israeli usage of cellular phonesisrelatively high compared to Western Europe in terms of average monthly usage per subscriber.

. Calling Party Pays. In Israel, only the party originating atelephone call pays for the airtime. Cellular telephone network operators do not charge subscribersto receive calls on
their handsets, except while roaming. This encourages higher rates of cellular telephone usage.

. High Ratio of Post-Paid Subscribers. InIsrael it is estimated that approximately 78% of the cellular companies' subscribers subscribe to post-paid plans, which isrelatively
high compared to the European average.

. High Cellular Telephone Penetration. Since 1994, the market has sustained arapid annual rate of growth from a 2.6% penetration rate at year-end 1994 to an estimated
penetration ratein Israel at December 31, 2010, of 129%, representing more than 9.9 million subscribers out of an estimated population of approximately 7.7 million. The total
number of estimated cellular telephone subscribers includes dormant subscribers and subscribers to multiple networks as well as other subscribers who are not included in the
Israeli population figures, such as Palestinians, visitors, and foreign workers.

. Multiple Different Cellular Telephone Technologies. The four cellular telephone licenseesin Israel have systems based on multiple technologies. We are currently one of
three Israeli network operators using GSM and UM TS systems. GSM is an advanced, internationally accepted technology, and according to an industry source, was used by
more than 3 billion people worldwide as of December 31, 2009. Other technologies currently used by Israeli cellular telephone licensees include the N-AMPS analog, TDMA,
CDMA and CDMA1x RTT, EVDO, D-AMPS, EDGE, UMTS/HSPA (HSDPA and HSUPA) and iDEN systems.

. Favor able Geography. Israel covers an area of approximately 8,000 square miles (20,700 square kilometers) and its popul ation tends to be centered in a small number of densely
populated areas. In addition, the terrain of Israel isrelatively flat. These factors facilitate the roll out of acellular network in acost effective manner.

. Strong Potential For Value-Added Services. Published market data shows that the relatively young Israeli population has a propensity to accept and use high technology
products. We believe that this characteristic of the Israeli population will facilitate further growth in the Israeli cellular telecommunications market as well as the acceptance of
new value-added services as they become available on our network.

Our Strategy

We intend to continue to enhance revenues and profitability, and to continue to create value for our sharehol ders, customers and employees. In order to accomplish this, we intend
to:
. Evolveinto a Diversified M ulti-service Communications Group. We are continuing to broaden and diversify our portfolio of products and servicesto evolveinto adiversified

multi-service communications and media service provider.  In addition to our core business providing cellular telecommunications services, our services offering range now
includes fixed-line telephony, transmission services, | SP services and other accompanying telecom and media services. The recent acquisition of 012 Smile will enable usto
continue to focus on our current core business while 012 Smile will continue to focus onits current ILD, ISP and VOB businesses. In order to reach customers, we use our own
mobile and fiber optic networks, |eased access and transmission lines, or, with respect to VoB services, the existing infrastructure of Bezeq, the incumbent land-line operator in
Israel, and HOT, the cable television operator in Israel. We also intend to further enrich our media and content offeringsin order to attract new customers and increase the level
of loyalty and satisfaction of our existing customer base. Our licenses to operate in various telecommunications areas enabl e us to provide awide range of services that will
potentially be used to create abundle of telecom and other adjacent services which we believe will favorably affect our ability to limit cellular churn rates, increase customer
loyalty, maximize the synergy between our lines of business and generate additional streams of revenues.
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. Broaden 3G Service Useand Our Subscriber Base. The penetration ratein Israel isvery high; however, we believe that we can increase our revenues from our existing
customer base and also add new subscribersto our network. We believe that a major source of growth for usis additional revenues from our 3G and data card subscribers
consuming more data and content services. We are leveraging our excellent reputation for network quality, innovation, and customer service to develop our 3G businessin
order to benefit from that growth. We consistently launch new 3G based products to attract new customers and to increase consumption of data services. We also aim to offer
desirable content and to make our 3G services widely accessible and affordable.

. Maintain Strong Branding. We believe that afocused marketing strategy based upon strong branding for our products and services has substantially reinforced our
subscriber growth and loyalty. We intend to continue to promote a strong brand. We also intend to support our branded image by continuing to focus on service, innovation
and advanced technology.

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

. Wide variety of communication products. We believe that our offering of VoB, ISP and VOD services, aswell as our ILD services which will be provided by 012 Smiile,
strengthens our position in the communications market. Offering awide variety of combined mobile and fixed-line data products and services will enable us to better compete
with the bundled services of other players, increase customer loyalty, and serve as an additional source of revenue.

. Focus on Customer Service. We believe we provide quality customer service through quick, simple and reliable handling of customer needs and interactions, which we have
achieved through investments in technology and training of customer service skills.

. High Quality Network and Technology L eader ship. 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.

. Strong Brand Identity. Since the launch of full commercial operationsin 1999, we have made a substantial investment in promoting our brand identity in Israel to represent
quality, innovation and customer service. Our marketing activities have resulted in wide-scale recognition of our brand in Israel.

. Strong Financial Performance and Financial Position. Our net cash provided by operating activities less net cash used in investing activities has been NIS 1,021 million and
NIS 1,472 million for the years ended December 31, 2009 and 2010, respectively.

. Strong and Motivated M anagement Team. We have been able to attract a number of Israeli senior managers from the telecommunications, high-tech and consumer products
industries. Our management team is experienced and highly respected and, we believe, well-positioned to manage and lead the Company. We believe that our performance-
based incentive package aligns the interests of senior management with those of our shareholders.

Acquisition of 012 Smile

On October 13, 2010, Partner signed a share purchase agreement with Merhav-Ampal Energy Ltd. and its wholly-owned subsidiary 012 Smile Telecom Ltd., according to which
Partner was to acquire all of the outstanding shares of 012 Smile. On March 3, 2011, following the receipt of the approval of the Ministry of Communications, the acquisition was closed.
012 Smileisaleading Israeli telecommunications operator, providing international telecommunication services and local telecommunication fixed services, including telephony services
using VoB access and internet services, with revenues of approximately NIS 1,112 million for 2010 during the 11 months starting February 1, 2012, the date on which 012 Smile's business
activities began to operate under a new company. This number reflects revenues earned during the 11 months starting February 1, 2010, the date on which 012 Smil€e's business activities
were transformed into what they are today. The company has an extensive experience in the Israeli communications market, a strong brand name in the ISP and international long
distance market, a solid base of approximately 1.1 million customers subscribing to broadband, international long distance, and fixed-line telephony services. The purchase of 012 Smile
isan important step in Partner’s strategic transformation into a comprehensive communications group. 012 Smile provides a complimentary asset to Partner’s current abilities by
enhancing its |SP and its fixed line presence and by enabling Partner to secure afoothold in the international long distance calls market. We believe that the acquisition will strengthen
our position towards other telecom groups and improve both our and 012 Smile’s efficiency by capturing | SP and transmission synergy. In addition, the acquisition will allow Partner to
offer its subscribers enhanced services which as aresult we believe should increase ARPU and decrease churn rate.
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The Ministry of Communications approval of the acquisition requires structural separation among the Company and 012 Smile for alimited period of time. See"Item 3D. Risk
Factors- We face risks associated with the acquisition of 012 Smile Telecom Ltd".

012 Smile at the date of acquisition had approximately 1,750 employees located in four main sites. 012 Smile operates under alicense from the Minister of Communications.

The information regarding 012 Smile’s business operations and financial results presented above has been provided to us by 012 Smile, without independent verification by
us. See"“Item3D. Risk Factors -- Risks Relating to Our Business Operations -- We face risks associated with the acquisition of 012 Smile Telecom Ltd.” .

Marketing and Brand

We believe that afocused marketing strategy is critical to support our goal of sustaining our position as aleading provider of quality and innovative cellular communications
solutionsin Israel. Our marketing strategy is based upon the strong international Orange brand and emphasizes high value for money, network quality, feature rich services, simplicity,
innovation, customer service and customer retention. In addition, since we entered the VOB/I SP businesses in 2009, the Company has undertaken a strategy of marketing our brand as
an all inclusive telecommunications services provider. In carrying out this strategy we have made a substantial effort in promoting the Orange brand in Israel asavehicle for
differentiating our services from those of our competitors.

In order to carry out our strategy, we offer our subscribers competitive tariffs, technologies and services that we believe are advanced, including our 3G services and cellular data
services through external or internal (in laptops) cellular modems and smartphones.

In order to promote our advanced new handsets, tariffs and services, we employ alarge number of promotional activities and use a broad range of advertising media. During 2010
we continued to pursue extensive advertising presence in the mediain order to maintain high exposure for our brand and advanced technologies. We also launched one of the largest
community projectsin Israel. This project was aimed at strengthening the bond between the Orange brand and its young audience, while supporting the community in which we live.
During 2010, our main advertising activities focused on promoting the subscribership and usage of 3G and HSPA services, and of advanced mobile applications and content such as
mobile broadband using data-cards and smartphones, as well asincreasing loyalty among our customers. Our marketing strategy focuses on promoting our services to various
segments of the Israeli population, and we have extended this strategy to our 3G services. We advertise our servicesin several languages. In addition to traditional media, we promote
our brand and services by sponsoring and initiating cultural and community programs. We use the distinctive Orange brand logo in all our promotional activities and advertising. See
“Item 4B. Business Overview—Intellectual Property”.

Services and Products

Our principal business, which provides most of our revenues, is currently the provision of mobile telecommunications servicesin Israel, and our goal isto become adiversified
multi-service communications and media service provider and offer our subscribers awide range of sophisticated and easy to use services based upon the latest proven technology.

Our core serviceis cellular telephony service — provided on both our GSM/GPRS network and our UMTS/HSDPA network. Our basic offer includes domestic mobile calls,
international dialing, roaming, voice mail, short message services, intelligent network services, content based on our cellular portal, dataand fax transmission and other services. We are
continually developing tailored value-added services to meet the special needs of our subscribers and to enhance our long-term rel ationship with our subscribers.

Our use of GSM, GPRS, UMTS and HSPA technologies enabl es high speed data transmission.. Our mobile services enable the streaming and downloading of rich applications and
content and WAP browsing for 2G subscribers, while the 3G subscribers’ services are enhanced by video and high quality audio capabilities. Our MM S services enable subscribersto
send photos, multimedia and animation from handset to handset and from handset to web. We also offer high quality customer service, aswell as handset repair and replacement
services for equipment sold to our subscribers.
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Our 3G network offers awide range of services, such asvideo calls, amobile portal of content servicesincluding arich selection of video-based and M P3 based services under the
Orange brand, and the transmission of data at speeds of up to 21 Mbps. We have concluded content agreements with a variety of content providers and suppliersin the Israeli
television and entertainment industry.

In December 2008 and January 2009, we launched three additional non-cellular businesslines: VoB telephony services that compete with fixed-line telephone services; | SP services
that provide access to the internet as well as home Wi-Fi networks, VAS (value added services) such as mail and anti-spam filtering; and Web VOD providing premium on-demand
video (mainly full-track feature films and television series’ episodes), music tracks and games. See “Vaue-Added Services” below.

e  Our management systems are certificated and monitored by 1QC (The Institute for Quality and Control, an RVA accredited Certification Body authorized by Bureau Veritas
Quality International) to the appropriate international standards:

e  1S0O 9001:2008, which focuses on fulfillment of clients and legal requirements,
e 1S0O 14001:2004, which coordinates our commitment to habitat and environment; and
o OHSAS18001:2007, which directs our efforts to provide a safe and healthy work environment at our premises.

Our management systemswon acitation in the Israeli Contest for Business Excellence (2005) for outstanding performance in implementing quality, environmental, health and safety
aswell as social accountability awareness. The common cornerstone to these joint systemsisthe full involvement and commitment of top management and personnel to comply with
demands and continuous improvements in our performance and customer satisfaction.

Cellular Tariff Plans

Since the beginning of our full commercial operationsin 1999, we have introduced cellular tariff plans aimed at bringing innovation to the Israeli cellular communications market. As
of December 31, 2010, approximately 72.5% of our cellular subscriber base (approximately 2,290,000 subscribers) subscribed to post-paid tariff plans, and 27.5% (approximately 870,000
subscribers) subscribed to pre-paid tariff plans.

Our post-paid business tariff plans offer features attractive to business users such as charging fees based on airtime usage without adding the interconnect chargesimposed by
other cellular and land-line providers for calls made by our subscribers that terminate on third party networks, and providing discounts for calls to designated numbers within a
subscriber’s calling circle. In addition, we usually offer rebates on usage to customers joining these tariff plans.

During 2010, we launched an innovative tariff plan that includes a"bank" of minutes shared within the family and a bank of minutesfor calling to other Orange subscribers.

The elements of our tariff plansfor post-paid private customers are packaged and marketed in various ways to create tariff packages attractive to target markets, including families,
military, teens, students and other sectors. Our tariff plansfor private customers feature a certain number of free minutes for calls made between family members and special discounts
on tariffsfor calls among alimited number of family members or friends. They also offer limited handset subsidies. Based on an amendment to our license in March 2008, standard
subscriber agreements with private customers have been shortened as of January 2009 to 18 months.

Under our pre-paid plans, upon purchase of a SIM card or phone card or prepayment by credit card, customers can use our network, including some of our value-added services,
without the need to register with us or enter into any contract. Our pre-paid plans enable us to compete in the pre-paid cellular services market.

International Roaming

Israelis are frequent travelers, and Israel isahighly visited country. According to the Israel Central Bureau of Statistics, in 2010, more than 4.4 million overseas departures of Israelis
were recorded, and almost 3.5 million people visited Israel during 2010. Roaming allows a mobile phone subscriber to place and to receive calls while in the coverage area of anetwork to
which he or she does not subscribe and to be billed for such service by his or her home network. Facilitating international roaming was a primary design goal of the GSM system from its
inception. A GSM roamer can therefore expect to enjoy substantially the same services, features and security while traveling as he does at home. We consider international roaming to
be a significant source of revenue. The Ministry of Communications may introduce new regulations that would limit our revenues from roaming services.
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At December 31, 2010, we had open commercial roaming rel ationships with 407 operatorsin 181 countries or jurisdictions. We also have agreements with satellite operators,
providing global coverage, requiring the use of unique handsets. Creating roaming relationships with multiple operatorsin each country increases potential incoming roaming revenue
for us and gives our subscribers more choice in coverage, services and pricesin that country.

At December 31, 2010, our commercial roaming relationshipsincluded 167 3G roaming agreements in 78 countries, compared to 124 3G roaming agreementsin 64 countries at year-
end 2009. The 3G roaming agreements enable our 3G roamers to initiate video calls, high speed data and video and audio content while abroad. Since we operate our GSM services on
the 900 MHz band, which is the most widely-used band among GSM operators worldwide in terms of handsets, and also on the 1800 MHz band, all of our roaming enabled subscribers
may roam to most countries where we have roaming capability using their own handsets without modification. In some countries cellular networks use either the 1900 MHz band of GSM
or other technologies (GSM 850, CDMA or UMTS) with which we have established international roaming. Our subscribers who own dual or tri-band handsets that work on GSM 1900
aswell as GSM 900 may also use their own handsets in countries that deploy GSM 1900 frequency with networks using GSM 1900. Other subscribers who advise us of their intention to
visit those countries are either loaned free of charge a compatible handset into which they insert their SIM, thus retaining their own phone number, phone book and all other regular
features, or are given the option to rent such handsets at their destination upon their arrival. Since the launch of our 3G network, 3G networks around the world are becoming gradually
available to our 3G subscribers.

See “Item 4B. Business Overview — Regulation” and also “Item 3D. Risk Factors — Risks Relating to the Regulation of Our Industry” for risksrelating to the regulation of roaming
tariffs.

Value-Added Services

In addition to standard GSM value-added services, including voice mail, Short Message Service (“SMS”), voice messaging, fax mail, call waiting, call forwarding, caller identification
and conference calling, we currently offer and are developing a variety of additional value-added services. Value-added network services are important to our business as they create
differentiating factors and increase customer usage and satisfaction. We continuously track all major market devel opments regarding value-added network services, and we intend to
implement and offer those services that are likely to be popular with customers and which would add value to our business. Some of the value-added services that we offer are available
only to subscribers who have certain handset models.

Starting in 2008, we expanded our value-added services beyond the cellular domain to include:

. VoB. This service allows users to make and receive telephone calls over the Internet through an | SP connection. Our service includes Quality of Service, which ensures high
quality voice transmission regardless of the load on the internet connection, and a home gateway which isuniquein the Israeli market for its range of sophisticated
functionalities, including call hijack between the customer’s fixed and mobile telephone lines.

. ISP. Asan internet service provider, we offer our customers access to the internet and internet services through a separate communications network. Our | SP offering includes
improved email accounts based on Google's Gmail service, home WiFi networking, anti-virus and site filtering based on the customer’s restriction definition, and other value
added internet services. To back up our offering, we have established a dedicated staff for installation and support, and also provide a direct connection to the I sraeli
backbone and international backbone.

. Web VOD Services. This service givesinternet users (including those of other | SPs) access to our on-line media shop and enables them to view video items on their
computers through internet streaming. Our on-line media shop offers premium on-demand video (mainly full-track feature films and television series’ episodes), music tracks
and PC (portable computer) and mobile games, under avariety of payment plans.

Our main focus throughout 2010 was to continue to expand our 3G and HSPA business in I srael and to enhance our relationship with our customers through active retention
activities. To meet these goals, we have expanded our 3G handset portfolio to cater to several specific market segments, we have enhanced our content portal offering and we have
launched several innovative retention activitiesincluding virtual application malls.

Our VoB, ISP and VOD services are available to all Israeli customers, not only to mobile customers, thus enabling us to reach more customers and grow our total customer base.

During 2010, the Company experienced an increase (as part of aglobal trend) in the purchase of cellular data packages that allows surfing and data consumption on the cellular
network through lap-top computers, smartphones and tablets. The Company expects thistrend to continue and to increase during the upcoming year.

43




Handsets

We provide handsets to our subscribers usually with rebates on usage. We currently offer arange of different handset models supplied by a number of manufacturers. We offer
handsets to satisfy our subscribers' roaming needsin the 900 MHz, 1800 MHz and 1900 MHz bands, and in 2100 MHz (3G) aswell. Not all handsets support all band ranges. We
evaluate the technical features of every new cellular handset and, if we decide to make it available to subscribers, we obtain atype approval from the Ministry of Communications for
such handset. We advise our sales representatives and deal ers on compatibility and technical issues. All our handsets are Enhanced Full Rate (“EFR”) compatible to provide high voice
quality. All of our handset models have Hebrew language displays. We offer innovative handsets in our portfolio, including large screens with high resolution displays, high quality
cameras with video capabilities, touch screen, large memory, embedded GPS, open operating systems (Symbian, android, |os, Blackberry os, Bada os) with enhanced applications, T.V.
application and music library, backup application, messaging and internet applications and rich content in our portal and on the internet. Following the launch of our HSDPA network,
we also sell smartphone handsets that enable customers to use content services with high-speed rates of data transmission, cellular modems and |ap-tops with HSDPA embedded data
cards and tablets.

Land-line Services

In addition to our cellular services, we provide, through our subsidiary Partner Landline Telecommunication Solutions, L.P., land-line transmission and data capacity services, using
the transmission network we purchased from Med-1 1.C.1 (1999) Ltd. in 2006 and have since continued to expand. Our land-line capacity also includes capacity which we lease from
other land-line telecommunications service providers. The services we offer include primarily connectivity services by which we provide high quality, dedicated, point-to-point
connection for business customers and telecommunications providers, as well as land-line services to business customers.

Customer Service

Our customer support and service provides several channels for our customers: call centers, walk-in centers and self-service support, which includes Interactive V oice Response
(“IVR"), web-based services and automated SMS.

Call Centers. Guided by our aim to provide high quality service, our call-center services are divided into several sub-centers: customer segment (business, private and pre-paid)
and specialized support and services (finance, network, international roaming and data transfer related issues). The call center services are provided in four languages: Hebrew, Arabic,
English and Russian.

Walk-in Centers. We currently operate 33 Partner-owned service and sales centers across I srael. These centers provide a face-to-face, uniformly designed, contact channel and
offer all servicesthat we provide to customers: sales, handset upgrade, handset maintenance and other services (such as finance, rate-plan changes and subscription to new services).
L ease agreements for our retail stores and service centers are for periods of two to five years. We have the option to extend the |ease agreements for different periodsincluding the
initial lease period. See also Note 18(b) to our consolidated financial statements.

Self-Service. We provide our customers with various self-service channels, such as VR, web-based services, services via SMS and services via WAP. These channels provide
general and specific information, including tariff plans, account balance, billing-related information and roaming tariffs. They also provide customersinformation regarding trouble
shooting and handset operation, and enable customers to activate and de-activate services and to download content.

All of our service channels are monitored and analyzed regularly in order to ensure the quality of our services and to detect areas that require improvement.

Sales and Distribution
We apply amulti-channel approach to target various market segments and to coordinate our sales strategy.
We distribute our services and products primarily through:
. direct sales channels, which consist of Partner-owned sales centers and business sal es representatives; and
. indirect sales channels, which consist of traditional networks of specialized dealers and non-traditional networks of retail chains and stores.
Direct Sales Channels
Orange Sales and Service Centers: All of our walk-in centers serve as sales centers. The face-to-face contact enables customersto get the “feel and touch” of new handsets and

services demonstrated by our representatives. The “feel and touch” approach enables us also to promote in particular our 3G products and services.
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Direct Sales Force: Our salesforce is comprised of service and sales representatives.

. A team of regional representatives and customer account managers, located in five regional offices, supports small to medium-sized businesses.

. A team of corporate representatives and customer account managers who support large corporate customers.

. A “door to door” sales-force located in four regional offices focuses on individual and small business customers.

. A telemarketing department conducts direct sales by phone (to private and business customers), initiates contacts to prospective customers and coordinates

appointments for the sal es representatives.

Our sales force undergoes regular training to improve their skills of selling advanced solutions such as cellular data, intranet extension and connectivity, virtual private networks,
location based services, m2m services, and other value-added services that appeal to corporate customers.

In addition, as of December 31, 2010, we have 35 Orange stands in shopping centers throughout the country, as well as ten shops that specialize in sales and handset upgrades.

Indirect Sales Channels

At December 31, 2010, we had agreements with 46 traditional dealers providing 62 points of sale, selling arange of our products. The private dealer network is an important
distribution channel because of its ability to attract existing cellular usersto our network. Our dealer network focuses primarily on salesto individual customers and, to alesser extent,
small business customers. Most of our dealers specializein sales for post-paid customers, and others specialize on sales for pre-paid customers and distribution of pre-paid handsets to
sub-dealers. In addition, we have specific dealers that target different ssgments of the I sraeli population with the appropriate style, language and locations. We provide regular training
to employees of our deal ersto update them on our products and services. Our dealer managers visit dealers on aregular basis to provide information and training, answer questions and
solve any problems that may arise. We pay our deal ers competitive commissions and provide handset subsidies. However, dealers are not entitled to commissions for any customers
that terminate their service within 90 days of activation.

All indirect sales channels are supported by a specialized “ dealer support” call center providing information, support and coordination of appointments of car-kit installations.
Customer Contracts and Credit Policy

As of January 2009 our standard subscriber agreements with private customersisfor aperiod of 18 months. Most of our business customers sign 36-month contracts. Subscribers
are billed monthly for airtime charges and charges per services. All customers are supervised by daily reportsin order to display exceptional usage. Roaming access for direct debit
subscribersis subject to credit scoring by Partner’s credit supervisors with the assistance of outside credit agencies and may require additional guarantees or deposits.

Our individual subscribers pay for their services by credit card or by direct bank debit. All credit card accounts are subject to an initial maximum credit limit each month, which
varies depending upon the type of credit card and for which we obtain prior approval from the card issuer. When a subscriber account reaches thislimit, we may seek approval from the
card issuer. If the card issuer does not grant the approval, we may require the customer to provide other means of payment or arrange an increase in the approved limit from his credit
card issuer. If this does not occur, the customer’'s usage may be limited or suspended until we receive a cash deposit or guarantee from the customer.

All business subscribers can subscribe and pay for their services by credit card or direct debit. Customers acquiring more than ten handsets (or lessin certain circumstances) are
subject to a credit scoring review performed by Partner’s credit supervisors with the assistance of outside credit agencies.

Most of our subscribers pay for the handsetsin 36 or 18 installments, which are charged directly to their credit card or to their monthly hill. If the customer opts to pay for the
installment via his monthly bill, the outstanding installment payments are not secured. Under the terms of these contracts, customers who terminated their contracts prior to the
expiration of the contract’s term and who have purchased a subsidized handset from our dealers or from us were charged for payment of the residual price of their handset. This charge
reflects the difference between the price they paid for the handset, if any, and the list price, adjusted for the remaining number of months until the end of the contract term. A recent
amendment to the Telecommunications Law allows subscribers who terminate their contracts prior to the expiration of the contract's term to continue to pay out the installments of the
handsets in accordance with the dates and amounts they would have paid had they not terminated the contract. See-"Item 4B. Business Overview-Regul ation-Consumer License
Amendments”.




Our Network

We have built an extensive, resilient and advanced network systemin Israel, allowing usto offer our services with extensive coverage and consistent high quality. During the years
ended December 31, 2009 and 2010, we made capital expenditures of NIS 375 millionand NIS 251 million ($71 million), respectively, in our network infrastructure, including optic fibers.

Overview

Third generation wireless communication, which offers full interactive multimedia capabilities at data rates of up to 384 Kbps, is bringing wire-free networks significantly closer to
the capabilities of land-line networks. Improvementsin coding and data compression technology will provide better voice quality and more reliable data transmission. UMTSisthe
global standard adopted for the implementation of third generation wirel ess telecommunications capable of datarates of 21 Mbps and is the 3G technology we use. HSPA isa
technological enhancement to our 3G services that offers subscribers the ability to access our 3G services at higher speeds for downloading (HSDPA) and uploading (HSUPA) data.

Infrastructure

As of December 31, 2010, our GSM network consisted of 1,920 macrobase transceiver stations, 111 microbase transceiver stations and 505 indoor transceiver stations, all linked to
30 base station controllers. The base station subsystem is controlled by 11 cellular switching centers. Base transceiver stations, cellular switching centers and base station controllers
are interconnected by approximately 3,500 transmission links. Ericsson and Nokia supply our base station controller and base transceiver station sites for our GSM and GPRS network.

As of December 31, 2010, our UM TS network consisted of 1,887 macrobase transceiver base stations, 43 microbase transceiver stations and 348 indoor transceiver stations, all
linked to 8 radio network controllers. The base station subsystem is controlled by five mobile switching centers and eight media gateways. The base transceiver stations, the mobile
switching centers and the radio network controllers are interconnected by approximately 5,500 transmission links. As of January 2008, Ericsson is our sole 3G UTRAN and core network
equipment supplier, and we are progressively replacing equipment purchased from other suppliers with Ericsson equipment.

In addition, our network is interconnected with two public switched telephone companies, Bezeq and HOT, in several locations across | srael. Our network is also directly connected
to the three cellular networks, the four Israeli international operators, the land-line tel ephone network of Paltel and the cellular network of Wataniya, and indirectly to the cellular network
of Jawwal.

Our transmission network is made up of leased lines from Bezeq and other operators and our own microwave links and fiber optic infrastructure. Currently most of our transmission
network consists of leased lines. Our fiber-optic transmission network enables us to reduce our transmission costs as well as to provide our business customers with bundled services
of data and voice transmission and land-line services.

Our GSM and UMTS networks covered 99% of the Israeli population at year-end 2010. We are continuing to expand and improve the coverage, capacity and quality of our UMTS
network.

Network Design

Our primary cellular network design objectiveisto further expand and improve our UMTS/HSPA cellular telephone network to provide high voice, video and packet quality, call
reliability, high capacity and high coverage quality and to maintain technological advantages over our competitors. In formulating our network design objectives, we have been guided
by our business strategy to continue to broaden the highest quality network. The quality parameters that we seek to satisfy are those that we believe are important to cellular phone
users: voice quality, high data rate packet sessions, low “blocked call” rate, low “dropped call” rate and deep indoor penetration, especially in densely popul ated areas or areas of
special commercial interest. The two main examined parameters used to measure network performance for voice and packet data are the setup call success rate and the dropped calls
rate.

With these quality parametersin mind, we rolled out our UMTS/HSPA network starting in 2004, which shares |ocations with the GSM sites. In December 2007, we signed an
agreement with LM Ericsson Israel Ltd. (Ericsson”) for the replacement of third party 3G radio equipment existing in our network and in October 2010, we signed an agreement with
Ericsson for the upgrade of existing networks and the deployment of our fourth generation network. Ericsson is currently the main 3G supplier of our network. See “Item 10C. Material
Agreements”.

We use monitoring probes and counters to ensure network quality.
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Our transmission network design confers the following benefits: (i) necessary bandwidth for GSM and UMTS/HSPA services; (ii) resilience; (iii) use of high transmission rate back-
bone routes based on Synchronous Digital Hierarchy; and (iv) the ability to utilize a new generation of sophisticated technology to optimize the system and increase capacity where
necessary. Our switching architecture is based on two transit switches connected to all of our systems and platforms.

Thisinfrastructure enables us to provide services to our customers such as call “hijack” which allows customersto retrieve incoming mobile line calls on their fixed line, improved
email accounts based on Google's Gmail service, anti-virus and site filtering based on the customer’s restriction definition.

In December 2008 and January 2009, we launched additional non-cellular business lines that target householdsin the Israeli market. We became an Internet Service Provider (1SP),
providing internet to Israeli customers at their homes, over third parties’ existing network infrastructure. In addition to this service, we began providing fixed-line phone callsusing VoB
technology. The technology is based on the Nokia Siemens Next Generation Network (NGN) softswitch. In order to provide the fixed-line services, we developed a home gateway box
(smartbox), that provides the customer with a setup of a home network WiFi based on the protocol 802.11n, FXS and DECT supported phones, and built-in firewall.

Spectrum Allocation and Capacity

Spectrum availability islimited and is allocated by the Ministry of Communications through alicensing process. Pursuant to the terms of our license and subseguent allocations, we
were alocated 2x10.4 MHz in the 900 MHz frequency band, of which 2x4.8 MHz are shared with Jawwal which operatesin the West Bank and the Gaza Strip. See “ Iltem 3C. Risk Factors’
for adiscussion of the risks associated with regulatory developmentsin spectrum allocation.

We were also allocated two additional bands of spectrum: 2 x 10 MHz of GSM 1800 spectrum and 2 x 10 MHz and 1 x 5 MHz of UMTS/HSDPA third generation in the 2100 MHz
frequency band. We operate GSM 1800 MHz band base transceiver stations that enhance the capacity of our GSM 900 MHz network, and improve our GSM 900 MHz network’s quality.

Enabling Systems

Our UMTS network offers advanced applications and services including, among others, aUMTS content portal offering avariety of services such aslive TV channels, JAVA
games, maps and directions application, wide range of music (MP3) services. We have installed a video gateway and a streaming server, enabling us to offer our customers arange of
video services on UM TS handsets.

Site Procurement

Once anew coverage area has been identified, our technical staff determines the optimal base station location and the required coverage characteristics. The areaisthen surveyed
to identify network sites. In urban areas, typical sites are building rooftops. In rural areas, masts are usually constructed. Technical staffs also identify the best means of connecting the
base station to the network, for example, vialeased or owned and operated microwave links or wired links leased from Bezeq. Once a preferred site has been identified and the exact
equipment configuration for that site decided, we begin the process of obtaining necessary approvals.

The erection of most of these network sites requires building permits from local or regional authorities, aswell as anumber of additional permits from governmental and regulatory
authorities, such as:

. erection and operating permits from the Ministry of Environmental Protection;
. permits from the Civil Aviation Authority, in certain cases; and
. permits from the Israeli Defense Forces.

See “Item 4B. Information on the Company—Business Overview—Regulation” for a description of the approvalsthat are required for the erection and operation of network sites and
the requirement to provide indemnification undertakings to local committees.

Suppliers

Ericsson, together with its affiliates, is amajor supplier of GSM equipment with cellular switching centers, base station controllers, base transceiver stations, transit transmission
centers, operation support systems and transmission systems equipment. Ericsson is also our major supplier of GPRS network equipment, including GPRS support nodes and gateway
GPRS support nodesand UM TS infrastructure equipment. On December 20, 2007, we entered into an agreement with Ericsson for the supply of 3G radio equipment to replace our
existing Alcatel-Lucent 3G equipment and to expand our existing 3G network, aswell as to provide support and maintenance for the Ericsson elementsin our network. Asaresult,
Ericsson became our sole supplier for our 3G network. On October 25, 2010, we entered into an agreement with Ericsson for the upgrade of our existing networks and the deployment of
our fourth generation network in Israel. See"Item 10C. Material Contracts".
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Nokia-Siemens, together with its subsidiaries and/or its associated companies al so supplies us base station controllers, base transceiver stations and network management system
equipment, aswell as equipment for our NGN network and 2G cellular telecommunications network. Nokia-Siemens al so supplies us with switches for the land-line telephony services
based on IP.

Bezeq supplies the Company with land-line transmission services for connecting traffic between 65% of the Company's sitesand its switches.

Alcatel providesthe Company with apre-paid system that allows subscribers to pay set amounts in advance and thereby allows subscribers to manage their expenses for services.

In June 2009, we entered into an agreement with Apple Sales International for the purchase and resale of iPhone handsetsin Israel. See "Item 10C. Material Contracts". During 2010,
Apple became amajor supplier of the Company's handsets (i-Phone).

During 2010, we purchased a substantial portion of our Nokia handsets from Eurocom Communications Ltd.

During 2010, we purchased all of our Samsung handsets from Scailex. See "Item 7B. Related Party Transactions-Transactions with Affilates—Agreements with affiliates of Scailex".

We continue to purchase certain network components from various other key suppliers. We believe that our network suppliers’ price structure is competitive with industry
standards. See also “Item 3D. Key Information—Risk Factors-We depend on alimited number of suppliers for our network equipment. Our results of operations could be adversely
affected if our suppliersfail to provide us with adequate supplies of network equipment or maintenance support on atimely basis.”

I nterconnection

All telecommunications providers with general licensesin Israel have provisionsin their licenses requiring them to connect their networks with all other telecommunications
networksin Israel. Currently, our network is connected directly with all other telecommunications networks operating in Israel.

We are currently operating without any formal interconnect agreements with Bezeq. Day-to-day arrangements with Bezeq substantially conform to a draft interconnect agreement
negotiated with Bezeq. Bezeq is required by law not to discriminate against any licensed telecommunications operator in Isragl with respect to the provision of interconnect services.
We currently pay Bezeq an interconnection fee based on atariff structure set forth in the Interconnection Regulations (Telecommunications and Broadcasts) (Fees for Interconnection)
(2000).

We have formal interconnect agreements with all Israeli cellular and with the other land-line and voice over cellular companies. The interconnect tariffs are set forth in the
Interconnection Regulations (Telecommunications and Broadcasts) (Fees for Interconnections) 2000 that imposes a uniform call interconnect tariff for all cellular telephone operators.

Our network is connected directly to Paltel and Wataniya and indirectly to Jawwal, the Palestinian land-line and cellular operators. The interconnect tariffsare set outin a
commercial agreement.

For adiscussion of the Ministry of Communications' reduction of interconnect tariffs see "Item 3D. Risk Factors- Our business and operating results have been adversely affected
by reductionsin call and SM S interconnect tariffsimposed by the Ministry of Communications, and may be further materially adversely affected by future regulatory developmentsin
these areas” and "Item 4B. Business Overview — Regulation — Regulatory Developments- Reduction Of Interconnect Tariffsto Be Paid to Cellular Operators’.

We have written interconnect agreements or operating arrangements with all of the international service providers serving Israel. The regulated interconnect tariff for incoming
international calls was updated to NIS 0.0728 per minute, in line with the updates in interconnect tariffs for incoming domestic calls, effective January 2011.

One of our subsidiaries has a domestic land-line license. Our subsidiary is connected, directly with all other telecommunication networks operating in Israel. The interconnection
fees are set by the Interconnection Regul ations (Bezeq and Broadcasts) (Fees for Interconnection) 2006.
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Competition

There are currently four cellular telephone network operatorsin Israel: Partner, Cellcom, Pelephone and MIRS. We compete with Cellcom, Pelephone and MIRS principally on the
basis of telecommunications service quality, brand identity, variety of handsets, tariffs, value-added services and the quality of customer services.

The table below sets forth an estimate of each operator’s share of total subscribersin the Isragli cellular market at December 31, 2006, 2007, 2008, 2009 and 2010.

Market Share* 2006 2007 2008 2009 2010

Partner 32% 3L.7% 32% 32% 32%
Cellcom 34% 34.1% 35% 35% 35%
Pelephone 29% 29.0% 29% 29% 29%
MIRS 5% 5.2% 4% 4% 4%

*  Based on information contained in published reportsissued by, and public statements made by, Pel ephone and Cellcom or by their respective shareholders and from Partner
subscriber data. The number of subscribers of Mirsis estimated by Partner since Mirs does not disclose operating information.

Cellcomisan Israeli corporation whose major beneficial shareholder is Discount Investment Corporation Ltd, (DIC). DIC isamajority-owned subsidiary of IDB Development
Corporation, which in turn is amajority-owned subsidiary of IDB Holding Corporation Ltd (IDB). The IDB group is one of the largest diversified business groupsin Israel, whose
indirect subsidiaries also operate in the Israeli communications market.

Cellcom operates nationwide cellular tel ephone networks based on GSM 1800 MHz/GPRS, D-AMPS, EDGE and UMTS/HSDPA HSUPA technologies.

Pelephone is an Israeli corporation wholly owned by Bezeq, the primary land-line operator in Israel that is controlled by B acompany indirectly controlled by Shaul Elovitz, the
controlling shareholder of Eurocom, which isthe official distributor of the Nokiagroupin Israel. Pelephone, which wasinitially anon-GSM operator and had used CDMA-1x Red Time
Technology, aswell asthe EVDO technology, launched in the beginning of 2009 a UMTS/HSPA network, which has strengthened its ability to compete in the provision of inbound and
outbound roaming services aswell asimproved its competitive position in the market.

MIRS, an Enhanced Specialized Mobile Radio, or “trunking” network, holds ageneral license to operate as a mobile telephone operator. MIRS is an Israeli corporation whose major
shareholder is Motorola Communications (Israel) Ltd. MIRS operates using an Enhanced Specialized Mobile Radio, or “trunking” iDEN network and has expressed itsintention to roll
out aWiMAX network subject to receiving alicense. MIRS has al so expressed its interest in upgrading its network to WiMax technology. In December 2009, Motorolasold MIRS, its
wholly-owned subsidiary to the Altice Group, a French media group controlled by Patrick Drahi, who is also the principal shareholder of HOT. HOT's two main areas of activity are cable
multi channel television broadcast and domestic fixed line telecommunication services. This transaction may contribute to the creation of another telecommunications conglomeratein
Israel, which would increase competition in the market.

The Ministry of Communications has recently granted MV NO licenses to anumber of companies and is expected to grant additional MVNO licenses, which will further increase
competition. See"Item 3D. Risk Factors - We have been required to offer access to our network infrastructure to other operators, which has enabled new competitors, such asMVNOs,
to enter the market, reduce our ability to provide quality servicesto our subscribers and negatively affect our operating results".

In September 2010, the Ministry of Communications published atender for the allocation of UMTS frequency to additional infrastructure-based cellular operatorsin Israel. Four
companies have submitted tender offers. See" Item 3D. Risk Factors- We have been required to offer access to our network infrastructure to other operators, which has enabled new
competitors, such as MV NOs, to enter the market, reduce our ability to provide quality servicesto our subscribers and negatively affect our operating results' and "ltem 4B. Business
Overview-Regulatory Developments- Integrated Tender Committee For UMTS Freguency Allocation For An Additional Cellular Operator”.

In addition, the Pal estine Telecommunication Co. Ltd. (“Paltel”) operates a GSM mobile telephone network under the name “ Jawwal” in the Palestinian Administered Areas, as well
as aland-line network. Paltel’s GSM network competes with our network in some border coverage overlap areas. A second Palestinian operator, Wataniya, launched its GSM network
during 2009. Several service providers offer competitive roaming solutions. The service is offered, inter alia, by the International Long Distance vendors as well as by specialized
enterprises.

To the extent that land-line telephones are used instead of mobile telephones, we also compete with Bezeq, the incumbent land-line operator in Israel, HOT, the cable television
operator in Israel, and other telecommunication services providers who are entering the land-line market. Bezeq holds 100% of the shares of Pelephone and Bezeq International, which
may enable Pelephone and Bezeq and other affiliates of Bezeq to offer bundled services of land-line, mobile telephone and other telecommunication services, subject to regulatory
approval. In the future other holders of licenses to provide land-line telephone services may enter the mobile telecommunications services market viaMVNO and increase the level of
competition we face.
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In connection with our new services beyond the cellular market, following the acquisition of 012 Smile, there are currently two major fixed ISP providersin Israel that we compete
with since entering this market: Bezeq International and Netvision. Partner and 012 Smile accounted together for approximately 35% of the ISP market, while the other two | SP providers
accounted for approximately 65% of the ISP market.

The Ministry of Communications has granted several service providerswith atrial license to provide VoC services. For adiscussion of the risks created by our competitive
environment, including risks arising in connection with government measures to increase competition, see “Item 3D. Risk Factors.”

Information Technology

We depend upon awide range of information technology systems to support network management, subscriber registration and billing, customer service and marketing and
management functions. These systems execute critical tasks for our business, from rating and billing of calls, to monitoring our points of sale and network sites, to managing highly
segmented marketing campaigns. As our subscriber base has grown, we have devoted significant resources to expanding and enhancing our information technology systems, adopting
and implementing new systems, including Customer Relations Management (“CRM”) systems, which have contributed to our customers’ satisfaction with our service, aswell as
updating our financial management and accounting system. We believe these systems are an important factor in our business success since our commercial launch.

While many of our systems have been developed by third-party vendors, all of them have been modified and refined to suit our particular needs. In certain instances, we have
developed critical information technology systems internally to meet our specific requirements. For example, significant sesgments of our CRM and business information infrastructure
were developed internally and were designed to integrate our customer service outreach with our overall sales and marketing effort. In other cases, conversely, we have outsourced
responsibility for certain systemsto third parties. Our “Vantive’” CRM system isin the process of being replaced through a contract with IBM to implement anew CRM system based
upon “Siebel” software. The migration to the new CRM system is still in progress. In connection with our transformation into a diversified multi-service communications provider, we
intend to replace our current billing and CRM systems with systems that are better suited to our current and future needs.

I ntellectual Property

We are the registered owners of the trademark “Partner” in Israel with respect to telecommunications-related devices and services, aswell as additional trademarks. We have also
registered several internet Web domain names, including, among others: www.partner.co.il and www.orange.co.il.

We have entered into a brand license agreement with Orange International Developments Limited, a subsidiary of Orange Limited, formerly Orange plc. Under this agreement,
Orange International appointed us as a permitted user of its trademarksin Israel. Under this license agreement, we have the exclusive right to use the Orange brand in advertising and
promotional materialsin Israel. The term of the brand license began on July 1, 1998. The trademark license isroyalty-free for the first 15 years of itsterm. In 2012, the parties are to
discuss the royaltiesto be paid for afive-year term beginning July 1, 2013. In 2017, the parties are to again consider the royalties to be paid for an additional five-year term beginning
July 1, 2018. If the parties do not agree on the amount of royalty payments, the determination of royalty paymentsisreferred to an independent expert. Under thislicense agreement, we
arerequired to comply with the Orange brand guidelines established by Orange International. We have the right to use the Orange brand as long aswe are able and legally eligible
under the laws of Israel to offer telecommunications servicesto the public in Israel. However, the license agreement may be terminated by mutual agreement, or at our discretion, or by
Orange International if acourt determines that we have materially misused the brand and we continue to materially misuse the brand after such determination of material misuse.

We have also entered into a brand support/technology transfer agreement with Orange Personal Communications Services Limited. Under this agreement, Orange Personal will
provide us with information and expertise to support the orange brand in Israel at an agreed cost. See “Item 3D. Risk Factors- Our right to use the "orange" brand isroyalty free only
until 2013. After that time, we are likely to be required to pay royalty payments should we decide to retain the Orange brand. The amount of the royalties may be significant.” Seealso
therisk factor related to 012 Smile and its trademark under “Item 3D. Risk Factors — We face risks associated with the acquisition of 012 Smile Telecom Ltd.”.

In addition, we are afull member of the GSMA Association. In conjunction with the promotion and operation of our GSM network, we have the right to use their relevant

intellectual property, such asthe GSM trademark and logo, security algorithms, roaming agreement templates, and billing transfer information file formats. We are eligible to remain a
member of the GSMA Association for aslong aswe are licensed to provide GSM service.
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REGULATION
Overview

We operate within Israel primarily under the Communications Law (Telecommunications and Broadcasting), 1982 (the “ Telecommunications Law”), the Wireless Tel egraphy
Ordinance (New Version), 1972 (the “ Wireless Telegraphy Ordinance”), the regulations promul gated by the Ministry of Communications and our license. The Ministry of
Communicationsissues the licenses which grant the right to establish and operate mobile telephone and other telecommunication servicesin Israel, and sets the terms by which such
services are provided. The regulatory framework under which we operate consists also of the Planning and Building Law, 1965, the Consumer Protection Law, 1981, and the Non-
lonizing Radiation Law, 2006. Additional areas of Israeli law may be relevant to our operations, including antitrust law, specifically the Restrictive Trade Practices Law, 1988, the Class
Actions Law, 2006, and administrative law.

Telecommunications Law

The principal law governing telecommunicationsin Israel isthe Telecommunications Law and related regulations. The Telecommunications Law prohibits any person, other than
the State of Israel, from providing public telecommunications services without alicense issued by the Ministry of Communications.

General licenses, which relate to telecommunications activities over a public network or for the granting of nationwide services or international telecommunications services, have
been awarded to Bezeq, and to HOT, to the four cellular telephone operators and to the international operators. In addition, the Ministry of Communications has recently granted
MVNO licenses to anumber of companies and is expected to grant additional MV NO licenses.

The Ministry of Communications has the authority to amend the terms of any license. The grounds to be considered in connection with such an amendment are government
telecommunications policy, public interest, the suitability of the licensee to perform the relevant services, the promotion of competition in the telecommunications market, the level of
service and changes in technology. The Ministry of Communications may also make the award of certain benefits, such as new spectrum, conditional upon the licensee’s consent to a
license amendment. The Ministry of Communications also has the authority to revoke, limit or suspend alicense at the request of the licensee or when the licenseeisin breach of a
fundamental condition of the license, when the licensee is not granting services under the license or is not granting services at the appropriate grade of service or when the licensee has
been declared bankrupt or an order of liquidation has been issued with respect to the licensee. Public interest may also be grounds for the rescission or suspension of alicense.

The Ministry of Communications, with the consent of the Ministry of Finance, may also promulgate regulations to determine interconnect tariffs, or formulae for calculating such
tariffs. Moreover, the Ministry of Communications may, if interconnecting partiesfail to agree on tariffs, or if regulations have not been promulgated, set the interconnect tariff based on
cost plus areasonable profit, or based on each of the interconnecting networks bearing its own costs.

The Telecommunications Law also includes certain provisions which may be applied by the Ministry of Communications to general licensees, including rights of way which may be
accorded to general licensees to facilitate the building of telecommunications networks or systems and a partial immunity against civil liability which may be granted to ageneral
licensee, exempting the licensee, inter alia, from tort liability with the exception of direct damage caused by the suspension of a telecommunications service and damage stemming from
intentional or grossly negligent acts or omissions of the licensee. The Ministry of Communications has applied the partial immunity provisionsto us, including immunity in the event
that we cause amistake or change in atelecommunication message, unless resulting from our intentional act or gross negligence. The Ministry of Communicationsinitiated areview to
re-eval uate the scope of the immunity provisions.

The Ministry of Communicationsis authorized to impose significant monetary sanctions on alicense holder that breaches a provision of itslicense, which breach causes, or may
cause, significant harm to the public or to competition.

Frequency Fees. Under the Telegraph Regulations, the Company is committed to pay an annual fixed fee for each frequency used. The Company paid a total amount of
approximately NIS 55 million, NIS 55 million, and NIS 59 million, for the years 2008, 2009 and 2010 respectively. In addition, during 2010, the company paid an amount of approximately 30
million in respect of previous years. See also note 18 (d) to our consolidated financial statements.

Royalties. Pursuant to the Telecommunication (Royalties) Regulations, 2001, we must pay royalties to the State of Israel every quarter based on our chargeable revenues, as
defined in the regulation, from mobile tel ephone services (including, among other, airtime, monthly subscription fees, roaming services and non-recurring), on acumulative basis,
excluding value-added tax. Revenues for purposes of royalty calculation also exclude revenues transferred to other telecommunications license holders, bad debts, payments for
roaming services to foreign mobile telephone operators and certain other revenues. The regulation provided arate of 4% in 2003 and arate of 3.5% in 2004 and 2005. In November 2004,
the Ministry of Communications announced that from January 2006 the rate of royalties paymentswill be reduced annually by 0.5% to alevel of 1%. For 2006 the rate was 3%, for 2007
therate was 2.5%, for 2008 the rate was 2%, for 2009 the rate was 1.5% and for 2010 it was 1%. In January 2011, the regulations were amended so that the royalty rate shall be increased
t0 1.75% in 2011 and 2.5% in 2012. The amendment will be effective until the Director of the Ministry of Communications shall publish aformal notice that one of the following has
occurred: (1) acellular operator has begun to provide national roaming service; (2) an MVNO has begun to operate and the total market share of all MVNOsiis at least 5%. If one of the
above occurs, the royalty rate will revert back to 1%.This amendment does not apply to international operators, special fixed line operators and MV NOs.
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Fair Competition and Antitrust Law

Provisions prohibiting Partner from engaging in anti-competitive practices can be found in our license and in the licenses of the other telecommunications operators, in the various
telecommunications regulations and in the Restrictive Trade Practices Law. Our license emphasizes the principle of granting users equal access to the systems of each of the operators
upon equitable terms. The Telecommunications Law also provides certain protection against disruption of telecommunications services.

The Restrictive Trade Practices Law isthe principal statute concerning restrictive practices, mergers and monopolies. Thislaw prohibits amonopoly from abusing its market
position in amanner that might reduce competition in the market or negatively affect the public. The law empowers the Commissioner of Restrictive Trade Practicesto instruct a
monopoly abusing its market power to perform certain acts or to refrain from certain actsin order to prevent the abuse. Bezeq has been declared amonopoly in certain markets, aruling it
failed to challenge successfully. For more information see “Item 3D. Risk Factors— We operate in ahighly regulated telecommunications market which limits our flexibility in managing
our business and may materially and adversely affect our business and results of operations”.

The Israeli Commissioner of Restrictive Trade Practices expressed hisview in the past, that the cellular telephoneindustry in Israel operates as an oligopoly and that the Israeli
government should intervene to regulate prices. Such afinding could result in increased regul atory intervention (including with regard to tariffs and tariff practices), the application of
certain limitations on our conduct and increased litigation. See “Item 3D. Risk Factors- Possible changesin the law could result in increased anti-trust regul ation on the mobile telephone
industry in Israel, which could have a material adverse effect on our revenues and financial results".

Regulatory Developments

Seealso “ Item 3D. Risk Factors -- Risks Relating to the Regulation of Our Industry” for a discussion of how recent regulatory developments create risks for our financial condition,
business and results of operations.

Reduction Of Interconnect Tariffsto Be Paid to Cellular Operators
Since September 2010, the interconnect tariffs payable to Israeli cellular operators by other Israeli telecommunications operators have been as follows:

e the maximum interconnect tariff payable by a telecommunications operator to a cellular operator for the completion of a call in its cellular network will be reduced from the
current tariff of NIS 0.251 per minute to NIS 0.0687 per minute effective January 1, 2011; to NIS 0.0634 per minute effective January 1, 2012; to 0.0591 per minute effective
January 1, 2013; and to NIS 0.0555 per minute effective January 1, 2014; and

e the maximum interconnect tariff payable by a telecommunications operator to a cellular operator for sending an SMS message to its cellular network will be reduced from the
current tariff of NIS 0.0285 to NIS 0.0016 effective January 1, 2011; to NIS 0.0015 effective January 1, 2012; to NIS 0.0014 effective January 1, 2013; and to NIS 0.0013 effective
January 1, 2014.

Thetariffs do not include VAT and will be updated annually on January 1 of each year starting January 1, 2011 as follows: the tariffs will be linked to the Israeli Consumer Price
Index ("CPI"), using the average annual CPI for the year 2009 (as defined by the Israeli Central Bureau of Statistics) asthe basic CPI. The tariffswill be adjusted in accordance with
theroyalty rate paid by cellular operators as set in the relevant regulations. The monthly direct adverse affect of the reduction, without taking into consideration any mitigating
steps and the possible significant indirect adverse affects, is estimated at approximately NIS 30-40 million on the Company's EBITDA and approximately NIS 20-30 million on the
Company's net income.

On November 14, 2010, the Company filed a petition with the Supreme Court of Justice claiming that the Ministry of Communications 's decision to reduce interconnect tariffsis
mistaken and unlawful and a hearing was set for June 2011. The Company has petitioned the Court to rescind the Ministry's decision and regulations or alternatively to amend themin
such amanner so that the cost shall not be less than the actual cost. The Company cannot predict the ultimate outcome of the petition. See "Item 3D-Risk Factors- Our business and
operating results have been adversely affected by reductionsin call and SMSinterconnect tariffsimposed by the Ministry of Communications, and may be further materially adversely
affected by future regulatory developmentsin these areas".
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Consumer License Amendments

After conducting a hearing process, in December 2010 the Ministry of Communications amended the conditions of the licenses of all the cellular telecommunication companiesin
Israel to include consumer amendments. The amendments include, among other matters, arequirement to include a summary of the main terms of the commitment agreement on the front
page of the agreement, a prohibition to charge subscribers for servicesthat they did not expressly sign up for and the provision of information in the monthly bill of business
subscribers regarding the commitment period and exit fees that will need to be paid if the business subscriber terminates the agreement.

As part of an amendment to the Telecommunications Law, effective February 2011, subscribers with commitment agreements for no more than 100 telephone lines that terminate a
commitment agreement during the commitment period may not be charged a penalty that exceeds 8% of the subscribers' average monthly bill for operator's services until termination,
multiplied by the balance of the remaining number of monthsin the commitment period. In addition, such subscribers may not be denied benefits to which they would have been entitled
had they not terminated the commitment agreement. For commitment agreements signed prior to February 1, 2011, these new provisions will apply to customers with no more than 50
telephone lines. In addition, the cellular operators will be prohibited from demanding immediate full payment of the remaining installments for the handsets upon the customers' breach
of the commitment period, and the subscribers will be allowed to continue to pay out the installments in accordance with the dates and amounts they would have paid had they not
terminated the agreement. We expect that these restrictions on subscriber exit fees are expected to increase the churn rate of post-paid subscribers.

As part of an amendment to the Telecommunications Law, effective January 2011 cellular companies are prohibited from selling locked handsets for use only with the company’s
sim card and must agree to unlock all handsets they have sold in the past, free of charge. It was further resolved, that this provision will not apply to a subscriber or group of
subscribers that requested from the cellular operator in a specific and detailed request that this provision not apply to them.

Securities Administrative Enforcement

An amendment to the I sraeli Securities laws, which cameinto force in January 2011, established administrative enforcement measures for handling certain violations of certain
securities and securities-related laws supervised by the Israeli Securities Authority, or ISA. Thisamendment allows the I SA to impose various civil enforcement measures, including
financial sanctions, payment to the harmed party, prohibition of the violator from serving as an executive officer for acertain period of time, annulment or suspension of licenses,
approvals and permits granted under such laws and agreed settlement mechanism as alternative for acriminal or administrative proceeding. In case of aviolation by acorporation, the
amendment provides for additional responsibility of the chief executive officer in some cases, unless certain conditions have been met, including the existence of proceduresfor the
prevention of the violation. The Company is prohibited from paying or indemnifying directors or senior officersfor financia sanctionsimposed on them in accordance with this
amendment. The Company is studying the amendment and isin the process of examining its procedures for the prevention of such violations.

International call rates

The Ministry of Communications has also concluded after conducting a hearing process that effective July 31, 2010, cellular customers, like fixed-line customers, will be charged
international call rates that will be determined by the international operators, and the international operators shall pass onto the cellular operators the charges for interconnect to the
cellular networks that will be determined in the regulations. Customers will no longer be charged for airtime by the cellular operators. The Ministry of Communications' decision with
respect to the reduction of interconnect tariff for cellular operators described above may have, inter alia, a further adverse affect on the Company's revenues from calls made by our
customers while dialing abroad.

Bezeq

After conducting a hearing process, the licenses of Bezeq and its subsidiaries were amended in May 2010, to allow them to offer integrated packages of services to the private
sector under certain conditions and restrictions. In general, the integrated service packages that Bezeq and its subsidiaries can offer will not be able to demonstrate a discount on the
service prices so that subscribers will be able to acquire each service or package of services included in the integrated package separately under identical terms to the package terms.
This allows Bezeq to offer customers a full range of bundled telecommunication services in one transaction, including landline services, cellular services, international call services,
broadband access, broadband internet services and multi channel television services, an offer that the Company cannot compete with, including the ability to offer its subscribers
competitive multi channel television similar to the services offered by Y ES satellite services. Such an offer may be attractive to existing subscribers and to potential subscribers of the
Company in amanner that would decrease the recruitment of new subscribers for new products of the Company or increase the churn of existing subscribers.
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Long Distance Services

In February 2011, the regulations prohibiting cellular operators from providing international services and prohibiting a cellular operator from having significant influence over an
international landline (ILD) operator were amended to allow cellular operators to provide long distance services or have significant influence over an ILD operator upon the earlier of the
following: December 31, 2012, or publication of a notification by the Director General of the Ministry of Communications with respect to one of the following (1) an MVNO has begun to
operate; (2) an international operator can begin to operate asan MVNO. In addition, the Ministry of Communications may allow acellular operator to have significant influence over an
ILD before these conditions are met, provided that "structural separation” is maintained between the long distance operations and the cellular operator's business.

Network Neutrality

In July 2009, the Ministry of Communications published an instruction to cellular operators and ISPsin Israel to maintain "network neutrality” by avoiding any limitation on
applications or protocol usage on the Internet or any other action which might be considered discriminatory against content providers or which might harm consumers. As part of an
amendment to the Telecommunications Law, new provisions regarding this matter became effective as of January 2011.

The Ministry of Communicationsis also conducting hearings and examinations on various matters related to our business, such as:

. The Ministry of Communicationsis evaluating the cost of roaming and may introduce new regulations that would limit fees charged by Israeli cellular companies for calls made
by the customers of foreign network operators while they arein Israel and using our network, aswell for calls made by our own customers using their handsets abroad. The
Ministry of Communications has requested additional and more specific international roaming data from the cellular companies. Because we consider roaming chargesto be a
significant source of revenue, such regulatory limits could adversely affect our revenues.

. The Ministry of Communications and the Council for Cable TV and Satellite Broadcasting have published a public hearing in order to determine whether thereis aneed to
regulate the provision of video services over the internet which might compete with multiple channel television services.

. On August 31, 2009, the Ministry of Communications announced that it would conduct a public hearing process regarding the regulation of broad band access services over
cellular networks. Currently, a customer who obtains broad band access services over a cellular network must purchase both the broad band infrastructure and the | SP
services from the cellular operator (which hasitself entered into an agreement with an | SP provider), whereas a customer who obtains broad band access services over afixed
line network can purchase the broad band infrastructure and the | SP services from different vendors. The Ministry of Communications is examining the current method by
which broad band access services based on cellular networks are provided to customers and has asked for public comments with regard to the current framework, aswell as
regarding possible alternative regulatory frameworks. Asaresult of this hearing, new regulations regarding broad band access services over cellular services could be
introduced. We cannot assure you that, if introduced, such regulations would not adversely affect our business or operating results. See"Risk Factors — Risks Relating to the
Regulation of Our Industry — We operate in a highly regulated telecommunications market which limits our flexibility in managing our business and may materially and
adversely affect our business and results of operations”.

. In March 2010, the Ministry of Communications began conducting a hearing in order to allow exclusive general licensees, mobile radio telephone licensees, and domestic land-
line licensees to supply VoB services to subscribers that are abroad, through a telephone number that will be allocated to them by the licensee. The licensees have submitted
their positions to the Ministry of Communications.

. In October 2010, the Ministry of Communications published a hearing regarding the technical arrangements for national roaming which will be reflected in an amendment to the
cellular operators' licenses. The Company submitted itsinitial response on November 25, 2010 and its second response on January 25, 2011.

. In December 2010, the Ministry of Communications published a hearing regarding the granting of VoC licenses either as part of MVNO licenses or by granting a general special
license for the provision of national fixed telecommunication services. The Company submitted its responsein January 2011.
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. The Ministry of Communicationsis conducting are-assessment of the frequency fees set forth in the law in order to support effective allocation and the utmost utilization of
the frequencies.

. In February 2011 the Ministry of Communications published a hearing regarding the increase of transparency with regards to the data speed promised by | SPsin uploading
and downloading data over the internet and by cellular operators who provide cellular internet services. In accordance with the hearing, the publication with regards to the
minimum data service speeds shall be similar to those of the maximum speeds and shall include a clear notice that in order to use the said speed, the customer must order
separately the service from hisinfrastructure provider with corresponding speed.

. In February 2011, the Ministry of Communications published a hearing regarding allowing Bezeq and its subsidiaries to offer integrated packages of servicesto the business
sector under certain conditions and restrictions.

. In March 2011, as part of the consumer license amendments to the licenses of all the cellular telecommunication companies, the Ministry of Communications published a
hearing regarding subscribers' requests for services by enrollment in either the cellular operators' website or the content providers' websites and the required documentation
for the said enrollment.

On July 15, 2010 the following governmental resolutions were passed:

. The Ministry of Communications shall examine the possibility of shortening the commitment period for subscribers so that they do not exceed 12 months. The Ministry of
Communications is expected to publish a hearing on the matter during 2011.

. An inter-ministry committee headed by the director of the Ministry of Communications shall be established to submit recommendations regarding amodel for cellular
infrastructure sharing, including necessary statutory amendments and submit such recommendations for the government's approval by March 31, 2011. The Company has
submitted its position.

. An inter-ministry committee shall be established to examine the implementation of vacating frequencies for 4th generation cellular activitiesincluding frequenciesin the 2,500
Mhz-2,700 Mhz, while examining the possibility for compensation.

. In order to increase transparency in the cellular market, and facilitate the consumers' ability to choose telecommunication services, the Minister of Communications shall
conduct periodic comparisons between the service prices of the cellular operators and bring this to the public's attention on the ministry's website. The ministry should publish
on itswebsite at the beginning of each year areport regarding the service levels and prices provided to cellular subscribersincluding changesin price levels, consumer
complaint details that were received by the ministry regarding the activity of a cellular operator and details of breaches and monetary sanctions imposed by the ministry on
cellular operators.

Public Committee for the Examination of the Tariffs for Different Segments In the Wholesal e Fixed-Line Market and Bezeq's Tariffs and its Tariff Sructure

In March 2011 a public committee was appointed by the Ministry of Communications to examine increasing the potential competition in the communications market, and upgrading
the broadband infrastructurein Israel by means of: (1) regulating all activity of license holders on the infrastructure of general internal operator license holders; (2) simplifying and
increasing the certainty of regulation in the area of fixed communications, while adapting it to the technological progress and changesin the market; (3) institutionalizing a uniform
regulation, as much as possible, towards the different operators; (4) lowering the entry barriersin all market levels for new factors, which are not owners of universal infrastructure and
(5) increasing the consumer transparency.

The committee published its interim recommendations on March 3, 2011, and proposed, among other measures, the following recommendations: (1) the obligation of structural
separation in the fixed communications area, aswell asin other areas of the industry, be revoked. Thiswould not apply to the multi-channel television, which would be revoked only
after television activity using theinternet infrastructure will be allowed; (2) the supervision over Bezeq's wholesal e tariffs will be determined based on the system of a maximum tariff,
and not the system of a constant tariff, in accordance with the provisions of paragraph 15a of the Communications Law. Thiswould be executed immediately, independent of any other
issue stated in this document. The ministerswill be updated on aregular basis regarding the development of competition in the market, and will receive afocused report every six
months, in order to allow intervention in case of adeclinein the rate of the competition. The committee is considering the formulation of agradual settlement, which is subject to clear,
quantifiable and transparent milestones, for the deregulation of tariffs, by means of defining tariffs by regulations, and transitioning to tariff supervision by virtue of paragraph 17 of the
Communications Law; (3) holders of general fixed linelicenses will provide services and allow the use of the infrastructure required to facilitate the activity of other license holdersin
providing services to end-customers.
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Broadband access service will be provided immediately (for example through xDSL or the cable network access service) in amanner that will enable operation and control by the
service provider who can manage the service, and is not the owner of the infrastructure. The infrastructure provider will be required to provide all that is needed apart from the line itself,
in order to allow the transparency required for the control and management of the service.

Integrated Tender Committee For UMTS Frequency Allocation For An Additional Cellular Operator and National Roaming

Further to atender committee that was appointed by the Ministry of Communicationsin May 2010 to allocate UM TS frequency to additional cellular operators, in September 2010,
the Ministry of Communications published aUMTS frequencies allocation tender offer in the 21200 Mhz spectrum for two additional cellular operators. Offers were submitted by four
candidates. Participation in the Tender was allowed only for new operators and MIRS. Other existing cellular operators were not allowed to participate. The winnerswill be awarded a
general license for the provision of cellular services (in the case of MIRS, its current license will be amended). The Tender does not set a compl etion date for the tender process. In order
to reduce entry barriers while penetrating the cellular service market, the winners shall be awarded various benefits and leniencies, such aslow minimum license fee and areduction
mechanism of the license fee offered to the winner (to the minimum fee set) based on the market share gained by the winner in the private sector over 5 years after being awarded the
license.

In accordance with an amendment to the Telecommunications Law, new provisions became effective January 2011 requiring existing cellular operators, to allow the new operator
use of the public telecommunication networks of the existing cellular operators when the new operator begins providing cellular service not through roaming, to an areawith at least
10% of the population and in accordance with the conditions set forth in the amendment. These roaming services will allow the new licensee to provide its subscribers with services
asoinareasinwhich it does not yet haveits own infrastructure. The existing cellular operators must allow national roaming for a period of 7 years that can be extended by an additional
3years by the Ministers of Communications and Finance. The amendment also requires that the new licensee provide cellular services not through roaming servicesto an areathat is at
least 40% populated within 4 years of the grant of the license. Regul ations regarding the amount of roaming charges to be paid will be set by the Ministers of Communications and
Finance by February 1, 2012.

Thisregulatory initiative may increase the likelihood of additional new competitorsin the mobile telephone market in Isragl. Our capacity islimited, and if we will be required to
share our sites and infrastructure with other operators, as aresult of the Ministry of Communications' decision of this hearing, the services to our subscribers may be harmed or we may
be required to invest additional capital in order to enable additional use of our network. If wefail to agree with new operators that are given access to our network regarding the tariffs
and additional conditionsfor the usage of our infrastructure, the Ministry of Communications may impose tariffs aswell as the terms and conditions of such usage. If the Ministry of
Communications sets those tariffs too low, this may adversely affect our financial condition.

In absence of an agreement between the new cellular operator and any of the existing cellular operators regarding the tariff for the national roaming, thistariff shall be set at the
same rate as the Interconnect Tariff that will bein effect at that time, until the final determination by the Minister of Communications, due no later than February 1, 2012. If thefinal tariff
determined by the Minister of Communications will be higher or lower than the Interconnect Tariff, the new cellular operator will either pay the difference to the existing cellular
operators or be reimbursed for the difference.

Accessibility for Disabled Persons

The Company has been notified that the Labour, Welfare and Health Committee of the Israeli Parliament is conducting proceedings regarding the enactment of accessibility
regulations based on the Equality Law for Disabled Persons. Such regulations will addressissues including physical accessibility to our customer service centers aswell asto
information such as forms, pamphlets and telephone customer services. We believe that the costs required to comply with such regulations may be significant. The regulations under
discussion allow relief to disabled persons against non-compliant companies of NIS 50,000 without having to prove damages and may provide grounds for class actions.
Our Mobile Telephone License

On April 7, 1998, the Ministry of Communications granted to us ageneral license to establish and operate a mobile telephone network in Israel. The Ministry of Communications

amended our license in February 2002 to include the provision of 3G services by us and extended our mobile tel ephone license through 2022.
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Under the terms of the amended license, we have provided a $10 million guarantee to the State of Israel to secure the Company’s adherence to the terms of the license.
On March 9, 2005, our license was further amended. The principal elements of thisamendment are as follows:

. Our founding shareholders and their approved substitutes must hold, in the aggregate, at least 26% of each of our means of control. Furthermore, the maintenance of at |east
26% of our means of control by our founding shareholders and their approved substitutes allows Partner to be protected from alicense breach that would result from atransfer
of shares for which the authorization of the Ministry of Communications was required, but not obtained.

. Israeli entities from among our founding shareholders and their approved substitutes must hold at least 5% of our issued and outstanding share capital and of each of our
means of control. “Israeli entities” are defined asindividuals who are citizens and residents of Israel and entities formed in Israel and controlled, directly or indirectly, by
individuals who are citizens and residents of Israel, provided that indirect control is only through entities formed in I srael, unless otherwise approved by the Israeli Prime
Minister or Minister of Communications.

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

. Matters relating to national security shall be dealt with only by aBoard of Directors committee that has been formed for that purpose. The committee includes at |east 4
members, of which at least one is an external director. Only directors with the required clearance and those deemed appropriate by Israel’s General Security Service may be
members of this committee. Resolutions approved by this committee shall be deemed adopted by the Board of Directors.

. The Ministry of Communications shall be entitled to appoint an observer to the Board of Directors and its committees, subject to certain qualifications and confidentiality
undertakings.

In March 2007, our license was further amended. Among the changes was a requirement not to provide access to services, whether from Partner or a content supplier, if the
subscriber has not specifically requested access to such service and for which there is asignificant charge to the subscriber. We must also inform subscribers that they have the ability
to block access to such services.

Term. Our license authorizes us on a non-exclusive basis to establish and operate a mobile telephone network in Israel. A mobile telephone network is awirel ess telephone network
through which mobile telephone service is provided to the public. Our license allocates to us specified frequencies and telephone numbers. Our license was originally valid for a period
of ten years (until April 2008), but has been extended until 2022.

The license may be extended for an additional six-year period upon our request to the Ministry of Communications, and a confirmation from the Ministry of Communications that
we have met the following performance requirements:

. observing the provisions of the Telecommunications Law, the Wireless Telegraphy Ordinance, the regulations and the provisions of our license;

. acting to continuously improve our mobile telephone services, their scope, availability, quality and technology, and that there has been no act or omission by us harming or
limiting competition in the mobile telephone sector;

. having the ability to continue to provide mobile tel ephone services of a high standard and to implement the required investments in the technological updating of our system
in order to improve the scope of such services, aswell astheir availability and quality; and

. using the spectrum allocated to us efficiently, compared to alternative applications.

At the end of this additional six-year period, we may request renewal of our license for successive six-year periods thereafter, subject to regulatory approval.

Contracting with Customers. Pursuant to our license, our standard agreement with customers must receive the Ministry of Communications’ approval. We have submitted our
standard agreement to the Ministry of Communications for approval pursuant to our license. To date, we have not received any comments from the Ministry of Communications
regarding this agreement.

Tariffs. Our license requires us to submit to the Ministry of Communications our tariffs (and any changesin our tariffs) before they enter into effect. Our license allows usto set and

change our tariffs for outgoing calls and any other service without approval of the Ministry of Communications. However, the Ministry of Communications may intervenein our tariffsif
it finds that our tariffs unreasonably harm consumers or competition.
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Payments. Our license specifies the payments we may charge our subscribers. These include one-time installation fees, fixed monthly payments, airtime fees, payments for the use
of other telecommunication systems, payments for handset maintenance and payments for additional services. In some of our tariff plans we have chosen to charge only for airtime and
use of services. See “Item 4B. Information on the Company—Business Overview—Services and Products-Tariff Plans.”

Interconnection. Like the licenses of Pelephone, Cellcom and MIRS, our license requires that we interconnect our mobile telephone network to other telecommunications networks
operating in Israel, including that of Bezeq and other domestic land-line operators, the other mobile telephone operators and the international operators.

Conversely, we must allow other network operators to interconnect to our network. See “Item 4B. Information on the Company—Business Overview—I nterconnection.”

Service Approval. The Ministry of Communications has the authority to require us to submit for approval details of any of our services (including details concerning tariffs). In
addition, we are required to inform the Ministry of Communications prior to the activation of any service on aspecified list of services.

Access to Infrastructure. The Ministry of Communications has the power to require us, like the other telephone operatorsin Israel, to offer access to our network infrastructure to
other operators. We may also be required to permit other operators to provide value-added services using our network.

Universal Service. We are required to provide any third generation service with the same coverage as our existing network within 24 months from the commercial launch of each
such service.

Territory of License. Our license authorizes us to provide mobile telephone services within the State of Israel aswell as offer roaming services outside the State of Israel. In May
2000, we were also granted alicense from the Israeli Civil Administration, to provide mobile servicesto the Israeli populated areas in the West Bank. The licenseis effective until April 7,
2013. The provisions of the general license described above, including asto its extension, generally apply to this license, subject to certain modifications. We believe that we will be
ableto receive an extension to thislicense upon request.

License Conditions. Our license imposes many conditions on our conduct. We must at all times be a company registered in Israel. Our license may not be transferred, mortgaged or
attached without the prior approval of the Ministry of Communications. We may not sell, |ease or mortgage any of the assets which serve for the implementation of our license without
the prior approval of the Ministry of Communications, other than in favor of abanking corporation which islegally activein Israel, and in accordance with the conditions of our license.

Our license provides that no direct or indirect control of Partner may be acquired, at one time or through a series of transactions, and no means of control may be transferred in a
manner which resultsin atransfer of control, without the consent of the Ministry of Communications. Furthermore, no direct or indirect holding of 10% or more of any means of control
may be transferred or acquired at one time or through a series of transactions, without the consent of the Ministry of Communications. In addition, no shareholder of Partner may permit
alien to be placed on shares of Partner if the foreclosure on such lien would cause a change in the ownership of 10% or more of any of Partner’s means of control unless such
foreclosure is made subject to the consent of the Ministry of Communications. For purposes of our license, “means of control” means any of:

. voting rightsin Partner;

. the right to appoint adirector or managing director of Partner;

. the right to participate in Partner’s profits; or

. theright to sharein Partner’s remaining assets after payment of debts when Partner iswound up.

Each of our ordinary shares and ADSsis considered a means of control in Partner.
In addition, Partner, any entity in which Partner is an Interested Party, as defined below, an Office Holder, as defined below, in Partner or an Interested Party in Partner or an Office

Holder in an Interested Party in Partner may not be a party to any agreement, arrangement or understanding which may reduce or harm competition in the area of mobile telephone
services or any other telecommunications services.
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In connection with our initial public offering, our license was amended to provide that our entering into an underwriting agreement for the offering and sale of shares to the public,
listing the shares for trading, and depositing shares with the depositary or custodian will not be considered atransfer of any means of control, as defined below. Pursuant to the
amendment, if the ADSs (or other “traded means of control,” that is, means of control which have been listed for trade or offered through a prospectus and are held by the public) are
transferred or acquired in breach of the restrictionsimposed by the license with respect to transfer or acquisition of 10% or more of any means of control, we must notify the Ministry of
Communications and request the Ministry’s consent within 21 days of learning of the breach. In addition, should a shareholder, other than afounding shareholder, breach these
ownership restrictions, or provisions regarding acquisition of control or cross-ownership or cross-control with other mobile telephone operators or shareholdings or agreements which
may reduce or harm competition, its shareholdings will be marked as exceptional shares and will be converted into dormant shares, aslong as the Ministry’s consent is required but not
obtained, with no rights other than the right to receive dividends and other distributions to shareholders, and to participate in rights offerings.

The dormant shares must be registered as dormant sharesin our share registry. Any shareholder seeking to vote at a general meeting of our shareholders must notify us prior to the
vote, or, if the vote is by deed of vote, must so indicate on the deed of vote, whether or not the shareholder’s holdingsin Partner or the shareholder’s vote requires the consent of the
Ministry of Communications due to the restrictions on transfer or acquisition of means of control, or provisions regarding cross-ownership or cross-control with other mobile telephone
operators or shareholders. If the shareholder does not provide such certification, hisinstructions shall beinvalid and his vote not counted.

The existence of shareholdings which breach the restrictions of our licensein amanner which could cause them to be converted into dormant shares and may otherwise provide
grounds for the revocation of our license will not servein and of themselves as the basis for the revocation of our license so long as:

. the founding shareholders or their approved substitutes of Partner continue to hold in the aggregate at |east 26% of the means of control of Partner;

. our Articles of Association include the provisions described in this paragraph;

. we act in accordance with such provisions;

. our Articles of Association provide that an ordinary majority of the voting power at the general meeting of Partner is entitled to appoint all the directors of Partner other than

external directors.
The amendment of our license providing for the dormant share mechanism does not apply to our founding shareholders.

The provisions contained in the amendment to our license are also contained in our Articles of Association. In addition, our Articles of Association contain similar provisionsin
the event the holdings of shares by a shareholder breaches ownership limits contained in our license.

Revoking, limiting or altering our license. Our license contains several qualificationsthat we are required to meet. These conditions are designed primarily to ensure that we
maintain at |east a specified minimum connection to Israel. Other eligibility requirements address potential conflicts of interest and cross-ownership with other Israeli
telecommunications operators. The major eligibility requirements are set forth below. A failure to meet these eligibility requirements may lead the Ministry of Communicationsto revoke,
limit or alter our license, after we have been given an opportunity and have failed to remedy it.

. Founding shareholders or their approved substitutes must hold at |east 26% of the means of control of Partner.

. Israeli entities from among our founding shareholders and their approved substitutes must hold at least 5% of our issued share capital and of each of our means of control.
. The majority of our directors, and our general manager, must be citizens and residents of Israel.

. Neither the general manager of Partner nor adirector of Partner may continue to servein officeif he has been convicted of certain legal offenses.

. No trust fund, insurance company, investment company or pension fund that is an Interested Party in Partner may: (a) hold, either directly or indirectly, more than 5% of any

means of control in acompeting mobile radio telephone operator without having obtained a permit to do so from the Ministry of Communications, or (b) hold, either directly or
indirectly, more than 5% of any means of control in a competing mobile radio telephone operator in accordance with a permit from the Ministry, and in addition have a
representative or appointee who is an Office Holder in a competing mobile radio telephone operator, unless it has been legally required to do so, or (c) hold, either directly or
indirectly, more than 10% of any means of control in a competing mobile radio telephone operator, even if it received a permit to hold up to 10% of such means of control.
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No trust fund, insurance company, investment company or a pension fund that is an I nterested Party in acompeting mobile radio telephone operator may: (a) hold, either
directly or indirectly, more than 5% of any means of control in Partner, without having obtained a permit to do so from the Ministry of Communications; or (b) hold, directly or
indirectly, more than 5% of any means of control in Partner in accordance with a permit from the Ministry of Communications, and in addition have arepresentative or
appointee who is an Office Holder in Partner, unlessit has been legally required to do so; or (c) hold, either directly or indirectly, more than 10% of any means of control in
Partner, even if it received a permit to hold up to 10% of such means of control.

Partner, an Office Holder or Interested Party in Partner, or an Office Holder in an Interested Party in Partner does not control a competing mobile radio telephone operator, is not
controlled by acompeting mobile radio telephone operator, by an Office Holder or an Interested Party in acompeting mobile radio telephone operator, by an Office Holder in an
Interested Party in a competing mobile radio telephone operator, or by a person or corporation that controls a competing mobile radio telephone operator.

Our license may also be revoked, limited or altered by the Ministry of Communicationsif we have failed to uphold our obligations under the Telecommunications Law, the Wireless
Telegraphy Ordinance or the regulations, or have committed a substantial breach of the license conditions. Examples of the principal undertakingsidentified in our licensein this
connection are:

Wehaveillegally ceased, limited or delayed any one of our services;
Any means of control in Partner or control of Partner has been transferred in contravention of our license;

Wefail toinvest the required amountsin the establishment and operation of the mobile radio telephone system in accordance with our undertakings to the Ministry of
Communications;

We have harmed or limited competition in the area of mobile radio telephone services;

A receiver or temporary liquidator is appointed for us, an order isissued for our winding up or we have decided to voluntarily wind up; or

Partner, an Office Holder in Partner or an Interested Party in Partner or an Office Holder in an Interested Party of Partner is an Interested Party in acompeting mobile radio
telephone operator or is an Office Holder in a competing mobile radio tel ephone operator or in an interested party in acompeting mobile radio telephone operator without first

obtaining a permit from the Ministry of Communications to do so or has not fulfilled one of the conditionsincluded in such permit. See “Item 4B. Information on the Company—
Business Overview—Regulation—Our Permit Regarding Cross Ownership.”

In addition, our amended license, like the licenses of our competitors, provides that if we participate in afuture tender for amobile telecommunications license, we may be required
by the terms of anew tender, if we win such tender, to transfer our network to another operator according to terms which the Ministry of Communications may decide upon and to cease
providing mobile telephony services.

Changein license conditions. Under our license, the Ministry of Communications may change, add to, or remove conditions of our license if certain conditions exist, including:

A change has occurred in the suitability of Partner to implement the actions and services that are the subject of our license.

A changein our licenseisrequired in order to ensure effective and fair competition in the telecommunications sector.

A changein our licenseisrequired in order to ensure the standards of availability and grade of service required of Partner.

A change in telecommunications technol ogy justifies amodification of our license.

A change in the electromagnetic spectrum needsjustifies, in the opinion of the Ministry of Communications, changesin our license.
Considerations of public interest justify modifying our license.

A change in government policy in the telecommunications sector justifies a modification of our license.

A changein our licenseisrequired due to its breach by Partner.

During an emergency period, control of Partner’s mobile radio telephone system may be assumed by any lawfully authorized person for the security of the State of Israel to ensure
the provisions of necessary service to the public, and some of the spectrum granted to us may be withdrawn. In addition, our license requires us to supply certain servicesto the | sraeli
defense and security forces. Furthermore, certain of our senior officers are required to obtain security clearance from Israeli authorities.
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For the purposes of this discussion, the following definitions apply:
. “Office Holder” means a director, manager, company secretary or any other senior officer that is directly subordinate to the general manager.

. “Control” meansthe ability to, directly or indirectly, direct the activity of acorporation, either alone or jointly with others, whether derived from the governing documents of
the corporation, from an agreement, oral or written, from holding any of the means of control in the corporation or in another corporation, or which derives from any other
source, and excluding the ability derived solely from holding the office of director or any other office in the corporation. Any person controlling a subsidiary or a corporation
held directly by him will be deemed to control any corporation controlled by such subsidiary or by such controlled corporation. It is presumed that a person or corporation
controls acorporation if one of the following conditions exist: (1) such person holds, either directly or indirectly, fifty percent (50%) or more of any means of control in the
corporation; (2) such person holds, either directly or indirectly, a percentage of any means of control in the corporation which isthe largest part in relation to the holdings of
the other Interested Parties in the corporation; or (3) such person has the ability to prevent the taking of business decisionsin the corporation, with the exception of decisions
in the matter of issuance of means of control in acorporation or decisions in the matters of sale or liquidation of most businesses of the corporation, or fundamental changes of
these businesses.

. “Controlling Corporation” means a company that has control, as defined above, of aforeign mobile radio telephone operator.
. “Interested Party” means a person who either directly or indirectly holds 5% or more of any type of means of control, including holding as an agent.
Our Permit Regarding Cross Ownership

Our license generally prohibits cross-control or cross-ownership among competing mobile telephone operators without a permit from the Ministry of Communications. In particular,
Partner, an Office Holder or an Interested Party in Partner, aswell as an Office Holder in an Interested Party in Partner may not control or hold, directly or indirectly, 5% or more of any
means of control of acompeting mobile radio telephone operator. Our license also prohibits any competing mobile radio telephone operator or an Office Holder or an Interested Party in
acompeting mobile radio telephone operator, or an Office Holder in an Interested Party in acompeting mobile radio telephone operator or aperson or corporation that controls a
competing mobile radio telephone operator from either controlling, or being an Interested Party in us.

However, our license, as amended on April 14, 2002 also provides that the Ministry of Communications may permit an Interested Party in Partner to hold, either directly or indirectly,
5% or morein any of the means of control of acompeting mobile radio telephone operator if the Ministry of Communications is satisfied that competition will not be harmed, and on the
condition that the Interested Party isan Interested Party in Partner only by virtue of aspecial calculation described in the license and relating to attributed holdings of shareholders
deemed to bein control of acorporation.

Other Licenses

Domestic Land-line License. In January, 2007, the Ministry of Communications granted Partner Fixed Communication Solutions Limited Partnership, which isfully owned by the
Company, alicense for the provision of domestic |and-line telecommunications services. The license expiresin twenty years but may be extended by the Ministry of Communications for
successive periods of ten years provided that the licensee has complied with the terms of the license and has acted consistently for the enhancement of telecom services and their
enhancement. The licensee deposited a bank guarantee in the amount of NIS 10 million with the Ministry of Communications upon receiving the license which shall be used to secure
the licensee’s obligations under the License. The general conditions of the mobile telephone license described above, generally apply to this license, subject to certain modifications. In
addition to any 10% share transfer requiring the prior approval of the Ministry of Communications, the license additionally requires approval prior to athird party acquiring the ability to
exercise significant influence over us. In this context, holding 25% of our means of control is presumed to confer significant influence. The license was amended in February 2007 to
grant ustheright to offer Voice Over Broadband (“VoB”) services using the infrastructure of Bezeq and HOT to access customers and to provide them with land-line tel ephony service.
The License was further amended in July 2007 to incorporate the provision of transmission and data communications services that were previously provided for under atransmission
license that was granted in July 2006. In March 2009, we were also granted a domestic land-line license to provide land-line services to the I sraeli populated areas in the West Bank. The
licenseis effective until March 2019.

ISP License. In March 2001, we received a special license granted by the Ministry of Communications, allowing us through our own facilities to provide internet access to land-line
network customers. The license was renewed in April 2008 and isvalid until April 2013. We began supplying commercial ISP services beginning in January 2009. We were also granted a
special license to provide | SP services to the Israeli populated areas in the West Bank.

NTP License. In February 2007 we received a special license granted by the Ministry of Communications allowing us to provide certain telecom services, including providing and

installing equipment and cabling, representing the subscriber with local fixed operators, and establishing and operating control facilities within a subscriber’s premises. Thelicenseis
valid until February 2012.
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Other Licenses. The Ministry of Communications has granted us a trade license pursuant to the Wireless Telegraphy Ordinance. This license regul ates issues of servicing and
trading in equipment, infrastructure and auxiliary equipment for our network. We have also been granted a number of encryption licenses that permit us to deal with means of
encryption, as provided in the af orementioned licenses, within the framework of providing mobile radio telephone services to the public.

Network Site Permits
Permits of the Ministry of Environmental Protection

On January 1, 2006, the Non-lonizing Radiation Law (5766-2006), which replaced the Pharmaci sts (Radioactive Elements and Products) Regulations, 1980 regarding matters that
pertain to radiation from cellular sites, was enacted. This law defines the various powers of the Ministry of Environmental Protection asthey relate, inter alia, to the grant of permits for
network sites and sets standards for permitted levels of non-ionizing radiation emissions and reporting procedures. Pursuant to thislaw, most of which entered into effect on January 1,
2007, arequest for an operating permit from the Ministry of Environmental Protection with respect to either new sites or existing sites would require abuilding permit for such site(s).
The Ministry of Environmental Protection has adopted the International Radiation Protection Agency’s standard as a basis for the consentsit gives for the erection and operation of
our antennas. This standard is an international standard based upon a number of years of scientific study.

If wewill continue to face difficulties in obtaining building permits from the local planning and building committee, we may fail to obtain also operation permits from the Ministry of
Environmental Protection. Operation of anetwork site without a permit from the Ministry of Environmental Protection may result in criminal and civil liability to usor to our officersand
directors.

Local Building Permits

The Planning and Building Law requires that we receive a building permit for the construction of most of our antennas. The local committee or local licensing authority in each local
authority is authorized to grant building permits, provided such permits are in accordance with National Building Plan No. 36 which came into effect on June 15, 2002. The local
committee is made up of members of the local municipal council. The local committee is authorized to delegate certain of its powers to subcommittees on which senior members of the
local authority may sit.

The local committee examines the manner in which an application for abuilding permit conforms to the plans applying to the parcel of land that is the subject of the application, and
the extent to which the applicant meets the requirements set forth in the Planning and Building Law. The local committee is authorized to employ technical, vista, and aesthetic
considerationsin its decision-making process. The local committee may grant building permits that are conditioned upon the quality of the construction of the structure, the safety of
flight over the structure, and the external appearance of the structure. Every structure located on a certain parcel of land must satisfy the requirements and definitions set forth in the
building plan applicable to such parcel.

On January 3, 2006, the National Council for Planning and Building added a new requirement for obtaining a building permit for network sites: the submission of an undertaking to
indemnify the local committee for claims relating to the depreciation of the surrounding property value as aresult of the construction or existence of the antenna.

A decision by alocal committee not to grant a building permit may be appealed to the District Appeals Committee. A person harmed by the ruling of the District Appeals Committee
may have such ruling examined judicially by means of an administrative petition to the District Court sitting as an Administrative Affairs Tribunal.

National Building Plan No. 36

National Building Plan No. 36 which cameinto effect on June 15, 2002 regul ates the growth of telecommunications infrastructurein Israel. Chapter A of National Building Plan No.
36 setsforth the licensing, view, flight safety and electromagnetic radiation requirements for the construction of mobile radio telephone infrastructure. National Building Plan No. 36 also
adopts the radiation emission standards set by the International Radiation Protection Agency which were also previously adopted by the Ministry of Environmental Protection. We
believe that we currently comply with these standards. National Building Plan No. 36 isin the process of being changed. On June 1, 2010, the National Council for Planning and
Building approved the National Building Plan No. 36/A/1 version that incorporates al of the anendmentsto National Building Plan No. 36 ("the Amended Plan").

Current proposed changes impose additional restrictions and/or requirements on the construction and operation of network sites and could, if adopted, harm our ability to

construct new network sites, make the process of obtaining building permits for the construction and operation of network sites more cumbersome and costly, and may delay the future
deployment of our network.
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Under the Non-lonizing Radiation Law, the National Council for Planning and Building was granted the power to determine the level of indemnification for reduction of property
value to be undertaken as a precondition for a cellular company to obtain a building permit for anew or existing network site. As aresult, the National Council for Planning and Building
has decided that until National Building Plan 36 is amended to reflect a different indemnification amount, cellular companies will be required to undertake to indemnify the building and
planning committee for 100% of all losses resulting from claims against the committee. Thus, at present, in order to obtain a building permit for a new or existing network site, we must
provide full indemnification for the reduction of property value.

The Amended Plan sets forth the indemnification amounts as a percentage of the value of the depreciated property claims in accordance with the manner in which the licenses were
granted as follows: If the license was granted in an expedited licensing route, which is intended for installations that are relatively small in accordance with the Amended Plan criteria,
then the cellular companies will be required to compensate the local planning committees in an amount of 100% of the value of the depreciated property claim. If the license was granted
in aregular licensing route, which isintended for larger installations in accordance with the Amended Plan criteria, then the cellular companies will be required to compensate the local
planning committees in an amount of 80% of the value of the depreciated property claim. The Amended Plan is subject to governmental approval, in accordance with the Planning and
Building Law. It is unknown when the government intends to approve the Amended Plan,

These recent developments may have amaterial adverse effect on our financial condition and results of operations, as well as plans to expand and enhance network coverage. For
more information, see “Item 3D. Risk Factors— 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 valuesthat result from the granting of permits for network sites, which may have amaterial adverse effect on our financial condition and
results of operations”.

Wireless access devices

We have set up several hundred small communications devices, called wireless access devices, pursuant to a provision in the Communications Law (Telecommunications and
Broadcasting), 1982, which we and other participantsin cellular telecommunications, believe exempts such devices from the need to obtain a building permit. Beginning in 2008,
following the filing of a claim that the exemption does not apply to cellular communications devices, the Attorney General filed an opinion regarding this matter stating that the
exemption does apply to wireless radio access devices under certain conditions and instructed the Ministry of Interior to prepare regulations setting conditions that would limit the
exemption to extraordinary circumstances. Following the instruction of the Attorney General, several inter-ministerial discussions and hearings have taken place without agreement
being reached as to whether an exemption should be permitted, or under what conditions. The approval of the regulations was brought to the Economic Committee where the
regulations were not approved. The chairman of the Economic Committee advised that he intended to meet with representatives of the relevant governmental ministriesin an effort to
seek aversion of the regulations that would be acceptable by all committee members. Following two petitions that were filed with the High Court of Justice opposing the Attorney
General’s recommendation that the exemption apply under certain conditions, on September 16, 2010, the Supreme Court issued an interim order prohibiting further construction of
wireless access devicesin cellular networksin reliance on the exemption from the requirement to obtain a building permit; On February 15, 2011, the Supreme Court narrowed the scope
of theinterim injunction so that repair or replacement of existing wireless access devicesis permitted under certain conditions. Representatives of the relevant ministries are still to meet
in an effort to establish acceptable regulations. If adefinitive court judgment holds that the exemption does not apply to cellular devicesat al or if the regulations finally approved do
not apply the exemption to wireless access devices, or only under limited conditions, this could adversely affect the Company's existing network and network build-out. Asaresult, we
may be required to remove existing devices and would not be able to install new devices on the basis of the exemption. Our network capacity and coverage would then be negatively
impacted, which could have an adverse effect on our revenue and results of operations.

Other Approvals

The construction of our antennas may be subject to the approval of the Civil Aviation Administration which isauthorized to ensure that the construction of our antennas does not
interfere with air traffic, depending on the height and location of such antennas. The approval of the Israeli Defense Forcesisrequired in order to coordinate site frequencies so that our
transmissions do not interfere with the communications of the Israel Defense Forces.

We, like other cellular telephone operatorsin 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 aclear policy of the local planning and building authorities, and in light of the practice of the other cellular tel ephone 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 received from the Ministry of Environmental Protection, the permits that are necessary for the repeaters.
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In addition, we construct and operate microwave links as part of our transmission network. The various types of microwave links receive permits from the Ministry of Environmental
Protection in respect of their radiation level. Based on an exemption in the Telecommunications Law, we believe that building permits are not required for the installation of most of these
microwave links on rooftops, but if in the future the courts or the relevant regulator determine that building permits are necessary for the installation of these sites, it could have a
negative impact on our ability to deploy additional microwave links, and could hinder the coverage, quality and capacity of our transmission network and our ability to continue to
market our land-line services effectively.

We have received approval from the Ministry of Communicationsfor selling and distributing all of the handsets and other terminal equipment we sell. The Ministry of
Environmental Protection also has authority to regul ate the sale of handsetsin Israel, and under the new Non-lonizing Radiation Law, certain types of devices, which are radiation
sources, including cellular handsets, have been exempted from requiring an approval from the Ministry of Environmental Protection so long as the radiation level emitted during the use
of such handsets does not exceed the radiation level permitted under the Non-lonizing Radiation Law. Since June 15, 2002, we have been required to provide information to purchasers
of handsets on the Specific Absorption Rate (“ SAR”) levels of the handsets as well as its compliance with certain standards pursuant to a regulation under the Consumer Protection
Law. SAR levels are ameasurement of non-ionizing radiation that is emitted by a hand-held cellular telephone at its specific rate of absorption by living tissue. While, to the best of our
knowledge, the handsets that we market comply with the applicable laws that relate to acceptable SAR levels, we rely on the SAR published by the manufacturer of these handsets and
do not perform independent inspections of the SAR levels of these handsets. As the manufacturers' approvals refer to a prototype handset and not for each and every handset, we
have no information as to the actual SAR level of each specific handset and throughout its lifecycle, including in the case of equipment repair.

Under a December 2005 amendment to this procedure, in the event that the SAR level is not measured after the repair of a handset, the repairing entity is required to notify the
customer by means of alabel affixed to the handset that the SAR may have been altered following the repair, in accordance with the provisions relating to the form of such label set
forth in the procedure. A consultant had been retained by the Ministry of Communications to formulate arecommendation regarding the appropriate manner to implement the procedure
for repairing handsets but to date the Ministry of Communications has not yet issued any guidelines and given the continued delay we are informing our customers that there may be
changesin the SAR levels.

In November 2005, a new procedure was adopted by the Ministry of Communications with regard to the importation, marketing, and approval for 2G and 2.5G handsets. Prior to the
implementation of the new procedure, suppliers of 2G and 2.5G handsetsin Israel were required to obtain an interim, non-binding approval of the handset type from the relevant cellular
telephone operators before receiving final approval from the Ministry of Communications to supply such handsetsin Israel to such operators. Under the new procedure, handsets that
have already received the internationally recognized Global Certification Forum approval prior to their importation into Israel are now exempt from the requirement of receiving an interim,
non-binding approval from the relevant cellular telephone operatorsin Israel. This could expose us to the risk that handsets not reviewed and approved by us may interfere with the
operation of our network. The new procedures described above do not apply to 3G handsets, which still require cellular telephone operators to grant an interim, non-binding approval to
the Ministry of Communications before the Ministry grantsits final approval in all circumstances.

In addition, this procedure also called for repaired handsets to comply with all applicable standards required for obtaining handset type approval, including standards relating to
the safety, electromagnetic levels, and SAR levels.

In June 2007, the Ministry of Communications granted our subsidiary, Partner Land-Line Communications Solutions LL P, the rights to use public land for the purpose of deploying
and maintaining our transmission network, subject to the approval by the relevant local planning committees of plans for the deployment of the transmission network. As aresult of
theserights, Partner Land-Line Communications Solutions LLP, is exempt from applying for a building permit under the Planning and Building Law in connection with the deployment
and maintenance of our transmission network on public land.

4C. Organizational Structure

We currently have five wholly-owned subsidiaries, Partner Future Communications 2000 Ltd., an Israeli corporation; Partner Net Ltd., an Israeli corporation; Partner Land-Line
Communications Solutions LLP, an Isragli limited partnership; Partner Business Communications Solutions, LLP, an Israeli limited partnership; and, since March 3, 2011, 012 Smile. See
"Item 4B.Information on the Company-Business Overview- Acquisition of 012 Smil€". Partner Future Communications 2000 Ltd. serves as the genera partner and the Company serves
as the limited partner of each of the limited partnerships. On October 28, 2009, we became a subsidiary of Scailex. See “Item 3D. Risk Factors — 46.05% of our shares and voting rights are
indirectly controlled by asingle shareholder”.

4D. Property, Plant and Equipment
Headquarters

We lease our headquarter facilitiesin Rosh Ha-ayin, Israel, in three sites with atotal of approximately 57,362 gross square meters (including parking lots). The leases for each site
have different lengths and specific terms, but we believe that our current office facilities are adequate for the foreseeabl e future, and that we will be able to extend the leases or obtain
alternate or additional facilities, if needed, on acceptable commercial terms. In the beginning of 2010 an amendment to the lease agreements for its headquarters facility in Rosh Halayin
was signed, according to which the lease term is until the end of 2016, and the Company has an option to shorten the lease period to the end of 2014. The rental payments are linked to
the Israeli CPI.. We also, lease six call centersin Haifa, Jerusalem, Rehovot, Ashdod, and Beer-Sheva and other small call centersin Israel. The leases for each site have different lengths
and specific terms, and we have plans to expand some of the call centersin the near future on acceptable commercial terms however we believe that our current call center facilitiesare
adequate for the foreseeabl e future, and that we will be able to extend the leases or obtain alternate or additional facilities, if needed, on acceptable commercial terms. See “Item 7B.
Related Party Transactions'.




Network

For adescription of our telecommunications network, see “1tem 4B. Business Overview — Our Network” above.

We |lease most of the sites where our mobile telecommunications network equipment is installed throughout Israel. At December 31, 2010, we had 2,612 network sites (including
micro-sites). The lease agreements relating to our network sites are generally for periods of two to three years. We have the option to extend the |ease periods up to ten years (including
the original lease period).

The erection and operation of most of these network sites requires building permits from local or regional zoning authorities, aswell as anumber of additional permits from
governmental and regulatory authorities, and we have had difficultiesin obtaining some of these permits. Difficulties obtaining required permits could continue and therefore affect our
ability to maintain cell network sites. In addition, as we grow our subscriber base and seek to improve the range and quality of our services, we need to further expand our network, and
difficultiesin obtaining required permits may delay, increase the costs or prevent us from achieving these goalsin full. See “ Item 3D. Risk Factors — Risks Relating to the Regulation of
Our Industry” and “Item 4B. Business Overview — Regulation”.

Land-lines. In addition to our cellular network, we possess, through our subsidiary Partner Landline Telecommunication Solutions, L.P., land-line transmission and data capacity.
Our land-line capacity also includes capacity which we lease from other land-line telecommunications service providers.

Service Centers and Points of Sale

L ease agreements for our retail stores and service centers are for periods of two to five years. We have the option to extend the lease agreements for different periods of up to
sixteen additional years (including the original lease period). The average size of our retail stores and service center is approximately 350 square meters. See also Note 18 (b) to our
consolidated financial statements.
ITEM 4A. UNRESOLVED STAFF COMMENTS

Not applicable.
ITEM 5. OPERATING AND FINANCIAL REVIEW AND PROSPECTS

The following operating and financial review and prospects are based upon and should be read in conjunction with our financial statements and selected financial data, which
appear elsewhere in thisreport. Y ou should also read the risk factors appearing in this annual report for adiscussion of anumber of factorsthat affect and could affect our financial
condition and results of operations.
5A. Operating Results
Overview
Adoption of IFRS

On January 1, 2009, we adopted I nternational Financial Reporting Standardsissued by the International Accounting Standards Board ("IFRS"), replacing the previous reporting

standard which was United States Generally Accepted Accounting Principals ("US GAAP"). Thus, beginning January 1, 2009, we prepare our consolidated financial data according to
IFRS. IFRSdiffersin certain respects from US GAAP.
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Thetransition date to IFRS for the Company under First Time Adoption of International Financial Reporting Standards is January 1, 2008. Comparative data of the Company's
financial statements has been restated to retrospectively reflect the adoption of IFRS.

Business Developmentsin 2010

Approximately 118,000 net active cellular subscribers joined the Company in 2010, compared with approximately 144,000 net additionsin 2009. Postpaid cellular subscribers
accounted for approximately half of the annual net new active subscribers. At the end of December 2010, the Company's active cellular subscriber base (including mobile data
subscribers) was approximately 3,160,000, including approximately 2,290,000 postpaid subscribers or 72.5% of the base, and approximately 870,000 prepaid subscribers, or 27.5% of the
base.

The Company’s 3G subscriber base, including mobile broadband subscribers, reached approximately 1,549,000, or 49% of the cellular subscriber base, by year-end 2010 compared to
approximately 1,279,000 subscribers at year-end 2009 or 42% of the subscriber base.

The annual churn rate for cellular subscribersin 2010 was 21.4%, up from 17.7% in 2009, with the majority of the increase attributable to the higher churn of pre-paid subscribers,
together with the churn of post-paid subscribers, including those with collection problems.

The 2010 year-end share of the Israeli cellular market, based on the number of subscribers, was estimated to be unchanged at 32%.

The 2010 average monthly usage per subscriber (MOU) for cellular subscribers was 366 minutes, up slightly compared with the MOU of 364 minutesin 2009. Thisincreaselargely
reflected an increase in incoming minutes per cellular user, and occurred despite the continued growth in the proportion of mobile broadband subscribersin the subscriber base, who do
not generally generate airtime use and thus put downward pressure on the average MOU.

Annual average monthly revenue per cellular subscriber (ARPU) in 2010 was NIS 148 (US$ 41.7), adecrease of approximately 2% from NIS 151 in 2009. The annual decrease reflects
theimpact of theincreasingly competitive market conditions in the cellular market, as well as the impact of mobile broadband subscribers who have lower ARPU on average than cellular
subscribers with regular handsets.

The fixed line telephony and ISP subscriber base reached approximately 115,000 by year-end 2010, compared with approximately 63,000 by year-end 2009. Consistent with trendsin
2009, the Company's fixed line telephony and | SP subscribers continue to be characterized by relatively high ARPU levels when compared with the industry average.

Capital Reduction

On February 22, 2010, the District Court approved the application submitted by the Company for adistribution in the total amount of NIS 1.4 billion (exceeding the surpluses for
distribution) to the Company's shareholders ("the capital reduction™). Following the District Court's approval, atotal amount of NIS 1.4 billion, which amounted to NI1S 9.04 per share,
was paid on March 18, 2010, to shareholders and ADS holders of record on March 7, 2010, resulting in areduction of shareholders' equity by an equal amount.

On February 22, 2010, the Company announced that the District Court had approved afinal settlement between the Company and the objecting holders of Notes Series A (the
"Settlement") and had approved the Distribution Application. According to the Settlement, in the event of areduction in the current credit rating of the Notes Series A by the credit
rating company S& P Maalot, there would be an increase in the annual linked interest rate of the Notes Series A of 1% in the year 2010, and of 0.5% in the year 2011, for each reduction
of onerating category from the current credit rating (ilAA-). Theincrease would take effect from the date of publication of the credit downgrading, and remain in effect aslong asthe
credit downgrading isvalid. Theincreasein the interest rate would terminate upon the earlier of a credit upgrade or by the end of the relevant calendar year, whichever occursfirst,
provided that the increased interest rate applies for at least three months. As of the date of approval of this Annual Report the credit rating of the Notes Series A was not changed.

Agreement for the Upgrade of Our Existing Networks and the Deployment of Fourth Generation Network in | srael
On October 25, 2010, the Company signed an agreement with LM Ericsson Israel Ltd. (“Ericsson”) for the upgrade of its existing networks and the deployment of afourth
generation network in Israel (the "Agreement"). The Agreement includes the upgrade, replacement and the expansion of certain parts of the Company's existing cellular and fixed line

networks and the maintenance of its networks, including enhancement of the Company's abilities with respect to the cellular and fixed line | SP servicesit provides. The commercial
operation of the fourth generation network by the Company is subject to the allocation of the relevant frequencies by the Ministry of Communications.
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The term of the Agreement is until December 31, 2014, whereas the replacement of the Company's switches and radio equipment is scheduled to be carried out by the end of the
year 2012.

Thetotal net amount, following all discounts and settlements, some of which are conditional, that the Company will be required to pay for the capital expenditure and maintenance
servicesis approximately $100 million (NIS 355 million). Payments will be made in quarterly installments throughout the term of the Agreement. See "Item 5F. Contractual
Obligations'. The Company allocates the net amount between capital expenditures and maintenance based on their relative fair values. The amount relating to support and maintenance
is approximately $12 million (N1S 43 million). The transaction will result in accelerated depreciation of the replaced equipment, throughout the replacement period, whereas the main
impact of the accel erated depreciation will occur during the years 2011 and 2012. The Company recorded accelerated depreciation of NIS 16 million in the fourth quarter of 2010. As of
December 31, 2010, the depreciated cost of fixed assets that the Company intends to replace is approximately NIS 114 million. The expected accelerated depreciation in 2011 is expected
to be approximately NIS 70 million.

Acquisition of 012 Smile

On March 3, 2011 the Company completed the acquisition of al of the issued and outstanding shares of 012 Smile Telecom Ltd. ("012 Smil€e"), from Merhav-Ampal Energy Ltd.
("Ampal"). 012 Smileisan Israeli private company, which provides international long distance services, internet services and local telecommunication fixed-line services (including
telephony servicesusing VOB). 012 Smile had revenues of approximately NIS 1,112 million during the 11 months starting February 1, 2010, the date on which 012 Smile's business
activities began to operate under a new company.

The purchase price for the acquisition of 012 Smileis NIS 650 million which included the acquisition of all of the outstanding shares of 012 Smile and aloan from the previous
shareholder to 012 Smile. As part of the acquisition, we also guaranteed the bank loans and other bank guarantees, which were provided to 012 Smile, in atotal amount of approximately
NIS 800 million. According to the purchase agreement, 012 Smile assigned to Ampal the right to receive payments due from athird party in an amount of approximately NIS 40 million.

The purchase assumes an enterprise value for 012 Smile of approximately NIS 1.45 billion. Thisincludes fixed assets, intangible assets of customer relations, brand name, Rights of
Use (“ROU”) of international transmission cables and goodwill. 012 Smileis currently financed principally through long term bank loans totaling approximately NIS 800 million:

e  NIS500 million in bank loans have an average duration of approximately three years and have an index-linked rate of 4.2%;
e NIS 200 million of loans have an index-linked rate of 5.1%, with aredemption date of 2017; and
e arevolving loan of 100 million shekels which charges the prime interest-rate plus three-quarters of a percent, with afinal maturity in mid-2013.

In addition, 012 Smileis financed by a shareholder loan of approximately NIS 400 million.

Partner has guaranteed the NIS 800 million of bank loans, which we intend to refinance in order to obtain improved financing terms that are more consistent with our current
borrowings.

The information regarding 012 Smile’s financial results presented above has been provided to us by 012 Smile, without independent verification by us. See “ Item 3D. Risk Factors -
- Risks Relating to Our Business Operations -- We face risks associated with the acquisition of 012 Smile Telecom Ltd.” and Note 26 to our consolidated financial statements
included herein.

Key Financial and Operating Data

The table below sets forth a summary of selected financial and operating data for the years ended December 31, 2008, 2009 and 2010 (IFRS).

Year ended December 31,

2008 2009 2010
Revenues (NISmillion) 6,302 6,079 6,674
Operating profit (NIS million) 1,826 1,701 1,860
Income before taxes (N1S million) 1,642 1,525 1,679
Net income (NIS million) 1,198 1,141 1,243
Capital expenditures (NISmillion) 589 522 435
Cash flow provided by operating activities net of investment activities (NIS million) 1,401 1,021 1,472
Subscribers (thousands) 2,898 3,042 3,160
Annual churn rate (%) 17.8% 17.7% 21.4%
Average monthly usage per subscriber (MOU) (in minutes) 365 364 366
Average monthly revenue per subscriber (ARPU) (NIS) 161 151 148
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Significant regulatory developments

In 2010, the Company benefitted from a scheduled reduction in its royalty payments set by the Telecommunications Regulations from 1.5% in 2009 to 1% in 2010. Royalty
paymentsin 2011 will be 1.75% and 2.5% of net revenuesin 2012, following an amendment to the said regulations. The amendment will be effective until the Director of the Ministry of
Communications shall publish aformal notice that one of the following has occurred: (1) A cellular operator has begun to provide national roaming service; (2) An MV NO has begun to
operate and the total market share of all MVNOsis at least 5%. If one of the above occurs, the royalty rate will revert back to 1%.This amendment does not apply to international
operators, special fixed line operators and MVNOs.

For further developments see “ Item 3D. Risk Factors-Risks Relating to the Regulation of Our Industry " and "Item 4B. Business Overview — Regulation”.

Revenues

We derive revenues from the sale of both services and equipment.

Our principal source of revenuesis from the sale of cellular network services, primarily network airtime usage fees, and is denominated primarily in shekels. In 2010, asin 2009,
approximately one half of cellular network airtime usage fees were derived from outgoing calls and tariff rate plan fees (including bundled package fees), with the remainder generated
from interconnect fees from other operators, roaming, and data and content services (including SMS). Data and content revenues excluding SM S messages accounted for 11.0% of
service revenues in 2010 compared with 9.9% of service revenuesin 2009. Thisincrease reflected a year-on-year 15.9% increase in data and content revenues excluding SM S messages.
Revenues from SM S message services accounted for 8.8% of service revenues in 2010, compared with 7.0% of service revenuesin 2009, reflecting ayear-on-year 32.1% increasein
revenues from SM S message services. Other service revenues include revenues from the sale of extended handset warranties and from our fixed-line business.

The fixed line business segment derives revenues from a number of services provided over fixed line networks including transmission services, Primary Rate Interface ("PRI") lines
for business sector customers, VoB telephony services and ISP services.

Cellular equipment revenues are derived from sales of cellular handsets, datacards, modems and related equipment, car kits and accessories.
For the fixed line business segment, equipment revenues include domestic routers, smartboxes and DECT phones, as well as related accessories.

We recogni ze revenues from network services (cellular, fixed-line and | SP) at the time we provide the service to the subscriber. We recogni ze revenues from equipment only upon
delivery and the transfer of ownership to the subscriber.

Cost of Revenues
The principal components of our cost of revenues are:
*  Paymentsto transmission, communication and content providers
*  Cost of handsets, accessories and | SP related equipment
*  Depreciation and amortization
*  Wages and employee benefits expenses plus car maintenance

*  Operating lease, rent and overhead expenses
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*  Cost of replacing or repairing damaged handsets
* Carkitinstallation, IT support, and other operating expenses
*  Network maintenance
*  Royalty expenses
+  Other
Selling and Marketing Expenses
The principal components of our selling and marketing expenses are:
*  Wages and employee benefits expenses plus car maintenance
*  Advertising and marketing
¢ Selling commissions, net
*  Depreciation
+  Other
General and Administrative Expenses
The principal components of our general and administrative expenses are:
*  Wages and employee benefits expenses plus car maintenance
+ Baddebtsand allowance for doubtful accounts
*  Professional fees
+  Credit card commissions
+  Depreciation
+  Other
Other Income, net
The principal components of our other income, net, are:
*  Unwinding of trade receivables
*  Other income
»  Capital lossfrom sale of property and equipment
Finance Costs, Net
The principal components of our financial expenses are:
* Interest expenses
*  Linkage expensesto CPI

* Interest costsin respect of liability for employee rights upon retirement
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»  Fair vauelossfrom derivative financial instruments, net
*  Factoring costs, net
+  Other finance costs
The pricipal components of our financial income are:
o  Expected return on plan assets
e Interest income from cash equivalents
e  Other financeincome
Key Business | ndicators (Operating Data)

Our primary key business indicators are described below. These indicators are widely used in the cellular telephone service industry to eval uate performance.

. number of total and 3G subscribers;

. average monthly revenue per subscriber (ARPU);

. average monthly minutes of usage per subscriber (MOU); and
. churn rate.

Critical Accounting Policies and Estimates

The discussion and analysis of our financial condition and results of operations below is based upon our consolidated financial statements, which have been prepared in
accordance with IFRS. The preparation of thesefinancial statements requires us to make estimates and judgments that affect the reported amounts of assets, liabilities, revenues and
expenses during the reporting period. We also evaluate our estimates on an ongoing basis. Estimates and judgments are continually evaluated and are based on historical experience
and other factors, including expectations of future events that are believed to be reasonable under the circumstances. The Company makes estimates and assumptions concerning the
future. The resulting accounting estimates will, by definition, seldom equal actual results. The estimates and assumptions that have a significant risk of causing amaterial adjustment to
the carrying amounts of assets and liabilities within the next financial year are addressed below.

Please refer to Note 2 to our consolidated financial statements included in this annual report for a summary of al of our significant accounting policies.

We believe the following critical accounting policies affect our more significant judgments and estimates used in the preparation of our consolidated financial statements. See also
Note 4 to our consolidated financial statements.

a. Critical accounting estimates and assumptions
Property and equipment

The Company has substantial investmentsin tangible long-lived assets, primarily the Company's communications network. The assets are depreciated on a straight line basis over
their estimated economic useful lives. This estimation of economic useful livesis based on assumptions of future changesin technology or changesin the Company's intended use of
these assets. The assets' estimated economic useful lives are reviewed, and adjusted if appropriate, at the end of each reporting period. The Company allocates purchase price between
property and equipment and maintenance costs where they are purchased in asingle transaction based on their estimated relative fair values. See also note 2(f) to our consolidated
financial statements.

The Company also estimates the assets for impai rment whenever events or changes in circumstances indicate that their carrying amounts may not be recoverable. An impairment
lossis recognized for the amount by which the asset's carrying amount exceeds its estimated recoverable amount. The estimation of recoverable amount is based on the higher of an
asset'sfair valueless costs to sell and value in use. For the purposes of assessing impairment, assets are grouped to at the lowest levels for which there are separately identifiable cash
flows (cash-generating units). See also note 2(h) to our consolidated financial statements.

70




Licenses
See note 2(g) to our consolidated financial statementsin respect of amortization of licenses costs.
Subscriber Acquisition and Retention Costs (SARC)

Coststo acquire or retain postpaid mobile telecommunication subscribers, pursuant to a contract with early termination penalties are capitalized in accordance with the policy
described in note 2 (g) (4) to our consolidated financial statements.. The costs (the subsidy and fees) associated with these sales, where the Company subsidizes the sale of the handset
by selling it below its cost to secure afixed-term profitable service contract, are considered an element of cost and the sale of the handset istreated as a non-revenue-generating
transaction. Accordingly no revenue is recognized from these types of handset sales. The Company made an estimate of the expected useful life of the SARC, which is not longer than
their minimum enforceable period, which is generally aperiod of 18 months. This estimate is reviewed, and adjusted if appropriate, at the end of each reporting period.

Allowance for doubtful accounts
See note 2(k) to our consolidated financial statementsin respect of accounting for allowance for doubtful accounts.
Tax expenses

The Company is subject to income taxesin the I sraeli jurisdiction. Judgment is required in determining the provision for income taxes. There are transactions and cal cul ations for
which the ultimate tax determination is uncertain. The Company recognizes liabilities for anticipated tax audit issues based on estimates of whether additional taxes will be due. Where
the final tax outcome of these mattersis different from the amounts that were initially recorded, such differences will impact the current and deferred income tax assets and liabilitiesin
the period in which such determination is made. See also note 2(t) to our consolidated financial statements.

b. Critical judgments in applying the Company's accounting policies
Provisionsfor legal claims

The Company exercises judgment in measuring and recognizing provisions and the exposure pending litigation or other outstanding claims including claimsfor class actions.
Judgment is necessary in the assessing the likelihood that a pending claim will succeed, or aliability will arise, and to quantify the possible range of final settlement. Provisionsare
recorded for liabilitieswhen alossis considered probable and can be reasonably estimated. Because of the inherent uncertaintiesin this evaluation process, actual losses may be
different from the originally estimated provision. These judgments are subject to change as new information becomes available, primarily with the support of internal specialists, or with
the support of outside consultants such as legal counsel.

Revisions to the estimates of these |osses may affect future operating results.
Revenue Recognition

The Company recognizes service revenues based upon minutes and seconds used, net of credits and adjustments for service discounts. Because the Company's billing cycles use
cut-off dates, which for the most part do not coincide with the Company's reporting periods, the Company is required to make estimates for service revenues earned but not yet billed at
the end of each reporting period. These estimates are based primarily upon historical data and trends. Actual billing cycle results and related revenue may vary, depending on
subscriber usage and rate plan mix, from the results estimated at the end of each period.

In certain cases, cellular handsets are sold to subscribers within the context of airtime packages, in order to allocate the revenues into separate units of accounting; the Company is
required to estimate the fair value of each deliverable. These estimates are based upon the price of each deliverable when it is sold on a stand alone basis.

Inview of theincreasing use of packages with large quantities or minutes and/or data, starting in the first quarter of 2011 the Company has decided to change the methodology for
allocating revenues from bundled packages between airtime revenues and data and content revenuesincluding SMS. Instead of allocating on the basis of the quantities offered in the
packages, revenues will be allocated based on the usage of the different services in the bundles. The Company's management believes that this change in the allocation of revenues will
better reflect the contribution of dataand content servicesincluding SMS. The new allocation will result in reduced dataand content revenuesincluding SMS revenues and increased
airtime revenues for the bundled packages compared to the previous methodology.

Regarding the determination of whether the Company is acting as a principal or as an agent see note 2(q)(1) to our consolidated financial statements.
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Sales of equipment with accompanying services

The revenue recognition criteria are usually applied separately to each transaction. However, in certain circumstances, it is necessary to apply the recognition criteriato the
separately identifiable components of asingle transaction in order to reflect the substance of the transaction. When the selling price of an arrangement includes an identifiable amount
for subsequent servicing, that amount is deferred and recognized as revenue over the period during which the serviceis performed. Conversely, the recognition criteria are applied to
two or more transactions together when they are linked in such away that the commercial effect cannot be understood without reference to the series of transactions asawhole. The
Company made judgments to determine that certain sales of equipment with accompanying services constitute an arrangement with multiple deliverables, and accordingly,
consideration received is allocated to each deliverable based on the relative fair value of theindividual element.

Results of Consolidated Operationsfor the Year Ended December 31, 2010 Compared to the Year Ended December 31, 2009
Composition of revenues and cost of revenues

New | sraeli Shekels
Year ended December 31,

2009 2010
In millions
Service revenues 5,424 5,662
Equipment revenues 655 1,012
Total revenues 6,079 6,674
Cost of revenues — Services 3,206 3,307
Cost of revenues — Equipment 564 786
Total Cost of revenues 3,770 4,093
Gross profit 2,309 2,581

In order to reflect achange in the approach of management, the allocation of revenues and cost of revenues between services and equipment within the cellular segment has
changed, effective starting with the fourth quarter of 2010. Total profit for the cellular and fixed line segments separately remains unchanged. The figures for 2009 in the above table
have not been reclassified. However, had the all ocation been applied to 2009, service revenues would have been higher by NIS 22 million and equi pment revenues would have been
lower by the same amount. For the cost of revenues, had the all ocation been applied to 2009, the cost of service revenues would have been lower by NIS 46 million and the cost of
equipment sales revenues would have been higher by the same amount. The figures and discussion presented below assumes a retroactive application of the reallocation from 2009.

Revenues. Partner achieved total net revenues of NIS 6,674 (US$ 1,880 million) in 2010, an increase of 9.8% from NIS 6,079 million in 2009.

Revenues from services. Annual service revenues totaled NI'S 5,662 million (US$ 1,595 million) in 2010, an increase of 4.0% from NIS 5,446 million in 2009. This assumes a retroactive
application of the reallocation of revenues between services and equipment within the cellular sesgment that occurred in 2010 (see above).

The increase mainly reflected growth in cellular segment service revenues from the continued expansion of the cellular subscriber base, which grew by approximately 4.3% on an
average basis in 2010, as well as continued growth in revenues from the use of data and content services and renewed growth in roaming activity after the decline in 2009. These
increases more than offset the impact of the ongoing tariff erosion due to the fiercely competitive cellular market.

Fixed line segment service revenues (including inter-segment revenues) increased by 86.4% to NIS 164 million for 2010 from NIS 88 million for 2009, attributable mainly to an
increase in revenues from growth in the I SP and fixed line telephony services subscriber base and in inter-segment revenues.

Cellular data and content revenues excluding SMS increased by 16.0% in 2010 to NIS 622 million (US$ 175 million), compared with NIS 536 million in 2009 and represented 11.0% of
service revenuesin 2010 compared with 9.9 % of service revenuesin 2009.

Revenues from SMS message servicesin 2010 totaled NIS 498 million (US$ 140 million), accounting for 8.8% of service revenues, up by 32.1% from NIS 377 million, or 7.0% of
service revenues, in 2009.
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The growth in content and data services (including SMS) partially reflected the continued growth in sales of bundled voice, SMS and data packages, for which the revenues are
allocated according to the quantities offered in the packages.

Revenues from equipment. Equipment revenuesin 2010 were NIS 1,012 million (US$ 285 million), increasing by 59.9% from NIS 633 millionin 2009. Thisassumes aretroactive
application of the reallocation of revenues between services and equipment within the cellular sesgment that occurred in 2010 (see above).

Theincrease in revenues reflected an increase in the average revenue per device sold, in part attributable to an increase in the proportion of sales of smartphones and 3G
devices. Inaddition, theincrease in average revenue per device reflected the increased practice of selling handsets through installment plans under which the subscriber obtains
rebates, which are dependent upon the level of the subscriber’s monthly service usage. Under this practice, the full price of the handset is recorded at the time of sale, whilst the
subsequent rebates are recorded over a period of up to 36 months.

Asaresult of theincrease in average revenues per device, there was a significant reduction in the number of devices capitalized which in turn led to areduction in the level of
equipment revenues that were capitalized from NIS 241 million in 2009 to NI1S 83 million in 2010.

Gross profit. Gross profit in 2010 totaled NIS 2,581 million (US$ 727 million), an 11.8% increase from NIS 2,309 million in 2009. Gross profit for the cellular segment increased by 9.0%
from NIS 2,366 million in 2009 to NIS 2,580 million (US$ 727 million) in 2010. Gross profit for the fixed line segment increased from agross loss of NIS 57 million in 2009 to a gross profit of
NIS 1 million (US$ 0.3 million) in 2010.

Gross profit from services. The annual gross profit from services was NIS 2,355 million (US$ 664 million) in 2010, an increase of 3.0% from NIS 2,286 million in 2009. This assumes a
retroactive application of the reallocation of revenues between services and equipment within the cellular ssgment that occurred in 2010 (see above).

For the cellular segment, the gross profit from services (including inter-segment activity) was NIS 2,344 million (US$ 660 million) in 2010, compared with NIS 2,324 million in 2009, an
increase of 0.8%. The increase reflected the higher service revenues, largely offset by an increase in the cost of service revenues of 5.0%. Cost of service revenues increased primarily
dueto an increase of approximately NIS 93 million in depreciation and amortization expenses. Thisincrease was mainly due to approximately NIS 70 million of additional amortization
expenses for capitalized subscriber acquisition and retention costs resulting from the commencement of capitalization from the beginning of 2009. A one-time impairment of NIS 16
million of expenses of capitalized subscriber acquisition and retention costs was also recorded in the fourth quarter of 2010 as aresult of an amendment to the Telecommunications Law
which imposes restrictions on subscriber exit fines.

In addition, the Company recorded accel erated depreciation expenses in the amount of NIS 16 million related to network equipment to be replaced following the agreement signed
with LM Ericsson Israel Ltd. in October 2010 for the upgrade, replacement and the expansion of the cellular and fixed line networks. The Company estimates that the agreement will lead
to further accelerated depreciation expenses of network equipment for 2011 in the amount of approximately NIS 70 million.

Interconnect expenses also increased markedly in 2010, reflecting the higher cellular subscriber base, and the increased usage per cellular user.

These increasesin the cost of revenues were partially offset by theimpact of two legal developments:

First, following a Supreme Court decision in December 2010 which fully accepted the Company's petition against the Ministry of Communications regarding the amount of
frequency fees owed by the Company for allocated frequencies, frequency fee expenses were reduced by approximately NIS 50 million in the fourth quarter of 2010. Second, in 2009, the
Company made a provision in the amount of approximately NIS 30 million for ademand by the Ministry of Communications for frequency fee payments with respect to the Company’'s
past use of afrequency band. The demand was settled in March 2010 for the same amount as the provision.

In addition, the Company benefitted from a scheduled reduction in its royalty payments set by the Telecommunications Regulations from 1.5% in 2009 to 1% in 2010.

For the fixed line segment, the gross profit from services (including intersegment activity) was NIS 11 million (US$ 3 million) in 2010, compared with agross loss of NIS 38 million in
2009. The increase in profit was attributable to increases in profits from both existing services including transmission services and Primary Rate Interface (“PRI”) lines for business
sector customers, as well as an increase in profits from the ISP and fixed line telephony services that were launched at the beginning of 2009, as aresult of the continuing growth in the
subscriber base of these services and an increase in intersegment revenues.

Gross profit from non-capitalized equipment sales. The gross profit from non-capitalized equipment sales was NIS 226 million (US$ 64 million) in 2010, compared with NIS 23 million
in 2009. This assumes aretroactive application of the reall ocation of revenues between services and equipment within the cellular ssgment that occurred in 2010 (see above).
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Theincrease was attributable to an increase in the average profit per equipment sale. The total amount of equipment subsidies that were capitalized in 2010 was NIS 51 million, a
decrease from NIS 169 million of equipment subsidies capitalized in 2009.

Selling, marketing and general and administrative expenses. Selling, marketing, general and administrative expenses amounted to NIS 785 million (US$ 221 million) in 2010, an
increase of 16.0% from NIS 677 million in 2009. The increase was mainly attributed to higher salary expenses and selling costs, together with increased marketing and advertising
expenses, partially offset by areduction in bad debts and doubtful accounts expenses. The total amount of selling expenses capitalized in 2010 was NIS 21 million, compared with NIS
29 million in 2009.

Theincrease in expenses occurred despite areduction in the selling, marketing, general and administrative expenses related to the fixed line segment, which decreased by 51.0%,
from NIS 51 million in 2009 to NIS 25 million (US$ 7 million) in 2010. The decrease largely reflected lower marketing and advertising expenses related to the | SP and fixed line telephony
services that were launched in 2009.

Other income, net. Other income, net, totaled NIS 64 million (US$ 18 million) in 2010, decreasing by 7.2% from NIS 69 million in 2009. The decrease primarily reflected aonetime
provision in the amount of approximately NIS 6 million made in the third quarter of 2010 with respect to alawsuit.

Operating profit. Asaresult of the above, the Company recorded an operating profit of NIS 1,860 million (US$ 524 million) in 2010, a9.3% increase from NIS 1,701 million in 2009.
The fixed line segment contributed 53% of the annual increase in operating profit and the cellular segment contributed 47%.

Financial expenses, net. Financial expenses, net, for 2010 were NIS 181 million (US$ 51 million), an increase of 2.8% from NIS 176 million in 2009. Theincrease was primarily
attributable to an increasein interest expenses resulting from our higher debt level which was partially offset by an increasein currency gains from movements of both the US dollar
and the Euro against the Israeli Shekel.

Profit beforeincometax. Profit before income taxes for 2010 was NIS 1,679 million (US$ 473 million), an increase of 10.0% from NIS 1,525 million in 2009.
Income taxes on profit for 2010 were NIS 436 million (US$ 123 million), an increase of 13.5% from NIS 384 million in 2009.

The effective tax rate for 2010 was 26.0% compared with 25.2% for 2009. As part of the Economic Efficiency Law that was enacted in July 2009, the Israeli corporate tax rate is
scheduled to be reduced by one percent each year from arate of 26% in 2009 to 20% in 2015, and then to 18% from 2016. As aresult, the Israeli corporate tax rate was reduced from 26%
in 2009 to 25% in 2010. This change in the future corporate tax rate led to an increase in the deferred tax assetsin 2009 in the amount of approximately NIS 18 million, with a
corresponding decrease in deferred expenses in 2009, which provided the main reason for the increase in the effective tax rate in 2010 compared to 2009.

(See Note 23 (b) in our consolidated financial statements).

Net profit. Net profit in 2010 was NIS 1,243 million (US$ 350 million) and earnings per diluted share were NIS 7.95 (US$ 2.24), representing an 8.9% increase from net profit of NIS
1,141 million and earnings per diluted share of NIS 7.37 in 2009.

EBITDA. EBITDA for 2010 increased by NIS 266 million or 11.5%, reaching NIS 2,570 million (US$ 724 million), or 38.5% of total revenues, compared with NIS 2,304 million, or 37.9%
of total revenues, in 2009.

EBITDA for the cellular segment was NIS 2,558 million (US$ 721 million) in 2010, increasing by 7.2% from NIS 2,387 million in 2009. EBITDA for the fixed line segment was NIS 12
million (US$ 3.4 million) in 2010, compared with aloss of NIS 83 million in 2009, providing a contribution to EBITDA growth of NIS 95 million (36% of the total consolidated growth). The
increase in EBITDA was attributed primarily to the reduction of the loss from the I SP and fixed line telephony services which were launched at the beginning of 2009.

EBITDA asreviewed by the Chief Operator Decision Maker (CODM), represents earnings before interest (finance costs, net), taxes, depreciation and amortization, as a measure
of operating profit. EBITDA isnot a financial measure under IFRSand may not be comparable to other similarly titled measures for other companies. EBITDA may not be indicative
of the Company's historic operating results nor is it meant to be predictive of potential futureresults. For a reconciliation of EBITDA with our audited financial data, see Note5in
the consolidated financial statements for 2010.
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Results of Operations by Segment for the Year Ended December 31, 2010 Compared to the Year Ended December 31, 2009

New | sraeli Shekels
Y ear ended December 31, 2010

In millions
Cellular Fixed line
segment segment Elimination Consolidated

Segment revenue - Services 5,555 107 5,662
Inter-segment revenue - Services 20 57 (77)
Segment revenue - Equipment 987 25 1,012
Total revenues 6,562 189 (77) 6,674
Segment cost of revenues — Services 3,174 133 3,307
Inter-segment cost of revenues- Services 57 20 (77)
Segment cost of revenues - Equipment 751 35 786
Cost of revenues 3,982 188 (77) 4,093
Gross profit 2,580 1 2,581
Operating expenses 760 25 785
Other income 64 64
Operating profit (loss) 1,884 (24) 1,860
Adjustments to presentation of EBITDA
—depreciation and amortization 633 36 669
- Impairment of intangible assets 16 16
—other (1) 25 25
EBITDA 2,558 12 2,570
Reconciliation of EBITDA to profit beforetax :

- Depreciation and amortization (669)
Impairment of intangible assets (16)

- Finance costs, net (181)

- Other (2) 25
Profit beforetax 1,679
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New | sraeli Shekels
Year ended December 31, 2009

In millions
Cellular Fixed line
segment segment Elimination Consolidated

Segment revenue - Services 5,369 55 5,424
Inter-segment revenue - Services 11 33 (44)
Segment revenue - Equipment 628 27 655
Total revenues 6,008 115 (44) 6,079
Segment cost of revenues — Services 3,091 115 3,206
Inter-segment cost of revenues- Services 33 1 (44)
Segment cost of revenues - Equipment 518 46 564
Cost of revenues 3,642 172 (44) 3,770
Grossprofit (loss) 2,366 (57) 2,309
Operating expenses 626 51 677
Other income 69 69
Operating profit (loss) 1,809 (108) 1,701
Adjustments to presentation of EBITDA
—depreciation and amortization 552 25 577
—other (1) 26 26
EBITDA 2,387 (83) 2,304
Reconciliation of EBITDA to profit beforetax :

- Depreciation and amortization (577)

- Finance costs, net (176)

- Other (1) (26)
Profit beforetax 1,525

(1) Mainly employee share based compensation expenses.

In order to reflect achange in the approach of management, the allocation of revenues and cost of revenues between services and equipment within the cellular segment has
changed, effective starting with the fourth quarter of 2010. Total profit for the cellular and fixed line segments separately remains unchanged. The figures for 2009 in the above table
have not been reclassified. However, had the allocation been applied to 2009, service revenues would have been higher by NIS 22 million and equipment revenues would have been
lower by the same amount. For the cost of revenues, had the all ocation been applied to 2009, the cost of service revenues would have been lower by NIS 46 million and the cost of
equipment sal es revenues would have been higher by the same amount. The figures and discussion presented below assumes a retroactive application of the reallocation from 2009.

Cellular Business Segment

Revenues from services. In 2010, service revenues from the Company's cellular business segment totaled NIS 5,575 million (US$ 1,571 million), representing an increase of 3.2% from
NIS 5,402 million in 2009. This assumes aretroactive application of the reallocation of revenues between services and equipment within the cellular sesgment that occurred in 2010 (see
above). These revenues included approximately NIS 20 million of inter-segment revenuesin 2010, compared with NIS 11 million in 2009.

The increase mainly reflected the continued expansion of the cellular subscriber base which grew by approximately 4.3% on an average basisin 2010, as well as continued growth in
revenues from the use of data and content services and renewed growth in roaming activity after the declinein 2009. These increases more than offset the impact of the ongoing tariff
erosion due to the fiercely competitive cellular market

Revenues from equi pment. Equipment revenues from the Company's cellular business segment totaled NIS 987 million (US$ 278 million) in 2010, compared with equipment revenues
of NIS606 million in 2009. This assumes aretroactive application of the reallocation of revenues between services and equipment within the cellular ssgment that occurred in 2010 (see
above).

Theincrease in revenues reflected an increase in the average revenue per device sold, in part attributable to an increase in the proportion of sales of smartphones and 3G
devices. Inaddition, theincrease in average revenue per device reflected the increased practice of selling handsets through installment plans under which the subscriber obtains

rebates, which are dependant upon the level of the subscriber’s monthly service usage. In this practice, the full price of the handset is recorded at the time of sale, whilst the subsequent
rebates are recorded over a period of up to 36 months.

Asaresult of theincrease in average revenues per device, there was a significant reduction in the number of devices capitalized, which in turn led to areduction in the level of
equipment revenues that were capitalized from NIS 241 million in 2009 to NIS 83 million in 2010.

In addition, the Company benefitted from a scheduled reduction in its royalty payments set by the Telecommunications Regul ations from 1.5% in 2009 to 1% in 2010.
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Gross profit from equipment. The gross profit from the cellular business segment equipment revenues was NIS 236 million (US$ 66 million) in 2010, compared with agross profit of
NIS 42 million in 2009. This assumes a retroactive application of the reallocation of revenues between services and equipment within the cellular ssgment that occurred in 2010 (see
above).

Theincrease was attributable to an increase in the average profit per equipment sale. The total amount of equipment subsidies that were capitalized in 2010 was NIS 51 million, a
decrease from NIS 169 million of equipment subsidies capitalized in 2009.

Gross profit. The overall gross profit from the cellular business segment was NI'S 2,580 million (US$ 727 million) in 2010, compared with NIS 2,366 million in 2009, an increase of
9.0%.

Selling, marketing and general and administrative expenses. The cellular segment's selling, marketing, general and administrative expenses amounted to approximately NIS 760
million (US$ 214 million) in 2010, an increase of 21.4% from NIS 626 million in 2009. The increase was mainly attributed to higher salary expenses and selling costs, together with
increased marketing and advertising expenses, partially offset by areduction in bad debts and doubtful accounts expenses. The total amount of selling expenses capitalized in 2010 was
NIS 21 million, compared with NIS 29 million in 2009.

Other income, net. Other income, net, totaled NIS 64 million (US$ 18 million) in 2010, decreasing by 7.2% from NIS 69 million in 2009. The decrease primarily reflected aonetime
provision in the amount of approximately NIS 6 million made in the third quarter of 2010 with respect to alawsuit.

Operating profit. Asaresult of the above, operating profit from the segment's activities totaled NIS 1,884 million (US$ 531 million) in 2010, compared with NIS 1,809 million in 2009,
an increase of 4.1%.

EBITDA for the segment was NIS 2,558 million (US$ 721 million) in 2010, representing an increase of 7.2% from NIS 2,387 million in 2009.
Fixed Line Business Segment

Revenues from services. Fixed line business segment service revenues (including inter-segment revenues) increased by 86.4% to NIS 164 million for 2010 from NIS 88 million for
2009, attributable mainly to an increase in revenues from growth in the ISP and fixed line telephony services subscriber base and an increase in inter-segment revenues.

Revenues from equipment. Equipment revenues from the Company's fixed line business segment totaled NIS 25 million (US$ 7 million) in 2010, a decrease of 7.4% compared with NIS
27 million in 2009. The decrease primarily reflected a decrease in the number of new activations.

Gross profit from services. For the fixed line segment, the gross profit from services (including intersegment activity) was NIS 11 million (US$ 3 million) in 2010, compared with a
grossloss of NIS 38 millionin 2009. The increase in profit was attributable to increases in profits from both existing services including transmission services and Primary Rate Interface
(“PRI”) lines for business sector customers, aswell as an increase in profits from the | SP and fixed line telephony services that were launched at the beginning of 2009, as aresult of the
continuing growth in the subscriber base of these services.

Gross loss from equipment. The gross loss from the fixed line business segment equipment revenues was NIS 10 million (US$ 3 million) in 2010, compared with NIS 19 millionin
2009. Thereduction in grosslosswas primarily related to a decrease in the average cost of equipment devices for ISP and fixed line telephony subscribers.

Gross profit. The overall gross profit from the fixed line business segment was NIS 1 million (US$ 0.3 million) in 2010, compared with agrossloss of NIS 57 millionin 2009. The
decrease in the gross loss was attributabl e to improved profitability of both existing services including transmission service and PRI line, aswell as of the | SP and fixed line telephony
services that were introduced in 2009.

Selling, marketing and general and administrative expenses. The fixed line segment's selling, marketing, general and administrative expenses amounted to approximately NIS 25
million (US$ 7 million) in 2010, a decrease of 51.0% from NIS 51 million in 2009. The decrease largely reflected a decrease in marketing and advertising expenses related to the ISP and
fixed line telephony services that were launched in 2009.

Operating loss. Operating loss from the segment's activities totaled NIS 24 million (US$ 7 million) in 2010, compared with aloss of NIS 108 million in 2009, a decrease of 77.8%.

EBITDA for the segment was NIS 12 million (US$ 3 million) in 2010, compare with aloss of NIS 83 million in 2009. Theincreasein EBITDA was attributed primarily to the narrowing
of theloss from the ISP and fixed line telephony services which were launched at the beginning of 2009.
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Results of Consolidated Operations for the Year Ended December 31, 2009 Compared to the Year Ended December 31, 2008
Composition of revenues and cost of revenues

New | sraeli Shekels
Year ended December 31,

2008 2009
In millions
Service revenues 5,546 5,424
Equipment revenues 756 655
Total revenues 6,302 6,079
Cost of revenues — Services 3,025 3,206
Cost of revenues - Equipment 843 564
Total Cost of revenues 3,868 3,770
Gross profit 2,434 2,309

Revenues. Partner achieved total net revenues of NIS 6,079 million in 2009, a decrease of 3.5% from NIS 6,302 million in 2008.

Revenues from services. Annual service revenues totaled NIS 5,424 million in 2009, decreasing by 2.2% from NIS 5,546 million in 2008. The annual decrease was due to lower
outgoing voice revenues reflecting both the competitive market conditions and the reduction in the billing interval at the beginning of 2009 as mandated by the Ministry of
Communications, aswell as theimpact of lower roaming activity.

These impacts were partially mitigated by continued increases in fixed line business revenues and content and data revenues and by the increase in 2009 in total network minutes of
approximately 3.4%. Growth in total network minutes resulted from our expanding subscriber base, which grew by approximately 5% at year-end 2009 compared to the subscriber base at
year-end 2008.

Data and content revenues excluding SMS increased by 6.8% in 2009 to NIS 536 million, compared with NIS 501 million in 2008 and represented 9.9% of service revenues in 2009
compared with 9.0 % of service revenuesin 2008.

Revenues from SMS message services in 2009 totaled NIS 377 million, accounting for 7.0% of service revenues, up by 16.0% from NIS 325 million, or 5.9% of service revenues, in
2008.

Revenues from equipment. Equipment revenues in 2009 were NIS 655 million, decreasing by 13.4% from NIS 756 millionin 2008. The decrease in revenues principally reflected the
impact of handset capitalization of those sales where the conditions for capitalization under IFRS were met. This had the effect of reducing equipment revenues by approximately NIS
241 million. The annual increase in handset revenues taking into account the capitalized handset revenuesis primarily due to an increase in revenue per handset sale.

Whilst our financial statements have been prepared on the basis of the application of IFRS as from January 1 2008, the capitalization of subscriber acquisition and retention costs
(including relevant handset revenues) only began on January 1, 2009, the first period in which the conditions for capitalization as described in the relevant accounting policy were
fulfilled.

Gross profit. Gross profit in 2009 totaled NIS 2,309 million, representing a 5.1% decrease from NIS 2,434 million in 2008.

Gross profit from services. The annual gross profit from serviceswas NIS 2,218 million in 2009, a decrease of 12.0% from NIS 2,521 million in 2008. The decrease reflected lower
service revenues, aswell as an increase of 6.0% in the cost of service revenues from NIS 3,025 millionin 2008 to NIS 3,206 millionin 2009. Theincrease in the cost of service revenues
primarily reflected additional expenses associated with the new fixed line services, and additional amortization expenses of approximately NIS 88 million of the handsets subsidies that
were capitalized starting in 2009. These expenses were partially offset by various cost control activities, lower roaming expenses, the impact of the annual reduction in the rate of royalty
payments (under our operating license) and the impact of the reduction in the interconnect tariff billing interval from 12 second intervals to single second intervals which was mandated
by the Ministry of Communications from the beginning of 2009.
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Gross profit from non-capitalized equipment sales. The gross profit from non-capitalized equipment saleswas NIS 91 million in 2009, compared with agross |oss on equipment
sales of NIS 87 millionin 2008. Thischange primarily reflected the net impact of the capitalization of handset subsidies (handset revenues |less handset costs) under IFRSin 2009 in an
amount of approximately NIS 169 million, in addition to a decrease in the average subsidy per transaction.

Selling, marketing and general and administrative expenses. Selling, marketing, general and administrative expenses amounted to NIS 677 million in 2009, aslight increase of 0.7%
from NIS 672 million in 2008. The increase mainly reflected the additional marketing, selling and administration expenses related to the ISP and fixed telephony initiatives, offset by the
net impact of the capitalization of sales costs and commissions under IFRS which reduced expenses by approximately NIS 29 million in 2009.

In addition, the Company undertook a number of cost control measures over the year to limit sales and marketing expenses. The annual expenses recorded in 2009 for doubtful
accounts from receivables on handset sales and service revenues al so decreased compared with 2008.

Operating profit. Asaresult of the above, the Company recorded an operating profit of NIS 1,701 million in 2009, a 6.8% decrease from NIS 1,826 million in 2008.

Financial expenses, net. Financial expenses, net, for 2009 were NIS 176 million, representing a decrease of 4.3% from NIS 184 million in 2008. The annual decrease was primarily
attributable to a decrease in interest expenses and linkage expenses to CPI related to Notes Series A.

Profit beforeincome tax. Profit before income taxes for 2009 was NIS 1,525 million, down 7.1% compared to NIS 1,642 million in 2008.
Income taxes on profit for 2009 were NIS 384 million, a decrease of 13.5% from NIS 444 million in 2008.

The decrease mainly reflected the impact of the reduction in Isragli corporate tax rate from 27% in 2008 to 26% in 2009. The Israeli corporate tax rate has been reduced further to 25%
for 2010.

Net profit. Net profit in 2009 was NIS 1,141 million and earnings per diluted share were NIS 7.37, representing a 4.8% decrease from net profit of NIS 1,198 million and earnings per
diluted share of NIS 7.65, in 2008.

Results of Operations by Segment for the Year Ended December 31, 2009 Compared to the Year Ended December 31, 2008
(Seetable above for the results by segment for the year ended December 31, 2009)

New | sraeli Shekels
Year ended December 31, 2008

In millions
Reconciliation
Cellular Fixed line for
segment segment consolidation ~ Consolidated

Segment revenue - Services 5,521 25 5,546
Inter-segment revenue - Services 2 15 (17)
Segment revenue - Equipment 756 - 756
Total revenues 6,279 40 (17) 6,302
Segment cost of revenues — Services 2,969 56 3,025
Inter-segment cost of revenues- Services 15 2 (17)
Segment cost of revenues - Equipment 842 1 843
Cost of revenues 3,826 59 (17) 3,868
Grossprofit (loss) 2,453 (19) 2,434
Operating expenses 656 16 672
Other income 64 _ o
Operating profit (loss) 1,861 (35) 1,826
Adjustments to presentation of EBITDA —depreciation and amortization 445 18 463

—other 9 9
EBITDA 2,315 (17) 2,298
Reconciliation of EBITDA to profit before tax

- Depreciation and amortization (463)

- Finance costs, net (184)

- Other ©)
Profit beforetax 1,642

Allowancefor declinein value of inventories 5 - 5
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Cellular Business Segment

Revenues from services. In 2009, service revenues from the Company's cellular business segment totaled NI'S 5,380 million, representing a decrease of 3% from NIS 5,523 millionin
2008. These revenues included approximately NIS 11 million of inter-segment revenues in 2009, compared with NIS 2 million in 2008. The annual decrease was due to lower outgoing
voice revenues reflecting both the competitive market conditions and the reduction in the billing interval at the beginning of 2009 as mandated by the Ministry of Communications, as
well astheimpact of lower roaming activity. These impacts were partially mitigated by continued increases in content and data revenues and by the increase in 2009 in total network
minutes of approximately 3.4%, resulting from the expanding subscriber base, which grew by approximately 3.5% on an average basisin 2009.

Revenues from equi pment. Equipment revenues from the Company's cellular business segment totaled NIS 628 million in 2009, compared with equipment revenues of NIS 756 million
in 2008. The decrease in revenues principally reflected the impact of handset capitalization of those sales where the conditions for capitalization under IFRS were met. This had the effect
of reducing equipment revenues by approximately NIS 241 million.

Gross profit from services. The gross profit from the cellular business segment service revenues was NIS 2,256 million in 2009, compared with NIS 2,539 million in 2008, a decrease of
11%. The decrease reflected the lower service revenues, aswell asan increasein the cost of service revenues. The increase in the cost of service revenues primarily reflected additional
amortization expenses in an amount of approximately NIS 88 million of the handsets subsidies that were capitalized starting in 2009. These expenses were partially offset by various cost
control activities, lower roaming expenses, the impact of the reduction in the rate of royalty payments and the impact of the reduction in the interconnect tariff billing interval.

Gross profit from egquipment. The gross profit from the cellular business segment equipment revenues was NIS 110 million in 2009, compared with agrossloss of NIS 86 millionin
2008. This change primarily reflected the net impact of the capitalization of handset subsidies (handset revenues less handset costs) under IFRS in 2009 in an amount of approximately
NIS 169 million, in addition to a decrease in the average subsidy per transaction.

Gross profit. The overall gross profit from the cellular business segment was NIS 2,366 million in 2009, compared with NIS 2,453 million in 2008, a decrease of 4%.

Selling, marketing and general and administrative expenses. The cellular segment's selling, marketing, general and administrative expenses amounted to approximately NIS 626
million in 2009, a decrease of 4.6% from NIS 656 million in 2008. The decrease reflected the net impact of the capitalization of sales costs and commissions under IFRS which reduced
expenses by approximately NIS 29 millionin 2009. In addition, the Company undertook a number of cost control measures over the year to reduce sales and marketing expenses. The
expense for doubtful accounts from receivables on handset sales and service revenues al so decreased in 2009 compared with 2008.

Operating profit. Asaresult of the above, operating profit from the segment's activities totaled N1S 1,809 million in 2009, compared with NIS 1,861 million in 2008, a decrease of 3%.

EBITDA for the segment was NIS 2,387 million in 2009, representing an increase of 3% from NIS 2,315 million in 2008.

Fixed Line Business Segment

Revenues from services. In 2009, service revenues from the Company's fixed line business segment totaled NI'S 88 million, representing an increase of 120% from NIS 40 millionin
2008. These revenuesincluded approximately NIS 33 million of inter-segment revenuesin 2009, compared with NIS 15 million in 2008. The increase was attributable mainly to the
introduction of the ISP and fixed line telephony servicesin 2009.

Revenues from equi pment. Equipment revenues from the Company's fixed line business segment totaled NIS 27 million in 2009, compared with no equipment revenuesin 2008.

Gross loss from services. The grossloss from the fixed line business segment service revenues was NIS 38 million in 2009, compared with NIS 18 million in 2008, an increase of
111%. The increase was attributable to expenses related to introduction of the ISP and fixed line telephony servicesin 2009.

Grossloss from equipment. The gross loss from the fixed line business segment equipment revenues was NIS 19 million in 2009, compared with NIS 1 millionin 2008. Again, the
increase was attributable to the introduction of the ISP and fixed line telephony servicesin 2009.
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Grossloss. Theoverall grossloss from the fixed line business segment was NIS 57 million in 2009, compared with agrossloss of NIS 19 million in 2008, an increase of 200%. The
increase in the gross loss was attributabl e to expenses related to the introduction of the ISP and fixed line telephony servicesin 2009.

Selling, marketing and general and administrative expenses. The fixed line segment's selling, marketing, general and administrative expenses amounted to approximately NIS 51
million in 2009, an increase of 219% from NIS 16 million in 2008.

Operating loss. Operating loss from the segment's activities totaled NIS 108 million in 2009, compared with aloss of NIS 35 million in 2008, an increase of 208%.

EBITDA for the segment was aloss of NIS 83 million in 2009, representing an increase in loss of 388% from NIS 17 million in 2008. Within thetotal, the new ISP and fixed line
telephony services contributed aloss of NIS 119 million, compared with aloss of NIS 26 million from these servicesin 2008. The loss from the new ISP and fixed line telephony services
was partially offset by an increase in profit of NIS 27 million from the transmission and PRI services.

Seasonality

Our service revenues and profitability show some seasonal trends over the year, but the overall impact is not considered to be material. Generally, airtime minutes and consequently
airtime revenues are affected by the number of monthly work days and daylight hoursin the day, which varies throughout the year. In addition, airtime revenues are lower in February
which isashorter than average month and during the Jewish holiday period, but are higher in the summer months as aresult of roaming charges from increased travel abroad by
subscribers and from foreign roamers using our network. Thereis no assurance that these trends will continue in the future.

Three months ended
NISin millions March 31 June 30 Sept. 30 Dec. 31
Service Revenues
2008 1,342 1,376 1,458 1,397
2009 1,298 1,360 1,389 1,377
2010 1,354 1,405 1,447 1,456

Impact of Inflation and Exchange Rate Fluctuations

Substantially all of our revenues and amajority of our operating expenses are denominated in shekels. However, in recent years, approximately 25% of our operating expenses
(excluding depreciation), including a substantial majority of our handset purchases, were linked to non-shekel currencies, mainly the US dollar. These expenses related principally to the
acquisition of handsets, where the price paid by usis based mainly on US dollars. In addition, a substantial majority of our capital expenditures (including with respect to our 3G
networks) are incurred in, or linked to, non-shekel currencies, mainly US dollars. Thus, although the relative decline in value of the US dollar against the shekel has helped offset
increasesin our financial and operating expenses in recent years, any deval uation 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 changesin exchange
rates may cause the amounts that we must invest to increase materially in shekel terms. We hedge a portion of our foreign currency commitments. See “Item 11. Quantitative and
Qualitative Disclosures About Market Risk”.

Our current borrowings are in shekels, and most of our financial debt are linked to the consumer priceindex. If the CPI increases, we may not be permitted to raise our tariffsin a
manner that would fully compensate for any increase in our financial expenses. In 2010, the CPI increased 2.3 %, causing an increase of NIS 54 million in our financial expenses, net,
compared to a CPl increase of 3.8% in 2009, which caused an increase of NI1S 88 million in financial expenses, net. The CPI for each month is published on the 15th day of the following
month; references above to the annual changein CPI for agiven year isthe change from the CPI published on the 15th day of December of the preceding year to the CPI published on
the 15th day of December of the relevant year, which for the purposes of this annual report, covers the twelve months beginning January 1 through December 31of the year in question.

5B. Liquidity and Capital Resour ces

The discussion below first describes our financial indebtedness (Notes payable, long-term bank loans and credit facilities, and total financial debt) and capital expenditures, then
our dividend payment, and finally our main sources of liquidity.

Notes payable:

Series A Notes due 2012. In March 2005, we completed the offering of our Notes due 2012, raising NIS 2.0 billion in a public offering in Israel. Of these, notes having an aggregate
principal amount of approximately NIS 36.5 million were purchased by our wholly owned subsidiary Partner Future Communications 2000 Ltd., or PFC. PFC also received an additional
allocation of notes having an aggregate principal amount of NIS 500 million. The notes that PFC received pursuant to this additional allocation do not confer the right to receive any
payment whatsoever on account of principal or interest until they are first sold by PFC. To date, no such notes have been sold to third parties. The notes due 2012 are listed on the Tel
Aviv Stock Exchange, and members of our Board of Directors and senior management may have purchased a portion of the Series A Notes due 2012 through stock exchange
transactions.
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Quarterly repayments of principal and interest on the Series A Notes due 2012 are made in twelve installments, beginning in June 2009 and ending in March 2012. Principal and
interest payments on the Series A Notes due 2012 are linked to the consumer price index for the month of February 2005 with annual interest on the notes equal to 4.25% adjusted
according to the CPI.

With respect to the capital reduction, (see "Item 5A. Operating Results - Capital Reduction” above), on February 22, 2010, the Company announced that the District Court had
approved the Distribution Application submitted by the Company. On February 18, 2010 the Company announced that it had a reached a final settlement with the objecting holders of
Series A Notes (the "Settlement"). According to the Settlement, in the event of areduction in the current credit rating of the Series A Notes by the credit rating company S& P Maalot,
there would be an increase to the annual linked interest rate that the Series A Notes bear, in the amount of 1% in the year 2010 and in the amount of 0.5% in the year 2011, for each
reduction of one rating category from the current credit rating (ilAA). Theincrease would take effect from the date of publication of the credit downgrading, and remain in effect so long
as the credit downgrading is valid. The increase in the interest rate would terminate upon the earlier of a credit upgrade or by the end of the relevant calendar year, whichever occurs
first, provided that the increased interest rate applies for at |east three months.

The notes are rated il AA- by Standard and Poor’s Maalot, and Aa3 with a negative forecast by Midroog, two of Israel’s rating agencies. The Company was rated il AA-/negative by
Standard and Poor’s Maalot. Therefore, the Series A Notes interest remained unchanged.

The table below sets forth the payments of principal to be made on our Notes Series A due 2012, based on the CPI at December 31, 2010.

NISin millions

Principal paymentsduein:

2011 575
2012 383
Total 958

Series B Notes due 2016. On November 29, 2009 the Company issued to Israeli institutional investors approximately NIS 448 million of unsecured non-convertible Series B Notes
through a private placement in Israel. The notes are linked (principal and interest) to increases in the Israeli CPI for the month of October 2009. The principal amount of Series B Notesis
repayable in four equal annual installments between 2013 and 2016 and bears interest at annual rate of 3.4%. The interest is payable on a semi-annual basis. The Notes have been rated
ilAA-, on alocal scale, by Standard & Poor’s Maalot.

Until May 31, 2010 the Notes were not listed for trading on the TASE and during that period We undertook the following: (i) to pay additional interest at an annual rate of 0.6%
until a prospectus or a shelf offering report was published for the listing for trade of the Notes on the TASE; (ii) to make a one-time additional interest payment at an annual rate of
0.25% in the event there is a downgrade in the rating of the Notes from the date of the downgrade announcement by the rating agency and until a prospectus or a shelf offering report is
published for the listing of the Notes for trading on the TASE. If the rating of the Notes was further downgraded, no additional interest payments were to be made following such
subsequent downgrades; (iii) a negative pledge (subject to certain carve-outs); and (iv) to undertake additional events of default of the Notes, as follows: (a) the rating of the Notesin
Israel decreases below BBB (by Standard & Poor's Maalot or an equivalent rating by another rating agency) on a local scale; and (b) we fail to comply with its existing financial
covenants.

As of June 1, 2010, the Notes have been listed for trading on the TASE. As aresult we ceased paying additional interest at an annual rate of 0.6% and, from this date, the annual
interest rate is 3.4%. Furthermore, all such undertakings listed above have been terminated; however, in the event the Notes are deregistered from the TASE (except deregistration
resulting from a merger or debt arrangement), such undertakings will become effective again (except the undertaking listed in subparagraph (ii) above). Members of our Board of
Directors and senior management may have purchased a portion of the Series B Notes due 2016 through stock exchange transactions.
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The table below sets forth the payments of principal to be made on our Series B Notes due 2016, based on the CPI at December 31, 2010.

NISin millions

Principal paymentsduein:

2013 115
2014 115
2015 115
2016 115

Total 460

Series C Notes due 2018. On April 25, 2010, the Company issued to the public in Israel approximately NIS 200 million of unsecured non-convertible Series C Notes through a public
offering in Israel. The notes are linked (principal and interest) to increases in the Israeli CPI for the month of March 2010. The principal amount of Series C Notesis repayable in three
equal annual installments between 2016 and 2018 and bears interest at an annual rate of 3.35%. The interest is payable on a semi-annual basis. The Series C Notes due 2018 are listed on
the TASE, and members of our Board of Directors and senior management may have purchased a portion of the Series C Notes due 2018 through stock exchange transactions.

The table below sets forth the payments of principal to be made on our Series C due Notes 2018, based on the CPI at December 31, 2010.

NISin millions

Principal paymentsduein:

2016 68.67
2017 68.67
2018 68.67

Total 206

On February 24, 2011, it was agreed with classified institutional investorsin Israel that we would issue in a private placement an additional principal amount of approximately NIS
444 million of Series C Notes (approximately USD 122 million) (the "Additional Notes"). The terms of the Additional Notes are identical to the terms of the currently outstanding Series C
Notes previously issued to the public pursuant to the Shelf Offering Report and the Shelf Prospectus.

Pursuant to our agreement with classified institutional investorsin Israel, the Additional Notes were issued to such investors for an aggregate consideration of approximately NIS
463 million (approximately USD 127 million), representing a price of NIS 1.043 per NIS 1 principal amount of the Additional Notes (reflecting approximately 1.8% discount on the market
price as of February 23, 2011). The Additional Notes were issued without discount on their adjusted value.

The proceeds from the i ssuance have been used to finance the purchase of 012 Smile Telecom Ltd.

On February 24, 2011, Standard & Poor's Maalot announced that it assigned its 'ilAA-' rating to an expansion of Notes Series C of up to new Israeli Shekel (NIS) 500 million par
value, to be issued by Partner Communications Company Ltd. (ilAA-/Negative).

The rating reflects Standard & Poor's assessment that the expansion of the Notes Series C does not negatively affect Partner's financial risk profile, and/or Partner's ratings on the
existing bond issues, assuming that Partner will continue to maintain what Standard & Poor considers as"adequate” liquidity.
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The Additional Noteswereissued on March 1, 2011, and were consequently listed for trade on the Tel Aviv Stock Exchange.

The sale and/or transfer of the Additional Notes are subject to the limitations on re-sale of securities set forth in Article 15C of the Israeli Securities Law of 1968 (the "Law") and the
Securities Regulations (Detail s with respect to Articles 15A-15C of the Law) of 2000 applicable to investors of the type specified in the first supplement to the Law.

Series D due Notes 2021. On April 25, 2010, the Company issued to the public in Israel approximately NIS 400 million of unsecured non-convertible Series D Notes through a public
offering in Israel. The principal amount of Series D Notes is repayable in five equal annual installments between 2017 and 2021 and is not linked. The Series D Notes bear afloating
interest that is based on the yield of 12 month government bonds (‘Makam'’) issued by the government of Israel and updated quarterly plus additional annual interest of 1.2%. The
interest is payable quarterly. The interest rates which applied to interest paid for 2010 (in annual terms, and including the additional interest of 1.2%) were as follows: from the issuance
date to June 30, 2010: 3.4%; from July 1, 2010 to September 30, 2010: 3.288%; from October 1, 2010 to December 31, 2010: 3.616%.

The Series D Notes due 2021 are listed for trade on the TASE, and members of our Board of Directors and senior management may have purchased a portion of the Series D Notes
due 2021 through stock exchange transactions.

The table below sets forth the payments of principal to be made on our Notes Series D due 2021, as of December 31, 2010.
NISin millions

Principal paymentsduein:

2017 80
2018 80
2019 80
2020 80
2021 80

Total 400

Series E Notes due 2017. On April 25, 2010, the Company issued to the public in Israel approximately NIS 400 million of unsecured non-convertible Notes Series E notes through a
public offering in Israel. The principal amount of Notes Series E notesis repayablein five equal annual installments between 2013 and 2017 and is not linked. The principal bears a fixed
interest at a rate of 5.5% repayable on a semi-annual basis. The Series E Notes due 2017 are listed on the TASE, and members of our Board of Directors and senior management may
have purchased a portion of the Series E Notes due 2017 through stock exchange transactions.

The table below sets forth the payments of principal to be made on our Series E Notes due 2017, as of December 31, 2010.

NISin millions

Principal paymentsduein:

2013 80
2014 80
2015 80
2016 80
2017 80

Total 400

Long-term Bank L oans and Credit Facilities:
In 2009 and 2010, we established three new credit facilities (two of which, Facilities C and E, were cancelled in November 2010) and took out the following loans:
1. On October 1, 2009, a new facility ("Facility C") was established with a leading commercia bank in the amount of NIS 250 million for a maximum period of five years, at a

wholesale interest rate plus a margin of 0.85%. The facility is to be used for short term financing. The wholesale interest rate of the bank as of December 31, 2009 was 1.1% per
year. The Company is charged acommitment fee of 0.4% per year for undrawn amounts. This facility was cancelled on November 11, 2010.
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2. On November 24, 2009, a new facility ("Facility D") was established with a leading commercial bank in the amount of NIS 700 million for a maximum period of 3 years, at a
wholesale interest rate plus a margin of 0.85%, effective from January 1, 2010. The facility is to be used for short-term financing. The wholesale interest rate of the bank as of
December 31, 2009 and 2010 was 1.15% and 2.15% per year respectively. The Company is charged a commitment fee of 0.4% per year for undrawn amounts. As of December 31,
2010, and March 15, 2011, no funds had been drawn from this facility.

3. On December 2, 2009, a new facility (“Facility E") was established with a leading commercia bank in the amount of NIS 250 million for a maximum period of 3 years, at a
wholesale interest rate plus a margin of 0.85%, effective from January 1, 2010. The facility is to be used for short-term financing. The wholesale interest rate of the bank as of
December 31, 2009 was 1.1% per year. The Company is charged acommitment fee of 0.4% per year for undrawn amounts. Thisfacility was cancelled on November 11, 2010.

4. On November 11, 2010, a new long-term loan was established with aleading Israeli commercial bank in the amount of NIS 500 million. Theloan islinked (principal and interest)
to the Israeli CPI. The principal amount is repayable in three equal annual installments between 2016 and 2018 and bear interest at an annual rate of 2.75%. The interest is
payable on a semi-annual basis. Thisloan has replaced bank facilities C and E which were cancelled. The Company may, at its discretion, at any time, prepay the loan, in whole
or in part, subject to the following conditions: the amount to be prepaid shall not be less than NIS 5 million; and the Company shall reimburse the bank for any loss sustained
by the bank, if any, as aresult of the prepayment in an amount equal to the actual financing costs of the bank arising from such prepayment.

5. On December 28, 2009, a new long-term loan was established with aleading commercial bank in the amount of NIS 300 million for aperiod of 4 years, bearing variable interest at
therate of the Israeli Prime interest rate minus amargin of 0.35%. The interest is payable quarterly and the principal is payable in one payment at the end of the loan period. The
Israeli Prime interest rate as of December 31, 2009 and 2010 was 2.5% and 3.5% per year respectively. The Israeli Prime interest rate is determined by the Bank of Israel and
updated on a monthly basis. The Company may, at its discretion, at any time, prepay the loan, in whole or in part, provided that the Company shall reimburse the bank for
losses sustained by the bank, as aresult of the prepayment calculated according to provisions detained in the |loan agreement. The loan contract requires that at any time the
loan principal will not exceed 20% of all bank credits, loans, facilities (both utilized and committed facilities) and any other indebtedness of the company to the banks.

6.  On June 8, 2010, a new long-term loan was established with aleading commercial bank in the amount of NIS 250 million for aperiod of 10 years, bearing fixed interest at the rate
of 5.7%. The principal and interest are payable annually. The Company may, at its discretion, at any time, prepay the loan, in whole or in part, subject to the following
conditions: the amount to be prepaid shall not be less than NIS 5 million; and the Company shall reimburse the bank for any loss sustained by the bank, if any, asaresult of the
prepayment in an amount equal to the increase in the financing costs of the bank arising from such prepayment.

7. OnJune 9, 2010, a new long-term loan was established with aleading commercial bank in the amount of NIS 250 million for aperiod of 10 years, bearing fixed interest at the rate
of 5.7%. The principal and interest are payable annually. The Company may, at its discretion, at any time, prepay the loan, in whole or in part, provided that the Company shall
reimburse the bank for any loss sustained by the bank, if any, as aresult of the prepayment in an amount equal to the increase in the financing costs of the bank arising from
such prepayment.

Financial covenants: With respect to Facility D and the long-term bank loans, the Company undertook to comply with financial covenants, the main provisions of which are two
ratios: (1) Theratio of (a) the amount of all financial obligations of the Company including bank guarantees that the Company has undertaken (" Total Debt") (see Item 5F, excluding:
operating leases, future contribution to fundsin respect of severance pay funds, and future purchases of handsets and fixed assets, as they are not financial liabilities on the statement
of financia position) to (b) Earnings Before Interest costs, Tax, Depreciation and Amortization expenses ("EBITDA") after deducting Capital Expenditures shall not exceed 6.5, and
(2) theratio of (a) Total Debt to (b) the EBITDA of the Company shall not exceed 4.

As used above, “EBITDA” is defined as the sum of (&) the net income before extraordinary items, (b) the amount of tax expenses set against the net profits including, without
double counting, any provisions for tax expenses, (c) amortization and depreciation expenses, and (d) any finance costs net. “ Capital Expenditures’ is defined as any expenditure which
isclassified as “fixed and intangible asset” in the Company’s consolidated financial statements.

The covenants are measured every six months on an annualized basis of twelve months and are based on the financial results for the preceding period of twelve months.

At December 31, 2009 and 2010, the Company was in compliance with all covenants stipulated for the years then ended, respectively.
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The Company does not expect that the acquisition of 012 Smile, including any indebtedness acquired as a result of the acquisition or as part of the acquisition financing or re-
financing, will cause it not to be in compliance with any of itsfinancial covenants.

Negative pledge: As part of the credit facilities, the Company provided a negative pledge undertaking (i.e., not to pledge any of its assets to a third party), except for a number of
exceptions that were agreed upon, including pledge (other than by way of floating charge) in favor of athird party over specific assets or rights of the Company, securing obligations
no greater than NIS 100 million in aggregate.

012 Smile has signed an agreement with two leading commercial banksin Israel (the "Agreement"). According to the Agreement, 012 Smile has received the following loans and
credit facilities. One bank's participation is 80% and the other's is 20%, pro-rata (the "Participation Ratios") in all of the following:

a Loan A received on January 31, 2010 in aprincipal amount of NI1S 500 million. The loanislinked (principal and interest) to the CPI. The principal amount is payablein 14 equal
semi-annual installments starting July 31, 2010 and until January 31, 2017, and bearsinterest at an annual rate of 4.2%. The interest is payable every three months. As of March
1, 2011 two principal installments were repaid.

b. Loan B received on January 31, 2010 in aprincipal anount of NIS 200 million. Theloan islinked (principa and interest) to the CPI. The principal amount is payablein one
payment on January 31, 2017, and bears interest at an annual rate of 5.1%. Theinterest is payable every three months.

c. Credit Facility C received on January 31, 2010 for a period of 42 months, allowing 012 Smile to draw short-term loans of up to an amount of NIS 100 million, for periods of 3, 6, or
12 months. The loans bear variable interest in awholesale interest rate plus a margin of an annual rate of 2%.The banks are committed to provide this credit line, a portion of
which may have been withdrawn by 012 Smile as of the date hereof.

For any unused portion of the credit facility, 012 Smile will pay a credit commission of 1.5% per annum.

012 Smile may, at its discretion, prepay the loans, in whole or in part, according to this order: Credit Facility C, Loan B, then Loan A, provided that 012 Smile shall reimburse the bank
for losses sustained by the bank cal culated according to provisions detailed in the Agreement. Any prepayment shall retain the Participation Ratio between the banks.

According to the Agreement, 012 Smile provided the banks with a negative pledge (i.e. not to pledge any of its assets to a third party), except for a pledge of specific assetsto
secure liabilities undertaken to finance the purchase of those specific assets (e.g purchasing viafinancial leasing facilities).

Partner has undertaken to guarantee the above loans and credit facilities of 012 Smile to the banks, according to their share, in an amount of up to approximately NIS 800
million.

Partner has also undertaken to comply with its currently existing covenants and negative pledge, (see "Long-term Bank Loans and Credit Facilities" above) on a consolidated
basis.

One of the abovementioned leading commercia banksin Israel has also provided 012 Smile with another credit facility in an amount of up to NIS 30 million for the regular
current operations of 012 Smile.

The information regarding 012 Smile's indebtedness and available credit presented above has been provided to us by 012 Smile, without independent verification by us. See
“Item 3D. Risk Factors -- Risks Relating to Our Business Operations -- We face risks associated with the acquisition of 012 Smile Telecom Ltd.” and Note 26 to our consolidated
financial statementsincluded herein.

Total Financial Debt.

At December 31, 2010, total financial debt (including the current portion of our long-term liabilities) amounted to NIS 3,716 million, compared to NIS 2,433 million at December 31,
2009. The increase reflected principally the issuance of Notes Series C, D and E and the borrowing under our new long-term bank loans following the capital reduction, which was
partially offset by the repayments of principal and interest of Notes Series A. Short-term financial debt, which is comprised of the current portion of long-term debt, amounted to NIS
628 million at December 31, 2010, compared to NIS 752 million at December 31, 2009, reflecting principaly the repayments on our Notes Series A due 2012, and principal annual
repayment of our long term bank loans. See also "Notes Series C due 2018" above regarding the Additional Notesissued on February 24, 2011.

We intend to fund the following repayments of the current portion of our Notes payable in 2011, bank loans and interest through additional bank loans and utilization of our credit
facilities, theissuance or sale of corporate notes, available cash or operational cash flow, or acombination of one or more of these resources.
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Current Portion Payablein 2011 as

of December 31, 2010 NISin millions
Principal on notes payable 575
Principal on long term bank loans 50
Principal on capital lease 3
Interest on notes payables 85
Interest on long term bank loans 51
Total 764

Debt Implications of Acquisition of 012 Smile. Following the acquisition of 012 Smile described in Item 5A, the Company’s consolidated total financial debt increased from
approximately NIS 3.7 billion to approximately NIS 5 billion. Under the acquisition agreement, the Company paid NIS 650 million that was financed by issuance of additional Notes Series
Cinan amount of NIS 463 million and cash on hand. In addition, the Company guaranteed 012 Smil€'s existing bank debt of approximately NIS 800 million. See"ltem 5B. Liquidity and
Capital Resources-Notes Series C due 2018".

Capital Expenditures. The mobile telephone business is highly capital intensive, requiring significant capital to acquire a license and to construct a mobile telecommunications
network. The capital requirements of our network are determined by the coverage desired, the expected call and data traffic and the desired quality and variety of services. Network
construction costs are mainly related to the number of cellsin the service area, the number of radio channelsin the cell and the switching equipment required.

Our capital expenditures represent additions to property and equipment and computer software. In the year ended December 31, 2008, 2009 and 2010, our capital expenditures
amounted to approximately NIS 589, NIS 522 million and NIS 434 million, respectively, and were principally related to our network. For 2011, the level of investmentsin fixed assetsis
expected to return to arange similar to that of the years 2008-2009 (including payments in respect of the October 2010 agreement with Ericsson ; see "Item 5A. Operating Results -
Agreement for the Upgrade of Our Existing Networks and the Deployment of Fourth Generation Network in Israel "). We fund our capital expenditures principally through cash from
operations.

Dividend payments. For year 2010, the Company distributed dividends and declared afinal dividend on February 23, 2011 (with respect to the fourth quarter of 2010), which in the
aggregate amounted to approximately NIS 1,217 million, or NIS 7.85 per share. In addition, a further NIS 1,400 million (US$ 394 million) or NIS 9.04 per share was distributed to
shareholdersin March 2010 following the reduction in shareholders' equity approved by the Courts (see “Item 5A.Operating Results-Capital Reduction”).

Cash dividends are paid in Israeli currency. For further information, see“ltem 8A. Consolidated Financial Statements and other Financia Information - Dividend Distribution
Policy”.

Main sources of liguidity

. Cash on hand,
. Operating cash flows, net of cash flow from investing activities; and
. Existing credit facilities.

Cash on hand. At December 31, 2010, we had NIS 321 million in cash on hand, compared to NIS 329 million at December 31, 2009, and following the acquisition of 012 Smile (on
March 3, 2011), on March 15, 2011, we had approximately NIS 272 million cash on hand.

Operating cash flows. Cash flow generated from operating activities, net of cash flow from investing activities, was NI1S 1,472 million (US$ 415 million) in 2010, an increase of 44.2%
from NIS 1,021 million in 2009. The increase was principally explained by the reduction of 33.6% in the cash flow used for investing activities from NIS 732 million in 2009 to NIS 486
million (US$ 137 million) in 2010. This reflected the temporary reduction in investment in fixed assets, including intangible assets, from NIS 519 million in 2008 and NIS 558 million in 2009
to NIS 394 million in 2010, partially due to the anticipated upgrade of the Company's networks. For 2011, the level of investment in fixed assetsis expected to return to arange similar to
that of the years 2008-2009.

The decrease also reflected the reduction in the amount of equipment expenses, net, that were capitalized, from NIS 198 million in 2009 to NIS 72 million (US$ 20 million) in 2010.

In addition, cash generated from operationsincreased by 11.7% or NIS 205 million in 2010 compared 2009, largely as aresult of the higher profit before depreciation and
amortization.

87




Existing credit facilities. Our Credit Facility D and 012 Smile's Credit Facility C are described above under “Long-term Bank Loans and Credit Facilities’.

We believe that funds from our operations, together with funds available under our two current credit facilities and our cash on hand, will provide us with enough liquidity and
resources to fund our expected capital expenditure needs, repayment of our notes, as well as our obligations under our financing agreements, our license payments and our other
material commitments, at least for the next 12 months. However, the actual amount and timing of our future requirements may differ materially from our estimates. See “Item 3D. Risk
Factors—We may not be able to fulfill our dividend policy in the future. If we implement our current dividend policy, we might reduce our future cash reserves, which may require usto
borrow additional money.” and “Our business results may be affected by arecurrence of arecession.” for adiscussion of uncertainties regarding raising additional debt.

5C. Resear ch and Development, Patentsand Licenses

We are primarily auser rather than a devel oper of technology. Accordingly, we did not engage in any significant research and development activities during the past three years.
5D. Trend Information
Recent developments

On February 24, 2011, it was agreed with classified institutional investorsin Israel that we would issue in a private placement an additional NIS 444 million in principal amount of
Series C Notes (approximately USD 122 million), principally in connection with the financing of the then anticipated acquisition of 012 Smile. See “ Item 5B. Liquidity and Capital
Resources -- Notes Payable” above.

On March 3, 2011 the Company completed the acquisition of all of theissued and outstanding shares of 012 Smile Telecom Ltd. ("012 Smile") from Merhav-Ampal Energy Ltd. 012
Smileisan Israeli private company which provides international long distance services, internet services and local telecommunication fixed-line services (including telephony services
using VOB). See“Item 3D. Risk Factors - We face risks associated with the acquisition of 012 Smile Telecom Ltd.”, "Item 4B. Business Overview — Acquisition of 012 Smile", "Item 5A.

Operating Results-Acquisition of 012 Smile", “Item 5B. Liquidity and Capital Resources’” and Note 26 to our consolidated financial statementsincluded herein.

See also recent regulatory developmentsin "ltem 4B. Business Overview-Regulation-Regulatory Developments" and “Item 3D. Risk Factors -- Risks Relating to the Regulation of
Our Industry”.

Outlook

In the year ahead, the reduction in the interconnect tariffs will have a significant impact on the outlook of the Company. (See “Item 3D. Risk Factors - Our business and operating
results have been adversely affected by reductionsin call and SMSinterconnect tariffsimposed by the Ministry of Communications, and may be further materially adversely affected by
future regulatory developmentsin these areas.” We believe, however, that we will be able to moderate the impact through means of operational efficiency savings, product
restructuring and continued growth in the fixed line segment and in data and content services resulting from the continued increase in the penetration of smartphones, tablets and
|aptops.

Two further regulatory changes will impact on our business in the coming year. First, the restrictions on subscriber exit fines, that were mandated in an anendment to the
Telecommunications Law effective February 1, 2011, are expected to increase the churn rate of post-paid subscribers. Second, 16 consumer amendments to the conditions of our license
became effective from March 13, 2011, which we anticipate will have a one-off adverseimpact on our operating cash flow in the first half of 2011. (See, respectively, “Item 3D. Risk
Factors - Competition from existing telecommunications providers, and potential changes in the competitive environment and communications technol ogies, may cause an increasein
subscriber acquisition and retention costs or adecrease in tariffs, and may reduce our market share and increase our churn rate, all of which could adversely affect our business and
results of operations — Limitation on Exit Fees”) and “Item 4B. Business Overview — Regulatory Developments — Consumer License Amendments’.)

The statements above under this section regarding trends are “ forward-looking” statements. We have based these forward-looking statements on our current knowledge and
our present beliefs and expectations regarding possible future events. These forward-looking statements are subject to risks, uncertainties and assumptions about Partner, consumer
habits and preferences in mobile telephone usage, trendsin the Israeli telecommunicationsindustry in general, possible regulatory and legal developments and trendsin general
economic conditions. For a description of some of the risks we face, see “ [tem 3D. Key Information — Risk Factors”, “ Item 4. | nformation on the Company” , “ Item 5. Operating and
Financial Review and Prospects’ and “ Item 8A. Consolidated Financial Statements and Other Financial Information — Legal and Administrative Proceedings” . In light of these
risks, uncertainties and assumptions, the forward-looking events discussed above might not occur, and actual results may differ materially from the results anticipated.

5E. Off-Balance Sheet Arrangements
As part of the 012 acquisition, the Company undertook to guarantee bank loans and bank guarantees in an amount of approximately NIS 800 million. See "Item 5A. Operating

Results-Acquisition of 012 Smile". Other than such guarantee, there are no off-balance sheet arrangements that have or are reasonably likely to have a current or future effect on our
financial condition, changesin financial condition, revenues or expenses, results of operations, liquidity, capital expenditures or capital resourcesthat is material to investors.
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5F. Aggregate Contractual Obligations

Set forth below are our contractual obligations and other commercial commitments as of December 31, 2010:

Payments Due by Period (NISin millions)

lessthan 1 morethan 5

Contractual Obligations Total year 1-3years 3-5years years
Long-Term Debt*
Notes Series A 958* 575 383 - -
Notes Series B 460* - 115 230 115
Notes Series C** 206* - - - 206
Notes Series D 400* - - - 400
Notes SeriesE 400* - 80 160 160
Long term bank borrowing 1,302* 50 400 100 752
Capital Lease Obligations 3 3 - -
Operating L eases 1,437 240 418 340 439
Contribution to fundsin respect of Employee rightsin respect of severance pay

funds 34 34 - - -
Commitmentsto pay for inventory purchases 642 455 187 - -
Commitments to pay for property and equipment purchases*** 326 132 139 - -
Total Contractual Cash Obligations 6,168 1,489 1,722 885 2,072

* The table above does not include payments of interest on our Long-Term Debt.

** Asaresult of theissuance of the Additional Notes Series C on February 24, 2011, the paymentsindicated in the table above for Notes Series C, should be increased based on

the principal of the Additional Notes. See"Item 5B. Liquidity and Capital Resources-Notes Payable".

*** |ncluding future payments in respect of the agreement with Ericsson that are cancellable provided compensation is paid to the supplier. See"Item 5A. Operating Results -
Agreement for the Upgrade of Our Existing Networks and the Deployment of Fourth Generation Network in Israel”.

The table above also does not reflect theimpact of the possible drawdowns on our credit facility (see “Item 5B. Liquidity and Capital Resources’). Under the terms of the credit
facility, whichisfor aperiod of three years, the Company has the right to borrow short term loans, and such borrowed amounts may be rolled over for aslong as the facility isin place.
We will therefore determine the precise timing of the principal repayments during such period according to our future levels of liquidity and cash needs.
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ITEM 6. DIRECTORS, SENIOR MANAGEMENT AND EMPLOYEES
6A. Directorsand Senior M anagement

Below isalist of the current Directors of the Company as of the date of filing of this Annual Report:

Directors
Name of Director* Age Position
llan Ben Dov (1)(3)(4) 54 Chairman of the Board of Directors
Dr. Michael J. Anghel (1)(2)(3)(6)(7) 72 Director
Barry Ben -Zeev(2)(3)(4)(5)(6)(7) 58 Director
Avi Zeldman (1)(8) 62 Director
Erez Gissin (2)(6)(7) 52 Director
Dr. Shlomo Nass(1)(2)(6) 50 Director
Osnat Ronen(4)(6) 48 Director
Y ahel Shachar(1)(3) 48 Director
* On August 26, 2010, Y acov Gelbard resigned as adirector of the Company to become its new Chief Executive Officer effective October 1, 2010.
(€] Member of the Investment Committee of the Board of Directors.
2 Member of the Audit Committee.
3 Member of the Compensation & Nominations Committee.

4 Member of the Hedging Committee.

(5) External Director under the Companies Law.
(6) Independent Director under NASDAQ rules.
) Independent Director under the Companies Law.

8) Appointed on behalf of Leumi PartnersLtd. See*“Item 7A. Major Shareholders - Agreement between Scailex and Bank Leumi Ltd”.
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Ilan Ben Dov, serves as Chairman of the Board of Directors of the Company and Suny Electronics Ltd and previously had served as Joint Chief Executive Officer for approximately
fifteen years (until May 2009). Mr. Ben Dov also serves as Chairman of the Board of Directors of Scailex Corporation Ltd. He also currently serves as adirector of Tapuz Anashim Ltd.,
Derech Hal otus Ltd., Refuat Halotus Ltd., Tao Tsuot Real Estate Ltd., Ben Dov InvestmentsLtd., . Ben Dov Investments Ltd., Harmony (Ben Dov) Ltd., aswell as subsidiaries of Suny.

Dr. Michael J. Anghel, became adirector of Partner in March 2006. From 1977 to 1999, he led the Discount Investment Corporation Ltd. (of the IDB Group) activitiesin the fields of
technology and communications. Dr. Anghel was instrumental in founding Tevel, one of thefirst Israeli cable television operators and later in founding Cellcom — the second I sraeli
cellular operator. In 1999 he founded CAP Ventures, an advanced technology investment company. From 2004 to 2005, Dr. Anghel served as CEO of DCM, the investment banking arm
of the Israel Discount Bank. He has been involved in various technology enterprises and has served on the Boards of Directors of various major Israeli corporations and financia
institutions including Elron, Elbit, Nice, Gilat, American Israeli Paper Mills, Maalot (the Israeli affiliate of Standard and Poor’s) and Hapoalim Capital Markets. He currently serves on the
Boards of Directors of Syneron Medical Ltd., Evogene Ltd., Gravity Visua Effects and Design Ltd., Dan Hotels Ltd, Orbotech Ltd. Lumus Ltd, BiolineRx Ltd and the Strauss-Group Ltd.
Heisalso the chairman of the Center for Educational Technology. Prior to launching his business career, Dr. Anghel served as a full-time member of the Recanati Graduate School of
Business Administration of the Tel Aviv University, where he taught finance and corporate strategy. He currently serves as Chairman of the Tel Aviv University’s Executive Program.
Dr. Anghel holdsaB.A. (Economics) from the Hebrew University in Jerusalem and an M.B.A. and Ph.D. (Finance) from Columbia University in New Y ork.

Barry Ben-Zeev (Woolfson), has been providing strategic business consulting services since 2009. He served as the deputy-Chief Executive Officer and Chief Financial Officer of
Bank Hapoalim in 2008. He joined the bank in 1976 and served in avariety of senior positionsin the branch system and the international division including New Y ork. He served in the
following executive positions prior to becoming Deputy-Chief Executive Officer and Chief Financial Officer: Deputy-Chief Executive Officer, Head of International Private Banking during
the years 2002-2006 and Deputy-Chief Executive Officer and Head of Client Asset Management during the years 2006-2007. He al so served as amember of the Board of Directors of the
Tel Aviv Stock Exchange during the years 2006-2007 and as the chairman of Bank Hapoalim Switzerland and Poalim Asset Management during the years 2002-2006. He received both his
Bachelor's degree in Economics and his M.B.A from Tel-Aviv University.

Erez Gissin, has been adirector of Partner since August 1998 and is currently amember of the Audit Committee. Since April 2005, Mr. Gissin has been a private investor through
his management and investment company. For the prior five years, Mr. Gissin has been the CEO of IP Planet Network Ltd., an Israeli telecommunication company providing satellite
broadband services. Previously, he was the Vice President of Business Development of the Eurocom Group, an Israeli leader in telecom and internet products and services. Mr. Gissin
holds aBachelor of Sciencein Industrial Engineering from Tel Aviv University and an M.B.A degree from Stanford University, California

Dr. Shlomo Nass, isasenior partner at Dr. Shlomo Nass and Co. Ltd., and President, Partner and Director in the investment group I. G. B. — Israel Global Business. Dr. Nassalso
serves as adirector on the Board of Directors of the following companies: Tao T'suot, NMC United Entertainment, Aviv Arlon Ltd, Click Software Technologies, The Blue Shore
Development Company (Tel Aviv- Herzliya) Ltd. and Darban Investments Ltd. Dr. Nassis also President, Partner and Chairman of the Board of: IRS-TKB International Consultants Ltd.
Chaniman Entrepreneurship, Shir Lak Ltd., and M. D. K. Touch Ltd.and Vice Chairman of The Public Advisory Committee on Trade Levies. and served in the past as Chairman of the
Board of Directors of The Israel Electric Corp. and Chairman of the Board of Directors of Ayalon Insurance Co. and adirector in IBC-Industrial Buildings Corporation Ltd. (Mivnei
Taasiya) and Tao T'suot Nadlan, Formula Systems (1985). .Dr. Nass holds a B. Sc. degree in economics and accounting, an LL. B. degree and a Ph. D degreein law, all from Bar- Ilan
University. Dr. Nassis also a Certified Public Accountant in | srael, amember of the Israel Bar and a Certified Information System Auditor by C.I.S.A. (USA).

Osnat Ronen, serves as adirector on the Board of Directors of the following companies: Amiad Filtration Systems, Aeronautics Systems Ltd, (and its subsidiaries), Ads Market
Ltd., Orad Hi-Tech Ltd., D-pharm and Degania Silicone Ltd. and has served as a General Partner of Viola Private Equity since January 2008. From 2001 until 2007, Ms. Ronen was the
Deputy Chief Executive Officer of Leumi PartnersLtd. (formerly, Leumi & Co. Investment House), the private equity investment arm and investment banking services arm of the Leumi
Group. Between 2004 and 2007, Mrs. Ronen was the Deployment Strategy & Execution Manager of the Bachar reform implementation of the Leumi Group. Prior to these positions, she
served as Deputy Head of the Subsidiaries Division of The Leumi Group from 1999 until 2001. Mrs. Ronen was also a member of the followingBoards of Directors : Anticodes Ltd,
Keshet Broadcasting, Paz Oil Company Ltd., Direct Insurance, Leumi Card, Fox Group Ltd, Arab Israeli Bank, Leumi Mortgage Bank and more. . Mrs. Ronen holds an M.B.A. degree and
aBSc degree in mathematics and computer science from Tel Aviv University.

Yahel Shachar, joined Scailex Corporation Ltd. in December 2001 as Chief Financial Officer. For thelast four and a half years Mr. Shachar serves as Chief Executive Officer of
Scailex Corporation Ltd and is also adirector on the Board of Directors of Tapuz Anashim Ltd. Previously, Mr. Shachar served as Chief Operating Officer at BVR Technologies Ltd. for
three years. Mr. Shachar hold an LL.M. degree from the Georgetown University in Washington, D.C., and an LL.B. degree from the Tel-Aviv University and heis amember of the Israeli
and New Y ork bar associations.

Avi Zeldman, served from 1999-2010 as the Chief Executive Officer of Leumi Partners Ltd., afully owned subsidiary of Bank Leumi and as Chairman of the Board of Directors of
Leumi Mortgage Bank, Ltd. from 1987-2010. In addition, he served from 1988 until 1999 as a senior management member of Bank Leumi in his capacity as head of the banking division
and all of the bank branchesin Israel. Mr. Zeldman serves on the Board of Directors of the following companies: Fox-Weizel Ltd., Super-Pharm (Israel) Ltd., Techno Rov Holdings (1993)
Ltd. and, Archimedes Global (Cyprus) Ltd. Mr. Zeldman studied Economics and Statistics as well as Business Administration Studies at Haifa University.
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Senior Management

Below isalist of the current Senior Management of the Company as of the date of filing of this Annual Report:

Name of Officer Age Position

Y acov Gelbard* 63 Chief Executive Officer

Emanuel Avner 50 Chief Financia Officer

Shachar Landau** 52 Vice President, Operations

Avi Berger 48 Vice President, Technologies

Michal Dana 55 Vice President, Human Resources

Amit Lang*** 40 Senior Director Business Development & Regulation
Ronit Rubin**** 46 Vice President, Information Technology

Y acov Kedmi 59 Head of Marketing, Content & Growth Engines Division
Roly Klinger 51 Vice President, Legal, Chief Legal Counsel and Joint Company Secretary
Einat Rom®***** 45 Vice President, Private Customers Division,

Gil Rosenfeld 45 Vice President, Business Customers Division

* Appointed on August 26, 2010, to replace David Avner as Chief Executive Officer effective October 1, 2010. See Appointments bel ow.

** Asof October 17, 2010, Shachar Landau replaced Chaim Beker as Vice President Operations.

*** Asof October 1, 2010, Amit Lang replaced Oded Degany as Senior Director Business Devel opment and Regulation.

***x Asof March 1, 2010 Ronit Rabin replaced Gadi Gilon as Vice President Information Technology.

**xxx Asof November 24, 2010 Einat Rom replaced Erez Paz as Vice President Private Customers Division.
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Yacov Gelbard was appointed as Chief Executive Officer on October 1, 2010 after having served on the Board of Directors of the Company from October 28, 2009, until August 25,
2010, and after having served as Active Chairman of the Board of Directors of Tefron Ltd, between 2008 and 2010. Mr. Gelbard served as Chief Executive Officer of Bezeq The Israel
Telecommunication Corp. Ltd. for approximately two years and as Chief Executive Officer of Pelephone Communications Ltd. for approximately five years. Previously, he had served as
Chief Executive Officer of Haribua Hachachol for seven years. Mr. Gelbard holds a bachel or's degree in accounting and economics from Tel-AvivUniversity.

Emanuel Avner was appointed as Chief Financial Officer of Partner as of July 2006 and in addition, as of October 2010 is also responsible for the Company's investor relations.
Previously he served as Vice President and Chief Financial Officer of Blue Square — Isragl Ltd., an Israeli food retailer traded on the New Y ork Stock Exchange, since November 2003. Mr.
Avner served from 1999 until October 2003 as Chief Financial Officer of Ericsson Israel. From 1993 to 1999, he served as Corporate Controller and Deputy CFO of Super Sol Ltd. Mr.
Avner isaCPA (member of the American and Israeli Institute of Certified Public Accountants) and holds a Mastersin Business Administration (1st Class Honors) and aBA in
Economics and Accounting from the Hebrew University of Jerusalem. David Avner and Emanuel Avner are not related.

Avi Berger was appointed as Vice President, Technologies effective January 1, 2009, having served as Deputy Vice President Technologies since joining the Company in
December 2007. Prior to joining the Company, Mr. Berger served as Vice President of Business Development in Tadiran communications Ltd. after having served for 21 yearsin the
Israeli Defense Forces, rising to the rank of Colonel and Head of the C4l department in the C4l branch. Mr. Berger holds a bachelor degree in Electrical Engineering from Tel Aviv
University, and aMaster Degree in Electrical Engineering (Communication & Telecommunication) from UCLA.

Michal Dana serves as Vice President, Human Resources since May 2006. She worked at Amdocs since 2002, where she served first as the Director of Human Resources for
Amdocs’ European and Latin American division, and from 2005 as the Vice President of Human Resources, overseeing the worldwide customer business group for all human resource
activitiesin Europe, Asia Pacific, and Latin America. From 2000 to 2002, Ms. Dana served as the Vice President of Human Resources for Bungee Communications, a start-up wireless
broadband tel ecommunications company. Before that, she served from 1999 to 2000 as the Director of Human Resources for the Carmel Containers Systems Group, from 1996 to 1999 as
the Director of Human Resources for the Caesarea Development Corporation, and from 1980 to 1996 as the Senior Human Resource Consultant for Pilat international consulting group.
SheholdsaB.A. in Socia Science from the Open University in Isragl.

Yacov Kedmi was appointed as Head of Marketing, Content and Growth Engines Division effective March 1, 2010 after having served as the Company's first Vice President of
Marketing, Media and Content from 1998 until 2002. From 2004 until rejoining the Company, he founded and managed his own consulting firm. From 2002 until 2004 he served as the
marketing coordinator at “3” —an HWL owned company. From 1994 until 1998 he served as a marketing consultant at MPV Communications. From1992 to 1994, he served as VP
Marketing of the Ma ariv daily newspaper and from 1990-1992 he served as CEO of Mei-Eden a bottled water producer. Previously he served from 1979-1989 at Tavori Ltd. asoft drinks
company, in anumber of positionsin the area of sales management and finally holding the position of VP Marketing.

Roly Klinger, Vice President, Chief Legal Counsel and Company Secretary, joined Partner in August 1998 as the Chief Legal Counsel and Joint Company Secretary. Roly Klinger
was appointed as Vice President responsible also for Regulatory Affairs from November 1, 2007 and until March 1, 2010. From 1993, she served as Legal Advisor and Corporate General
Secretary of Keshet Broadcasting Ltd., which holds an operating franchise for Israel’ s first commercial television channel. Ms. Klinger received an LL.B degree from Tel Aviv University
and is admitted to the |srael Bar.

Shachar Landau, was appointed as Vice President Operations effective October 17, 2010, after serving as senior head of the operation division for approximately 6 months. Mr.

Landau served until then as the CEO of Suny Electronics Ltd. for approximately 15 years. Mr. Landau holds a bachelor's degree in economics and an MBA degree from the Tel-Aviv
University.
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Amit Lang, was appointed as Senior Director Business Development and Regul ation effective October 2010. Prior to joining the Company and as of 1999 he filled a number of
positionsin the Ministry of Finance. In hislast position Mr. Lang served as the Senior Deputy of Budget Director and between 2006 -2010 he served as adirector of several companies.
Mr. Lang holds a bachelor's degree in management and economics from Tel-Aviv Y afo Academic College, an MBA from The College Of Management and an M.A in Public and
Economic policy from Tel-Aviv University.

Einat Rom, was appointed as Vice President of Private Customers Division effective December 1, 2010, after serving as Vice President of Servicein Better Place Company. Prior to
that, Mrs. Rom served as Vice President of Private Division in Bezeq The Israel Telecommunication Corp. and as Vice President of Service in Pelephone Communications Ltd. Mrs. Rom
holds a bachelor's degree in social science.

Ronit Rubin, was appointed as Vice President CIO of the I T Division effective March 1, 2010 when she joined the Company. Prior to joining the Company, Ms. Rabin served from
2006 asthe VP IT Division and Business Technologies of VISA CAL. From 1983-2006, she served in the | sraeli Defense Forces and held various positionsin the programming field,
including commander of the computer unit of the Navy from 2004-2006. Ms. Rubin holdsaB.A in economics and logistics from Bar Ilan University and an M.B.A from Ben- Gurion
University.

Gil Rosenfeld, was appointed as Vice President, Business Customers Division effective March 1, 2010 after having served as Vice President Sales Division. Mr. Rosenfeld joined
Partner in 2006. Previously, he worked for HP Israel and HP Europe 1998 to 2006 during which time he held the positions of Country Managing Director, Personal Systems Sales Director,
Personal Systems Group Country Manager and Country Sales Manager. Before that he worked as the General Manager of Compaq Israel from 1996 to 1998. Before that he held the
position of the Enterprise Systems Organizer, Enterprise District Sales Manager and Senior Sales Representative from 1990 to 1996 for CM S, the HP distributor in Israel. Mr. Rosenfeld
received an Honours Degree in Business Information Systems and before that he received a Bachelor of Commerce degree from the University of Witwaters and South Africa.
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Appointments

Under our license, at least 10% of our Board of Directors, or at least one director if the Board is comprised of up to 14 members, must be appointed by Israeli entities, as defined in
thelicense. See “Item 4B. Business Overview — Regulation — Our Mobile Telephone License”.

Scailex and Bank Leumi have entered into an agreement under which Bank Leumi is entitled to appoint one member of the Board of Directors. See“Item 7A. Major Shareholders —
Agreement between Scailex and Bank Leumi Ltd”. Except for the foregoing, there is no arrangement or understanding with any major shareholders regarding the appointment of
Directors or senior management.

On March 16, 2010 the Board of Directors announced the anticipated departure of David Avner as Chief Executive Officer effective October 1, 2010. Mr. Avner was replaced as CEO
by Mr. Y acov Gelbard, whose appointment was approved by the Board of Directors on August 26, 2010. Several other new appointments have been made among our senior
management following the acquisition by Scailex in October 2009 of a controlling interest in the Company. Seethe “Senior Management” table above.

None of the above directors or members of senior management has any family relationship with any other director or senior manager of the Company. Senior management is
selected by the CEO with the approval of the Board of Directors, for an indefinite term of office and may be removed by the Board of Directors at any time.

6B. Compensation

The aggregate compensation paid, and benefitsin kind granted to or accrued on behalf of all our directors and senior management for their servicesin all capacities to the Company
and its subsidiaries during the year ended December 31, 2010, was approximately NIS 68 million (US$19 million). Thisamount included approximately NIS 2 million (US$0.5 million) set
aside or accrued to provide pension and retirement benefits on behalf of all our senior management during the year ended December 31, 2010. The aggregate compensation paid also
included aretention payment of $2 million paid to our former CEO based on retention plans that the Company adopted in February and in September 2009. The aggregate compensation
amount does not include performance bonus payments made in 2010 with respect to the year ending December 31, 2009, but does include bonus payments deemed earned with respect
to the year ending December 31, 2010, and paid in 2011.

Bonus payments for our senior management are determined with respect to agiven year based on quantitative and qualitative goals set for the Company as awhole, aswell ason
anindividual basis. Theindividual goalsfor the Chief Executive Officer are set by the Compensation Committee and the Board of Directors, and the individual goals for senior
management reporting to the CEO are set by the CEO in accordance with the overall Company objectives. Once the results of the year are known, and based on the extent to which
corporate and individual goals have been met, bonus payments are determined in the discretion of the Board of Directors, in light of the recommendati ons made by the Compensation
Committee and, with respect to senior management reporting to the CEO, in light of recommendations made by the Compensation Committee and the CEO.

Compensation for senior management may also be provided in the form of stock options to purchase our ordinary shares. In 2010 options were granted to our senior management
under the 2004 Share Option Plan to purchase up to 2,932,750 of our ordinary shares at aweighted average exercise price of NIS 62.03 per option (after dividend adjustment and
amendments to the exercise price) with such options vesting at the earliest in March 2011. These options will expire by December 2020. For more information, see “Item 6E. Directors,
Senior Management and Employees—Share Ownership—2004 Share Option Plan”.

In order to encourage the Company’s executive officers to remain with the Company following the sale by Advent of its controlling interest, the Company’s Board of Directors, upon
the recommendation and approval of its Audit and Compensation Committees, adopted a two-year retention plan on September 9, 2009. According to the terms of the plan, retention
paymentswill be made to each of the Company’s eligible executive officers at the first and second anniversaries of the date of adoption of the retention plan, provided the executive
officer has not resigned for reasons other than for certain justified reasons, as specified in the retention plan or in case of termination by the Company. The maximum aggregate amount
of all retention payments together is $6.5 million, out of which an amount of US$ 4 million was paid during 2010.
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6C. Board Practices

Referencesin this annual report to “externa directors’ are to those directors who meet the definition of external directors under the Israeli Companies Law, and referencesin this
annual report to “USindependent directors” are to those directors who meet the definition of independence under applicable listing requirements of NASDAQ. Referencesin this
annual report to "Israeli independent directors" are to those directors who meet the definition of independence under the Israeli Companies Law.

Terms of Directors

Directors are elected at the annual sharehol ders meeting to serve for three years, in the case of external directors under the Companies Law, or until the next annual meeting of the
shareholders, in the case of other directors; or until their respective successors are elected and qualified, whichever occursfirst, or in the case of Israeli directors, who are appointed by
the founding Israeli sharehol ders upon awritten notice signed by at least two of the founding Israeli shareholders who are the record holders of at |east 50% of minimum Israeli holding
shares, to the Company Secretary of his or her appointment, until their respective successors are elected upon such notice. An extraordinary meeting of the Company may elect any
person as adirector to fill an office which became vacant, or to serve as an additional member to the then existing Board of Directors, provided that the maximum number of seventeen
directorsis not exceeded, or to serve as an external director or an independent director, or if the number of the members of the Board of Directorsis|ess than the minimum set in the
Articles of Association. Any director elected in such manner (excluding an external director) shall servein office until the coming annual meeting. The Articles of Association also
provide that the Board of Directors, with the approval of asimple majority of the directors, may appoint an additional director to fill avacancy or to serve as an additional member to the
then existing Board of Directors provided that the maximum number of seventeen directorsis not exceeded. The Company’s Articles of Association provide that the Board of Directors
may delegate all of its powersto committees of the Board of Directors as it deems appropriate, subject to the provisions of the Companies Law. No director has a service contract with
the company or its wholly-owned subsidiaries providing for benefits upon termination of employment. Our officers serve at the discretion of the Board of Directors or until their
successors are appointed. See “Item 4B. Business Overview — Regulation — Our Mobile Telephone License” for description of additional requirements of the composition of our Board
of Directors and the appointment of its members.

Alternate Directors

Our Articles of Association provide that adirector may appoint any individual to serve as an alternate director. An alternate director may not serve as such unless such personis
qualified to serve as adirector. In addition, no person who already serves as adirector or alternate director of Partner may serve as the alternate director of another director of Partner.
Under the Companies Law, an alternate director shall have all of the rights and obligations of the director appointing him or her, except the power to appoint an alternate. The alternate
director may not act at any meeting at which the director appointing him or her is present. Unless the time period or scope of any such appointment islimited by the appointing director,
such appointment is effective for all purposes and for an indefinite time, but will expire upon the expiration of the appointing director’sterm.

External Directorsunder the CompaniesLaw

The Companies Law requires that Partner have at |east two external directorson its Board of Directors. The election of an external director under the Companies Law must be
approved by ageneral meeting of shareholders provided that either: (a) the majority of shares voted at the meeting, including at least one third of the shares of non-controlling
shareholders voted at the meeting, vote in favor of such arrangement or (b) the total number of shares voted against such arrangement does not exceed one percent of the aggregate
voting rightsin the company.

The Companies Law further requiresthat at least one external director have financial and accounting expertise, and that the other external director(s) have professional competence,
as determined by the company’s Board of Directors. Under enacted regulations, a director having financial and accounting expertise is a person who, due to his or her education,
experience and talentsis highly skilled in respect of, and understands, business-accounting matters and financial reportsin amanner that enables him or her to understand in depth the
company’s financial statements and to stimul ate discussion regarding the manner in which the financial datais presented. Under the regulations, a director having professional
competence is a person who has an academic degreein either economics, business administration, accounting, law or public administration or an academic degree or has other higher
education, all in the main business sector of the company or in arelevant areafor the Board of Directors position, or has at |east five years experience in one or more of the following (or
acombined fiveyears' experiencein at least two or more of the following): a senior position in the business management of a corporation with a substantial scope of business, a senior
public officer or asenior position in the public service or asenior position in the field of the company’s business.

Dr. Michael Anghel and Barry Ben-Zeev are our external directors under the Companies Law.
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Financial Expertsunder the Companies Law

In accordance with the Companies Law, Partner has determined that the minimum number of directors with “accounting and financial expertise” that Partner believesis appropriate,
inlight of the particulars of Partner and its activities, is three. Under the Companies Law, only one of such “experts’ isrequired to be an external director. In accordance with its
determination, all of our directors have “accounting and financial expertise”.

NASDAQ Corporate Governance Rules and Our Practices

Under NASDAQ Rule 5615(a)(3), aforeign private issuer such as the Company may follow its home country practicein lieu of the requirements of the NASDAQ Rule 5600 Series
(“Corporate Governance Requirements”), with certain exceptions, provided that it discloses each requirement that it does not follow and describes the home country practice followed in
lieu of such requirements. We describe below the areas where we follow our home country practice rather than the NASDAQ Corporate Governance Requirements:

- In order to comply with the conditions and restrictions imposed on us by the Ministry of Communications, including in our license, in relation to ownership or control
over us, under certain events specified in our articles of association, the Board of Directors may determine that certain ordinary shares are dormant shares.
Consequently, we received an exemption from NASDAQ with respect to its requirement (now under NASDAQ Rule 5640) that voting rights of existing shareholders of
publicly traded common stock registered under Section 12 of the US Securities Exchange Act cannot be disparately reduced or restricted through any corporate action
or issuance.

- In compliance with I sraeli Companies Law and our Articles of Association, the compensation committee is authorized among other things, to evaluate and recommend
to the Board of Directors (and to the audit committee, if so required under any applicable law) the total compensation package for the Company’s Chief Executive Officer
and all other officers. Our compensation committee consists of four Board of Directors members, two of whom are external, independent directors, rather than entirely of
independent directors. Asaresult, the conditions of NASDAQ Rule 5605(d), that compensation for the CEO and all other executive officers must be determined or
recommended to the Board by the independent directors or a compensation committee comprised solely of independent directors, are not satisfied.

- As permitted under Israeli Companies Law, the Company’s Board of Directors selects director nominees for shareholder approval based on a majority decision takenin
accordance with the Company’s Articles of Association. The conditions of NASDAQ Rule 5605(€), that director nominees must either be selected or recommended to
the Board by the independent directors or a nomination committee comprised solely of independent directors, are thus not satisfied.

I nvestment Committee

Our investment committee, formerly known as the executive committee, is comprised of members who are directors appointed by the Board of Directors from time to time. Subject to
the provisions of the Companies Law, the investment Committee is authorized to make all major decisions relating to the business affairs of Partner. Theinvestment Committeeis
authorized by the Board of Directors to approve contracts, commitments and other transactions regarding certain topics or up to avalue determined by the Board of Directors from time
totime. llan Ben-Dov, Dr. Michael Anghel, Dr. Shlomo Nass Y ahel Shachar, and Avi Zeldman are members of our investment committee. On March 17, 2011, our Board of Directors
appointed the investment committee to serve also as acommittee for social responsibility.

Audit Committee

Pursuant to the rules of the Securities and Exchange Commission (the “SEC”) and the listing requirements of the NASDAQ Global Select Market, as aforeign private issuer, we are
required to establish an audit committee consisting only of members who are “independent” directors as defined by SEC rules. In accordance with the Company's Audit Committee
Charter, our audit committee is responsible among other things, for overseeing the Company’s financial reporting process and the audits of the Company’s financial statements,
including monitoring the integrity of the Company’sfinancial statements and the independence and performance of the Company’sinternal and external auditors. Our Audit Committee
isalso directly responsible for the appointment, compensation and oversight of our independent auditors.

The Israeli Companies Law requires public companies, including Partner, to appoint an audit committee comprised of at least three Board members, including all the company’s
external directors. The chairman of the Board of Directors, any director employed by the company or granting services to the company on a permanent basis, any controlling
shareholder or any relative of acontrolling shareholder may not be a member of the audit committee. The responsibilities of our Audit Committee under the Companies Law include
identifying irregularities in the management of the company’ s business and approving related party transactions as required by law.
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The Companies Regulations (Provisions and conditions regarding the approval procedure of the financial reports) of 2010, which were enacted in February 2010, also requires
public companies to appoint a committee for the review of the company's financial reports (“the Financial Statement Review Committee") and sets forth a procedure for the approval of
the financial reports. Under the said Companies Regulations, the composition of the Financial Statement Review Committee must meet anumber of conditions including the requirement
that al its members must be Board of Director members and the majority of the members must be independent directors as defined in the Companies Law. In addition, under the
regulations, an audit committee that fulfills the required composition conditions set out in the Companies Regulations can be considered as the Financial Statement Review Committee.
Accordingly, since the Company's Audit Committee has already been operating in compliance with U.S. legal requirements (as described above), which satisfy the conditions of the
Israeli Financial Statement Review Committee, the Board of Directors, after confirming that the requirements of the said regulations are fulfilled, decided that the Audit Committee will
serve asthe Financial Statement Review Committee.

Our audit committee consists of four Board of Directors members, Dr. Michael Anghel, Barry Ben- Zeev, Erez Gissin and Dr. Shlomo Nass, all of whom meet the SEC’ s definition of
independent directors for the purpose of serving as audit committee members, three of whom (Dr. Michael Anghel, Barry Ben- Zeev and Erez Gissin) meet the Companies Law's
definition of independent directors, and two of whom (Dr. Michael Anghel and Barry Ben- Zeev) meet the Companies Law’s definition of external directors. In accordance with the SEC
definition of “independent” director, none of them is an affiliated person of Partner or any subsidiary of Partner.

The Board of Directors has determined that all four Audit Committee members are “audit committee financial experts’ as defined by applicable SEC regulations. See “Item 16A.
Audit Committee Financia Expert” below.

Compensation and Nominations Committee

Our compensation and nominations committee consists of four Board of Directors members, of which two are external, independent directors. In compliance with the requirements
of the Companies Law and our articles of association, the compensation and nominations committee was authorized by the Board of Directors to eval uate and recommend to the Board
of Directors (and to the audit committee, if so required under any applicable law) the total compensation package for the Company’s Chief Executive Officer and al other officers;
reviewing the results and procedures for the evaluation of the performance of other officers by the Company’s Chief Executive Officer; making recommendations to the Board of
Directors regarding any long-term incentive compensation or equity plans; and supervising the administration of the plans and periodically reviewing acomprehensive statement of
executive compensation policy. [lan Ben Dov, Dr. Michael Anghel, Barry Ben -Zeev and Y ahel Shachar are members of the compensation and nominations committee.

Hedging Committee

Our hedging committee consists of three Board of Directors members, of which oneisan external, independent director and one is an independent director. The hedging committee
was formed in 2010 to meet as necessary in order to discuss the hedging policy of the Company. Ilan Ben Dov, Barry Ben -Zeev and Osnat Ronen are members of the hedging committee

Security Committee

Pursuant to an amendment to our license from April 2005, a Board committee has been formed to deal with security matters. Only directors with the required clearance and those
deemed appropriate by Israel’s General Security Service may be members of this committee. The committee must consist of at least four members, who are subject to the clearance
required from the Israeli General Security Service and at |east one external director. Where any matter requires a Board of Directors’ resolution and it is a security matter, then the
committee should be authorized to discuss and to resolve such security matter and the resolution should bind the Company. However, in cases where the security matter concerned isa
transaction with arelated party, the transaction should be submitted for approval in accordance with the requirements of the applicable U.S. law, the Israeli Companies Law and any
other applicable laws, provided that, in any case, only directors with security clearance can participate in any forum which will deal with security matters. On April 12, 2005, our Board of
Directors approved the formation of the Security Committee to consist of four Israeli directors, which are subject to Israeli security clearance and security compatibility to be determined
by the General Security Service. Michael Anghel, Erez Gissin, Osnat Ronen and Y ahel Shachar are members of the Security Committee, subject to clearance by the Israeli General
Security Service.

Internal Auditor
The Companies Law requires the Board of Directors of a public company to appoint an internal auditor nominated by the audit committee. A person who does not satisfy certain

independence requirements may not be appointed as an internal auditor. The role of theinternal auditor isto examine, among other things, the compliance of the company’s conduct
with applicable law and orderly business procedures. Our interna auditor isMr. Y ehuda Motro, formerly theinternal auditor of the Tel Aviv Stock Exchange.
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Fiduciary Duties of an Office Holder

The Companies Law governs the duty of care and duty of loyalty which an Office Holder has to the company. An “ Office Holder” is defined in the Companies Law as adirector,
general manager, chief executive officer, executive vice president, vice president, or any other person assuming the responsibilities of any of the foregoing positions without regard to
such person’stitle and other managers directly subordinate to the general manager.

The duty of loyalty requires the Office Holder to avoid any conflict of interest between the Office Holder’s position in the company and personal affairs, and proscribes any
competition with the company or the exploitation of any business opportunity of the company in order to receive personal advantages for him or herself or others. This duty also
requires him or her to reveal to the company any information or documents relating to the company’ s affairs that the Office Holder has received due to his or her position as an Office
Holder. The duty of care requires an Office Holder to act in away that a reasonable Office Holder would act in the same position and under the same circumstances. Thisincludes the
duty to utilize reasonable means to obtain information regarding the advisability of agiven action submitted for his or her approval or performed by virtue of his or her position and all
other relevant information.

Approval of Related Party Transactions

Generally, under the Companies Law the compensation of an Office Holder who isadirector, or the compensation of an Office Holder who holds a controlling interest in the
company, requires the approval of the audit committee, the Board of Directors and the general meeting of the shareholders of the company. The Companies Law also requiresthat a
transaction between the company and its Office Holder and also a transaction between the company and another person in which an Office Holder has a personal interest, requires the
approval of the Board of Directorsif such transactions are not extraordinary transactions, although, as permitted by law and subject to any relevant stock exchange rule, our Articles of
Association allow the audit committee to approve, without the need for approval from the Board of Directors. If such transactions are extraordinary transactions (that is, a transaction
other than in the ordinary course of business, otherwise than on market terms, or islikely to have amaterial impact on the company’s profitability, assets or liabilities), in addition to
audit committee approval, the transaction also must be approved by our Board of Directors, and, in certain circumstances, also by the sharehol ders of the company at ageneral meeting.
Under the Companies Law, an extraordinary transaction between a public company and a person having control of the company or an extraordinary transaction between a public
company and another person, in which a controlling member has a personal interest (including a private placement), must be approved by the audit committee, the Board of Directors
and the shareholders, provided that either: (a) the majority of shares voted at the meeting, including at least a majority of the shares voted by shareholders who do not have a personal
interest in the matter and who are participating in the voting, are voted in favor of such arrangement (abstentions shall not be included in the total of the votes) or (b) the total number
of shares of the shareholders referred to in clause (a) voting against such arrangement does not exceed two percent of the aggregate voting rights of the company.

The Companies Law requires that an Office Holder promptly disclose any direct or indirect personal interest that he or his affiliates may have, and all related material information
known to him, in connection with any existing or proposed transaction by the company. If the Office Holder complies with such disclosure requirements, the company may approve the
transaction in accordance with the provisions of its articles of association and the Companies Law. Under the Companies Law, if the Office Holder has a personal interest in the
transaction, the approval must confirm that the transaction is not adverse to the company’s interest.

In most circumstances, the Companies Law restricts Office Holders who have a personal interest in amatter which is considered at a meeting of the Board of Directors or the audit
committee from being present at such meeting, participating in the discussions or voting on any such matter.

For information concerning the direct and indirect personal interests of certain of our Office Holders and principal shareholdersin certain transactions, see “ltem 7. Major
Shareholders and Related Party Transactions.”

Recent Amendment to the | sraeli Companies Law
In March 2011, the Israeli Parliament adopted Amendment No. 16 to the Israeli Companies Law, or Amendment No. 16. This amendment implements acomprehensive reform in
corporate governance. Most of the provisions of this amendment will become effective 60 days after its officia publication in the Israeli Official Gazette. A summary of the principal
changes introduced by Amendment No. 16 is set forth below:
e A higher shareholder approval threshold was adopted to permit a chief executive officer to also serve as chairman of the board and vice versa, and a prohibition was

adopted on the chairman's ability to serve the company in any capacity other than as the chief executive officer;
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The majority of the members of the audit committeeis now required to be “independent” (as such term is defined under the I sraeli Companies Law); the chairman of
the audit committee is required to be an external director, and the following are disqualified from serving as members of the audit committee: the chairman, any director
employed by the company or by its controlling shareholder or by an entity controlled by the controlling shareholder, a director who regularly provides servicesto the
company or to its controlling shareholder or to an entity controlled by the controlling shareholder, and any director who derives most of itsincome from the
controlling shareholder;

The functions to be performed by the audit committee were expanded to include, inter aia, the following: determination whether certain related party actions and
transactions are "material" or "extraordinary" in connection with their approval procedures, to assess the scope of work and compensation of the company's
independent accountant, to assess the company'sinternal audit system and the performance of itsinternal auditor and to set whistle blower procedures (including in
respect of the protections afforded to whistle blowers);

The threshold to elect external directors wasincreased, such that the election of external directors now requires amajority vote at a shareholders' meeting, provided
that either: at least amajority (previously, one-third) of the shares of non-controlling shareholders cast at the meeting vote in favor of the election of the external
director, or the total number of shares of non-controlling shareholders voted against the election of the external director does not exceed 2% (previously, 1%) of the
voting rights in the company;

The independence requirements of external directors were enhanced such that an individual may not be appointed as an external director in acompany that does not
have a controlling shareholder, in the event that he has affiliation, at the time of his appointment, to the chairman, chief executive officer, a 5% shareholder or the chief
financial officer; in addition, an individual may not be appointed as an external director if hisrelative, partner, employer, supervisor, or an entity he controls, has other
than negligible business or professional relations with any of the persons with which the external director himself may not be affiliated;

External directors may be re-elected for an additional term by means of one of the following mechanisms: (i) the board of directors proposed the nominee and his
appointment was approved by the shareholders in the manner required to appoint external directors for their initial term (which was the only available way to re-elect
external directors prior to the adoption of Amendment No. 16), or (ii) a shareholder holding 1% or more of the voting rights proposed the nominee, and the nomineeis
approved by amajority of the votes cast by the shareholders of the company, excluding the votes of controlling shareholders and those who have a personal interest
in the matter asaresult of their relations with the controlling shareholders, provided that, the aggregate votes cast by shareholders who are not controlling
shareholders and do not have a personal interest in the matter as aresult of their relations with the controlling shareholdersin favor of the nominee constitute more
than 2% of the voting rightsin the company;

The terms of employment of an officer now require the approval of the audit committee as well as the board of directors;

The threshold to approve extraordinary transactions with a controlling shareholder or in which a controlling shareholder has a personal interest was increased, such
that: (i) at least amajority (previously one-third) of the votes cast by shareholders who have no personal interest in the transaction and who vote on the matter are
voted in favor of the transaction, or (ii) the votes cast by shareholders who have no personal interest in the transaction voted against the transaction do not represent
more than 2% (previously 1%) of the voting rightsin the company; in addition, any such extraordinary transaction whose term is more than three years, require
approval as described above every three years, unless (with respect to transactions not involving management fees) the audit committee approves that alonger term
is reasonable under the circumstances.

With respect to full tender offers (tender offers for the acquisition of all outstanding sharesin a company, the time-frame for a shareholder to arequest appraisal rights

with respect to the tender offer was extended from three to six months following the consummation of athe tender, but it is now permitted for the acquirer to elect that
any shareholder tendering his shares will not be entitled to appraisal rights.
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Duty of a Shareholder

Under the Companies Law, a shareholder has a general duty to act in good faith towards the company and other shareholders and refrain from improperly exploiting his power in
the company, particularly when voting in the general meeting of shareholders on (a) any amendment to the articles of association, (b) an increase of the company’s authorized share
capital, (c) amerger or (d) approval of transactions with affiliates which require shareholder approval. In addition, any controlling shareholder, any shareholder who knows that it
possesses power to determine the outcome of a shareholder vote and any shareholder that, pursuant to the provisions of the articles of association, has the power to appoint an office
holder in the company, isunder aduty to act in fairness towards the company.

Indemnification

The Companies Law and our Articles of Association provide that Partner may indemnify an officer or director of Partner to the fullest extent permitted by the law. Without
derogating from the foregoing, and subject to the limitations set forth in the Israeli Securities Law (see "Item 4B Business Overview-Regul ation-Regul atory Developments-Securities
Administrative Enforcement"), our Articles of Association specifically provide that Partner may indemnify an officer or director of Partner for liability or expense heincursor that is
imposed upon him as aresult of an action or inaction by him (or together with other officers or directors of Partner) in his capacity as an officer or director of Partner as follows:

1) any financial liability incurred by, or imposed upon the officer or director in favor of another person in accordance with ajudgment, including ajudgment given in a settlement
or ajudgment 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:
@ in the context of proceedings filed against him by Partner or on Partner’s behalf or by athird party; or
(b) inacriminal proceeding in which he was acquitted; or
(0 inacriminal proceeding in which he was convicted of afelony which does not require afinding of criminal intent.

3 reasonabl e litigation expenses, including legal fees, incurred by the officer or director due to such investigation or proceeding conducted against him by an authority
\:Iavur:::cr)]rl zed to conduct an investigation or proceeding, relating to an offense which does not require criminal intent, within the meaning of the relevant termsin any law, and
@ ended without filing of an indictment against him and without the imposition of afinancial liability as asubstitute for acriminal proceeding; or
(b) ended without filing of an indictment against him but for which he was subject to afinancial liability as a substitute for acriminal proceeding; or

4 any other liability or expensein respect of which it is permitted or will be permitted under applicable law to indemnify an officer or director of Partner.

The Companies Law and our Articles of Association also permit usto undertake in advance to indemnify an officer or director with respect for items (2) and (3) above, or any other
matter permitted by law. The Companies Law and our Articles of Association also permit us to undertake in advance to indemnify an officer or director with respect to item (1) above,
provided however, that the undertaking to indemnify is restricted to events which in the opinion of the Board of Directors are anticipated in light of Partner’s activities at the time of
granting the obligation to indemnify, and is limited to a sum or measurement determined by the Board of Directors to be reasonable in the circumstances. The undertaking to indemnify
shall specify the events that, in the opinion of the Board of Directors are expected in light of the Company’s actual activity at the time of grant of the indemnification and the sum or
measurement which the Board of Directors determined to be reasonable in the circumstances.

The Companies Law combined with our Articles of Association also permits usto indemnify an officer or director after the fact for all kinds of events, subject to applicable law.

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

1) abreach of the duty of loyalty toward us, unless the officer or director acted in good faith and had reasonable grounds to assume that the action would not harm us,
2 abreach of the duty of care done intentionally or recklessly ("pzizut") except for negligence;
®)) an intentional act intended to unlawfully yield apersonal profit; or

4 acrimina fine or apenalty imposed on him.
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We have undertaken to indemnify our directors and officers, subject to certain conditions as aforesaid. We consider from time to time the indemnification of our directors and
officers, which indemnification will be subject to approval of our Audit Committee, Board of Directors and in case of indemnification of directors, also of our shareholders.

Under the indemnification letters granted prior to the date of thisreport, the aggregate indemnification amount payable by usto all of the officers and directors and other
indemnified persons pursuant to all |etters of indemnification issued or that may be issued to them by the Company in the future will not exceed the higher of (i) 25% of shareholders
equity and (ii) 25% of market capitalization, each measured at the time of indemnification.

Release

The Companies Law and our Articles of Association authorize the Company, subject to the required approvals, to release our directors and officers, in advance, from such persons'
liability, entirely or partially, for damage in consequence of the breach of the duty of care toward us. Notwithstanding the foregoing, we may not rel ease such person from such person's
liability, resulting from any of the following events: (i) the breach of duty of loyalty towards us; (ii) the breach of duty of care made intentionally or recklessly ("pzizut") except for
negligence; (iii) an intentional act intended to unlawfully yield a personal profit; (iv) acriminal or administrative fine or a penalty imposed upon such person; and (v) the breach of duty
of carein distribution ("haluka").
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6D. Employees

At December 31, 2010, we had 6,068 employees on full time equivalent basis, compared with 5,673 employees at December 31, 2009, and 4,671 at December 31, 2008. The number of
employees at year-end 2008, 2009, and 2010, according to their activity, was as follows:

December 31
2008 2009 2010
Customer service 2,902 3,750 4,041
Engineering 306 322 302
Sales and sales support 569 517 586
Information technology 165 249 277
Marketing and Content 127 135 140
Finance 114 119 132
Human resources 124 125 130
Remaining operations 364 456 460
TOTAL 4,671 5,673 6,068

Substantially all of our employees have entered into employment contracts with us, terminable at will by either party.

Our employees are not covered by any company-specific collective bargaining agreement. However, we are subject to various I sraeli labor laws and practices, aswell as orders
extending certain provisions of collective bargaining agreements between the Histadrut, currently the largest labor organization in Israel, and the Coordinating Bureau of Economic
Organizations, the federation of employers’ organizations. Such laws, agreements and orders cover awide range of areas and impose minimum employment standards including, working
hours, minimum wages, vacation and severance pay, and special issues, such as equal pay for equal work, equal opportunity in employment, and employment of women, youth,
disabled persons and army veterans.

Asof January 1, 2008, the Extension Order for Comprehensive Pension Insurance in the Economy applies (the “ Pension Extension Order”). Pursuant to the Pension Extension
Order, the employee's contributions and employer’s contributions are ranked and increase each year until the year 2013. In 2008, the total deduction from the employee’s salary for
remunerations was 0.833%, and the total of employer’s contributions was 0.833% for remunerations and 0.834% for severance. In 2013, deductions from the employee's salary will be 5%
for remunerations, and employer’s contributions will be atotal of 5% for remunerations and 5% for severance. Some of our employees are eligible for an improved pension plan with
terms of 5% employer’s contributions and a deduction of 5% from the employee’'s salary. The more senior employees are entitled to afull pension insurance, in the amounts as follow
(amounts vary according to choice of apension fund or amanager’sinsurance fund): employer’s contributions: 13.33%- 15.83% of the employee's salary and employee’s deductions:
5% of the employee’s salary.

We also offer to some of our employees the opportunity to participate in a*“ Continuing Education Fund,” which functions also as a savings plan. Each of the participating
employees contributes an amount equal to 2.5% of his salary and we contribute between 5% and 7.5% of such employee’s salary.

According to the National Insurance Law, Israeli employers and employees are required to pay predetermined sumsto the National Insurance Institute. These contributions entitle
the employees to health insurance and benefits in periods of unemployment, work injury, maternity leave, disability, reserve military service, and bankruptcy or winding-up of the
employer. We have never experienced a strike or work stoppage and no material labor-related claims are pending. We believe that our relations with our employees are good.

Since October 2001, most of our employees participate in a Health Insurance Program which provides additional benefits and coverage which the public health system does not
provide. Eligibility to participate in the policy does not depend on seniority or position.

6E. Share Owner ship

As of January 31, 2011, to the best of the Company’s knowledge our directors and senior management's holdings do not exceed 1% of our outstanding ordinary shares. Directors
and senior management do not have different voting rights than other shareholders of the Company.

Asof February 28, 2011, our senior management held, in the aggregate, optionsto purchase up to 4,766,000 of our ordinary shares, of which 1,666,250 options were vested and
exercisable as of that date. No individual senior manager holds options to purchase 1% or more of our outstanding ordinary shares. No options have been granted to our directors.
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Thetable below sets forth the number of outstanding options held by our senior management according to exercise price and expiration date, as of February 28, 2011:

Option exerciseprice Number of options
(NIS) held Option expiration Date
64.16 266,666 September 2014
64.16 266,667 September 2015
3011 21,250 September 2016
64.16 266,667 September 2016
5344 68,750 June 2017
61.53 12,500 February 2018
48.83 1,860,000 March 2019
60.12 1,718,500 July 2020
75.16 158,750 December 2020
71.34 126,250 February 2021

2004 Share Option Plan

Under the 2004 Share Option Plan (“the 2004 Plan™), 5,775,000 ordinary shareswereinitialy reserved for issuance upon the exercise of 5,775,000 options to be granted without
consideration to employees, directors, officers and advisors. The options will be granted to employees under the provisions of the capital gain’stax route provided for in Section 102 of
thelsraeli Income Tax Ordinance. The option holder may exercise all or part of hisoptions at any time after the date of vesting but no later than the expiration of the exercise period,
which will be fixed by the Employee Stock Option Committee and will not exceed ten years from the date of option grant.

Upon the occurrence of any merger, consolidation, reorganization or similar event, or other substantially similar corporate transaction or event, we are required to make such
equitable changes or adjustments necessary to the number of shares subject to each outstanding option in order to prevent dilution or enlargement of the option holders' rights.

The 2004 Plan is administered by the Compensation Committee of the Board of Directors. Subject to the restrictions of the Companies Law, the Compensation Committeeis
authorized, among other things, to exercise all the powers and authorities, either specifically granted to it under the 2004 Plan or necessary or advisable for the administration of the 2004
Plan.

If an option holder’s employment with usis terminated because of hiswillful and continued failure to perform his duties and obligations to us or hiswillful engaging in misconduct
injurious to us such that, in each case, the actions or omissions of the participant are sufficient to deny the participant a severance payment under the Israeli Severance Payment Law,
1963, his options will expire upon termination of employment. If an option holder’'s employment with usis terminated by us for any other reason, he may exercise his vested options
during the remainder of their exercise period. If an option holder’s employment is voluntarily terminated by the option holder (other than by reason of retirement, death or disability), he
may exercise his vested options during the 90-day period following the later of the date of termination and the date upon which the resulting shares may be freely sold. If an option
holder’s employment with usis terminated as aresult of the retirement, death or disability of the option holder, he may exercise his vested options and the pro rata portion of options
scheduled to vest in the year of termination during the remainder of their exercise period.

In connection with the adoption of the 2004 Plan, we received an exemption from the requirement set out in NASDAQ'’s Marketplace Rule 4350(i)(1)(A) that listed companies receive
sharehol der approval when certain stock option or purchase plans are to be established or materially amended, or certain other equity compensation arrangement made or materially
amended. This exemption was granted based on the fact that the NASDAQ requirement is inconsi stent with applicable Israeli legal requirements, which require approval from a
company’s Board of Directors upon the establishment or amendment of such a plan unless directors or controlling partners participate in the plan in which case approval of the
shareholders meeting would be required upon the grant of optionsto such directors or controlling partners.

Following an amendment of the 2004 Plan, the Board of Directors may amend the 2004 Plan, subject to other sections of the Plan and the rules and/or regulations of any stock
exchange applicable from time to time to the Company, by reason of their applicability to its shareholders or otherwise; provided, that (i) any alterations to the terms and conditions of
the Plan which are of a material nature or to the Options granted (except where the alterations take effect automatically under the existing terms of the Plan); and (ii) any change to the
authority of the Board of Directors of the Company or the Compensation Committee in relation to any alteration to the terms of the Plan. The Board of Directors may, at any time and
from time to time, terminate the 2004 Plan in any respect, subject to any applicable approvals or consents that may be otherwise required by law, regulation or agreement, including by
reason of their applicability to the shareholders or otherwise, and provided that no termination of the 2004 Plan shall adversely affect the terms of any option which has already been
granted.
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On March 26, 2008, the 2004 Plan was amended by the Board of Directors to include the following material amendments: to increase the total number of our shares reserved for
issuance upon exercise of all options granted under the 2004 lan by 8,142,000 shares; to introduce the acceleration of option vesting and exercisability in the event of achange of
control or voluntary winding up; and to allow, upon compliance with certain conditions, the “ cashless” exercise of vested options, according to which, upon exercise by the option
holder of agiven number of options, but without payment of the exercise price, the option holder would receive from the Company only the number of shares whose aggregate market
value equals the economic gain which the option holder would have realized by selling all the shares purchased at their market price, net of the option exercise price. The exercise price
of the optionsis based on the fair market value of the Company’s shares at the time of grant. The fair market value of an ordinary share on any date will be equal to the average of the
closing sale price of ordinary shares during the preceding 30 trading days; as such closing sale priceis published by the Tel-Aviv Stock Exchange.

On February 23, 2009, the 2004 Plan, was further amended by the Board of Directors (the “Plan Amendments”) to include the following two material amendments: (i) with respect to
options granted on or after February 23, 2009, the date of approval of the Plan Amendments by the Board of Directors (the “Board Approval”),a dividend-adjustment mechanism,
reducing the exercise price of such options following each dividend distribution in the ordinary course in an amount in excess of 40% (forty percent) or of another percent resolved by
the Board of Directors, of the Company’s net income for the relevant period (“the Excess Dividend”) by an amount equal to the gross amount of the Excess Dividend per Ordinary
Share. (ii) with respect to all options granted under the 2004 Plan, a dividend adjustment mechanism reducing the exercise price of such options following each dividend distribution
other than in the ordinary course, by an amount which the Board of Directors considers as reflecting the impact such distribution will have or will likely to have on the trading price of
the Ordinary Shares, and provisions authorizing the Board of Directorsto allow option holders who were granted options before February 23, 2009 and to oblige option holders who
were granted options on or after February 23, 2009 to exercise their vested options during a fixed period, through a cashless exercise procedure. The Plan Amendments were approved
by our shareholders.

On February23,2009, the Board of Directors adopted a cashless exercise procedure according to which, option holders who were granted options on or after February 23, 2009
would be allowed to exercise their options only through a cashless exercise procedure and those granted options before February 23, 2009 would be able to choose between the
cashless exercise procedure and the regular option exercise procedure.

On December 27, 2009, following aresolution for capital reduction in the amount of NIS 1.4 billion, the Board of Directors approved, in accordance with the terms of the 2004 Plan, a
reduction to the exercise price in an amount equivalent to 50% of the capital reduction per share. The exercise price was reduced on the capital reduction record date March 7, 2010 and
was applied to options which were granted before this record date.

In March 2010, the Board of Directors approved the grant of 1,100,000 share options to certain senior officers of the Company; In July 2010, the allocations of these options were
amended by the Board of Directors to those senior officers under the same terms and conditions except for the exercise price. The fair value difference before and after the amendment is
approximately NIS 3 million that will be recognized as additional compensation.

In July 2010, the Board of Directors approved the grant of 1,134,700 share options, of which 1,123,500 were granted to senior officers and managers.

In October 2010, the Board of Directors approved the grant of 800,000 share options to acompany that provides management services to the Company by the Chief Executive
Officer of the Company.

In December 2010, the Board of Directors approved the grant of 287,000 share options to a senior officer and managers of the Company.
In February 2011, the Board of Directors approved the grant of 126,250 share optionsto a senior officer of the Company.

Through December 31, 2010, 14,623,000 options have been granted to Company's empl oyees pursuant to the 2004 Plan, of which 5,240,331 options have been exercised, 2,560,519
options were forfeited and 4,625 options expired (options forfeited and expired are available for subsequent grants), and 6,817,525 outstanding.

As of December 31, 2010, 1,859,144 options authorized under the 2004 Plan remain ungranted. The ordinary shares derived from the exercise of the options confer the samerights as
the other ordinary shares of the Company.
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ITEM 7.MAJOR SHAREHOLDERSAND RELATED PARTY TRANSACTIONS
7A.Major Shareholders

Thefollowing table sets forth certain information with respect to the beneficial ownership of our ordinary shares as of January 31, 2011, with respect to each person whom we
believe to be the beneficial owner of 5% or more of our ordinary shares. Except where otherwise indicated, we believe, based on information furnished to us by the principal
shareholders, that the beneficial owners of the ordinary shares listed below have sole investment and voting power with respect to such ordinary shares. None of our major
shareholders has any different voting rights than any other shareholder. See “Item 10B. Memorandum and Articles of Association — Rights Attached to Shares”.

Issued and
Shares | ssued Outstanding
beneficially Shares(1) Shares (1)
Name owned % %
Scailex Corporation Ltd, together with Suny Electronics Ltd (2) 71,498,719 44.76 46.05
Treasury shares (3) 4,467,990 2.80 -
Public (4) 83,760,577 52.44 53.95
Total 159,727,286 100.00 100.00

1) As shown above and used throughout this annual report, the term “Issued and Outstanding Shares” does not include any treasury shares held by the Company. Treasury
shares, which areincluded in “Issued Shares”, have no voting, dividend or other rights under the I sraeli Companies Law, aslong as they are held by the Company.

2 Scailex, an Israeli corporation listed on the Tel Aviv Stock Exchange, held on January 31, 2011, 44.65% of our Issued and Outstanding shares and voting rights. Scailex isa
majority owned subsidiary of Suny, an Israeli corporation listed on the Tel Aviv Stock Exchange which isindirectly controlled by Mr. Ilan Ben-Dov. Suny has acquired 1.40%
of our Issued and Outstanding shares and total voting rights. Asaresult of hisindirect control of Scailex and Suny, Mr. [lan Ben-Dov indirectly controlled 46.05% of our
Issued and Outstanding shares and total voting rights as of January 31, 2011. See“Item 3D. Risk Factors—46.05% of our shares and voting rights are indirectly controlled by a
single shareholder”.

(3 Treasury shares do not have aright to dividends or to vote.

4 The shares under "Public" include 5,015,457 shares held by Israeli entities from among our founding shareholders and their approved substitutes. These shares, together with
2,173,126 shares held by Suny and 869,129 shares held by Scailex, which areincluded in the table above, constitute 5.04% of our issued shares (approximately 5.19% of the
Issued and Outstanding Shares). Under the terms of our mobile telephone license, Israeli entities from among our founding shareholders and their approved substitutes must
hold at least 5% of our issued and outstanding share capital and of each of our means of control. “Israeli entities” are defined as individuals who are citizens and residents of
Israel and entities formed in Israel and controlled, directly or indirectly, by individuals who are citizens and residents of Israel, provided that indirect control isonly through
entitiesformed in Israel, unless otherwise approved by the Israeli Prime Minister or Minister of Communications.

The shares under "Public" also include 7,677,037 shares held by Leumi Partners Ltd. which constitute 4.81% of the | ssued Shares (approximately 4.95% the I ssued and
Outstanding Shares).
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Asof January 31, 2011, to the best of the Company’s knowledge, our directors and senior management's hol dings do not exceed 1% of our outstanding ordinary shares; their
holdings have been included under “Public” in the table above. For information regarding options held by our senior management to purchase ordinary shares, see “Item 6E. Share
Ownership”.

By letter dated March 8, 2010, we were notified by Capital Research and Management Company (“CRMC"), aU.S.-based investment adviser, that it held 9,534,245 shares, including
shares represented by ADRs, amounting to 6.16% of our |ssued and Outstanding shares, on behalf of one or more of the funds under the management of CRMC. CRMC stated inits
letter that it does not own the shares on its own behalf, but that the funds managed by CRMC are the legal owners of the shares.

We are not aware of any arrangements that might result in a change in control of our Company.
Principal Shareholder

On October 28, 2009, Advent Investments Pte Ltd., awholly-owned subsidiary of Hutchison Telecom, sold its entire controlling interest in the Company to Scailex, an Israeli
corporation listed on the Tel Aviv Stock Exchange. Scailex isamajority owned subsidiary of Suny, which isalso an Israeli corporation listed on the Tel Aviv Stock Exchange and is
indirectly controlled by Mr. [lan Ben-Dov. Asof January 31, 2011, our controlling shareholder, Mr. Ilan Ben-Dov, held indirectly 46.05% of our |ssued and Outstanding shares and total
voting rights asaresult of hisindirect control of Scailex and Suny.

Asour largest shareholder, Scailex, who is also one of our main handset suppliers (see “Item 7B. Related Party Transactions — Transactions with Affiliates’, hasthe ability to
influence our business through its ability to virtually control all actions that require majority approval by the shareholders and through its representatives on our board of directors.
Scailex isnot obligated, however, to provide us with financial support or to exerciseitsrights as a shareholder in our best interests or in the best interests of our minority shareholders
and noteholders, and it may engage in activities that conflict with such interests. If the interests of Scailex conflict with the interests of our other shareholders and noteholders, those
shareholders and noteholders could be disadvantaged by the actions that this shareholder chooses to pursue. In addition, Scailex may cause our businessto pursue strategic
objectives that may conflict with the interests of our other shareholders and noteholders. See “Item 3D. Risk Factors — 46.05% of our shares and voting rights are indirectly controlled
by asingle shareholder”.

Seealso “Item 7B. Related Party Transactions — Relationship Agreement” below for a description of the Restatement of the Relationship Agreement among Scailex and the
founding Israeli shareholders.

Agreement between Scailex and Bank Leumi Ltd

On August 23, 2009, Scailex announced that, in the context of its acquisition of the entire controlling interest in the Company, Scailex had entered into an agreement on August 21,
2009 (the “ Leumi Sales Agreement"), with Bank Leumi Ltd ("Bank Leumi"), according to which Bank Leumi, or acompany on its behalf, would purchase from Scailex 7,677,037 shares of
the Company, representing 4.99% of the Company’s | ssued and Outstanding shares. The sharesto be sold to Bank Leumi would be part of the 78,940,104 shares of the Company
subject to Scailex’s share purchase agreement signed with Advent on August 12, 2009, and announced by Scailex on August 13, 2009. Scailex announced the closing of the Leumi Sales
Agreement on October 28, 2009.

According to Scailex’s announcement, the Leumi Sales Agreement includes customary rights for the protection of minority shareholders, and provides Bank Leumi with a“tag
along” right in the event Scailex sellsitsinterest in the Company in amanner that would cause Scailex to lose control of the Company. In addition, for aslong as Bank Leumi holds at
least 4,230,832 of the Company sharesit purchased from Scailex, Scailex must use its voting power in the Company to cause the election of at |east one director recommended by Bank
Leumi.

In addition, the announcement stated that Bank Leumi has aveto right according to which, aslong asit holds the Company shares described above, the following matters may not
be proposed to the Company’s Board of Directors or shareholders (subject to applicable law), without Bank Leumi’s prior written approval: (i) dissolution, split, or reorganization of the
Company; (ii) amerger of the Company other than on market conditions; (iii) amaterial change in the Company’s business; (iv) activities that could cause the Company’s shares to be
delisted from trading on either the Tel Aviv Stock Exchange or NASDAQ; (v) the allocation or private issuance of shares and/or options and/or convertible securitiesin Scailex an
amount that exceeds one percent of the Company’sissued and outstanding share capital (excluding options allocated to its employees and only after Bank Leumi has been consulted);
and (vi) the appointment of an external auditor to the Company which is not one of the five largest accounting firms.
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Scailex’s announcement also stated that Scailex undertook to use its means of control in the Company to ensure that any related-party transaction will be brought to the Company’s
Board of Directors for approval; decisions regarding related-party transactions shall be made only after approval by a majority of the Board members that were not appointed upon
Scailex’ s recommendation; and rel ated-party transactions shall not be executed if they are not on market terms. According to the announcement, the Leumi Sales Agreement states that
if arelated-party transaction is brought for approval at a meeting of Company shareholders, each of Scailex and Bank Leumi may vote according to its own judgment.

The announcement stated that, in compliance with and subject to Scailex’slegal obligations as a controlling shareholder in the Company, Scailex undertook to exercise its means of
control in the Company to convene meetings of the Audit Committee, the Board of Directors, and annual shareholders’ meetings; in which adecision will be discussed to grant Bank
Leumi registration rights under the same terms as those granted in the registration rights agreement dated October 26, 1999, between the Company, Advent and certain other additional
shareholders, for aperiod of 5 years after completion of the Leumi Sales Agreement (and if not possible, then under materially similar commercial terms); and to use Scailex’s means of
control in the Company to obtain the above decision at the annual meeting of the Company’s shareholders. If registration rights are granted to the shares that are sold, after the
completion of the Sales Agreement the sold shares shall be transferred to Bank Leumi together with the said registration rights.

Other

On January 31, 2011, 17,984,585 ADSs (equivalent to 17,984,585 ordinary shares) or approximately 11.58% of our total Issued and Outstanding ordinary shares, were held of record
by 57 registered holdersin the United States. Additionally, on January 31, 2011, there were approximately 34 holders of record of our ordinary shares. Of these holders, none had a
registered address in the United States, although certain accounts of record with registered addresses other than in the United States may hold our ordinary shares, in whole or in part,
beneficially for United States persons. We are aware that many ADSs and ordinary shares are held of record by brokers and other nominees and accordingly the above numbers are not
necessarily representative of the actual number of personswho are beneficial holders of ADSs and ordinary shares, or the number of ADSs and ordinary shares beneficially held by
such persons.

7B. Related Party Transactions
Agreements between Partner and Leumi Partners UnderwritersLtd.

Leumi Partners Underwriters Ltd. (“Leumi Partners’), afully owned subsidiary of Leumi Partners Ltd., acted as a pricing underwriter and/or distributor, in connection with the
following Company offerings:

e Leumi Partners acted as a pricing underwriter and distributor, in connection with a private offering to institutional investorsin Israel following which on November 29, 2009,
the Company issued NIS 448 million in principal amount. Pursuant to the underwriting agreement, the Company paid Leumi Partnersa sum of NIS 380,000 representing a
commission at the rate of 28.27% from the total commission paid by Partner at the rate of 0.25% of the total immediate consideration for the offering plus an additional
performance based commission at arate of 0.05% of the total immediate consideration for the offering which the Company elected to pay at its sole discretion;

e Leumi Partners acted as distributor in connection with a public offering following which on April 15, 2010, the Company issued NIS 1 billion of Series C, Series D and Series
E Notes. Pursuant to the underwriting agreement, the Company paid Leumi Partners a sum of NIS 900,000 representing acommission at the rate of 30% from the total
commission paid by Partner at the rate of 0.25% of the total immediate consideration for the Public Offering plus an additional performance based commission at arate of
0.05% of the total immediate consideration for the Public Offering which the Company elected to pay at its sole discretion;

e Leumi Partners acted as distributor in connection with a private offering to institutional investors in Israel following which on February 24, 2011, the Company issued NIS
443 million of Notes Series C for a gross consideration of NIS 463 million. Pursuant to the underwriting agreement, the Company paid Leumi Partners a sum of NIS 694,000
representing acommission of 0.15% of the total immediate consideration for this offering.
Relationship Agreement
Our founding Israeli shareholders are parties to a Relationship Agreement with Scailex in relation to its direct holdings of our shares and the rights associated with such holdings.
See Exhibit 4.(a).1.1 incorporated by referencein this annual report.
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License Conditions: Required Minimum Israeli and Founding Shareholder Percentages

The parties to the Relationship Agreement have agreed that they shall at all times comply with the terms of our license requiring that our founding shareholders or their approved
substitutes hold in aggregate at |east 26% of our means of control, and that our Israeli founding shareholders or their approved substitutes (from among the founding sharehol ders and
their approved substitutes) hold at least 5% of our means of control. See “Item 4B. Business Overview—Regul ation—Our Mobile Telephone License-License Conditions.”

Compulsory Transfer in the Event of Default

If aparty to the Relationship Agreement commits certain events of default described in the agreement, it may be required to offer its shares to the other parties on a pre-emptive
basis. Events of default for this purpose include a breach of the Relationship Agreement which has amaterial adverse effect on Partner, and in the case of such breach, the purchase
price at which the shares are to be sold will be market value less a 17.5% discount.
Termand Termination

The Relationship Agreement continuesin full force and effect until we are wound up or cease to exist unless terminated earlier by the parties. The Relationship Agreement will
terminate in relation to any individual party after it ceasesto hold any share beneficialy if it isrequired to comply with the minimum holding requirements for founding shareholders or
Israeli founding shareholders, as applicable, and the transfer of the shares was not made in breach of the Relationship Agreement.

Related agreement among Israeli founding shareholders

A shareholders' agreement among the Israeli founding shareholders, or their approved substitutes, established the procedures, rights and obligations with respect to the
appointment of the Israeli director.

Transactionswith Affiliates
Agreements with affiliates of Scailex

On December 27, 2009, the Company’s Audit Committee and Board of Directors approved an extension of the Company’ s headquarters | ease agreement with Mivnel Ta'asiyaLtd
("Mivnel Taasiya'). Mr. llan Ben Dov, who isthe controlling shareholder of Scailex, our principal shareholder, isalso the controlling shareholder of Tau Tshuot Ltd ("Tau"), which
holds 4.9% of theissued share capital of Mivnel Taasiya

Under the extension, the lease period for all rented office space shall be consolidated and extended for seven years (until 31 December 2016). In consideration of the extension of
the lease agreement, a discount of 5% has been granted on the rental fees. Asaresult, the lease fees for 2010 shall be NIS 24 million.

Partner shall have the right to extend the lease period by an additional three or five years. Should Partner choose to extend the lease by an additional five years, the |ease fee shall
be reduced by 2.5%. Partner also has the right to shorten the lease period regarding all or part of the leased properties and terminate the |ease on December 31, 2014.

On December 27, 2009, our Audit Committee and Board of Directors approved the existing perennial agreement with Scailex, our principal shareholder as of October 28, 2009. The
agreement was approved by our shareholders on April 28, 2010. Under the agreement, we will purchase, from time to time, cellular handsets, accessories and spare parts which are
manufactured by Samsung Electronics Ltd. and imported into Israel by Scailex. See "Item 10C. Material Contracts'.

Registration Rights

We have entered into aregistration rights agreement with Scailex, our principal shareholder, in which we granted our principal shareholder the right to require usto register ordinary
shares held by them under the US Securities Act. We have agreed that, upon request from our principal shareholder, we will file aregistration statement under the US Securities Act to
register ordinary shares held by them, subject to a maximum of one request in any 6-month period. Thereis no limit to the number of registrations that can be requested under the
agreement. The minimum amount of shares that must be included in any registration requested under this agreement is 2.65% of our outstanding shares. We have also granted our
principal shareholder the right to include their ordinary sharesin any registration statement covering offerings of ordinary shares by us. The registration rights agreement will terminate
upon the earlier of October 27, 2014 (five years after the date of the Change of Control transaction) and such time as the holder can sell its ordinary sharesinto the United States public
market pursuant to an exemption from the registration requirements of the Securities Act without regard to holding period, volume or manner-of-sale limitations.

7C. Interests of Expertsand Counsel

Not applicable.
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ITEM 8. FINANCIAL INFORMATION
8A. Consolidated Financial Statementsand Other Financial I nformation

Audited financial statements for the three fiscal years ended December 31, 2010, are included under “Item 18. Financial Statements.”
Legal and Administrative Proceedings

In addition to the legal proceedings discussed below, we are party to a number of legal and administrative proceedings arising in the ordinary course of our business. We do not
currently expect the outcome of such mattersindividually or in the aggregate to have a material adverse effect upon our business and financial condition, results of operations and cash
flows.

In addition to ordinary course proceedings described above, we have been named as defendants in a number of civil and criminal proceedings related to our network infrastructure
and consumer claims regarding, for example, our tariff plansand billing methods, which may result in civil liabilities or criminal penalties against us or our officers and directors. Plaintiffs
in some of these proceedings are seeking certification as class actions. The costs that may result from these lawsuits are only accrued for when it is more likely than not that aliability,
resulting from past events, will be incurred and the amount of that liability can be quantified or estimated within a reasonable range. The amount of the provisions recorded is based on
a case-by-case assessment of therisk level, and events arising during the course of legal proceedings may require areassessment of thisrisk. The Company’s assessment of risk is
based both on the advice of counsel and on the Company’s estimate of the probable settlements amount that are expected to be incurred, if such a settlement will be agreed by both
parties.

See “Item 3D. Risk Factors’ for adescription of the main litigations and proceedings in which we are currently or have been involved. See also Note 18 to our consolidated financial
statements and, for adescription of the principal 012 Smile litigations and proceedings of which we are currently aware, Note 26 to our consolidated financial statements

During 2010, four criminal proceedings were brought against us concerning the erection of network sites without building permits. As of December 31, 2010, 11 criminal proceedings
were pending against us concerning the erection of network sites without building permits, one of which was pending against our officers and directors. We are currently negotiating
with the relevant local authorities to reach a settlement regarding the relocation of affected sites or obtaining building permits for those sites. The total amount of fines paid in 2010 was
approximately NIS 242,000. Settlements of previous criminal proceedings brought against us resulted in Partner, but not its officers or directors, admitting guilt and paying afine, and
also resulted in the imposition of demolition orders for the relevant sites, the execution of which have been stayed for aperiod of time to allow us to obtain the necessary permits or to
relocate the relevant network site.

Dividend Distribution Policy

Our Articles of Association allow for our Board of Directors to approve all future dividend distributions, without the need for shareholder approval, subject to the provisions
governing dividends under the Companies Law. We first paid adividend to our shareholders for the year 2005. See “Item 5. Liquidity and Capital Resources — Dividend payments and
share repurchases.”

On March 16, 2010 the Board of Directors approved a dividend policy for 2010 targeting at least an 80% payout ratio of annual net income for the year ending December 31,
2010. For the year 2010, the Company distributed dividends and declared a final dividend on February 22, 2011 (with respect to the fourth quarter of 2010), which in the aggregate
represent a payout ratio of approximately 98% of our annual net income for the year. On February 22, 2011, the Board of Directors approved a dividend policy for 2011, the same as with
respect to the year 2010, targeting at least 80% payout ratio of annual net income for the year ending December 31, 2011. See “Item 3D. Risk Factors- We may not be able to fulfill our
dividend policy in the future. If weimplement our current dividend policy, we might reduce our future cash reserves, which may require usto borrow additional money.” for risksrelating
to future payments of dividends.
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In addition, on February 22, 2010, the District Court approved the application submitted by the Company to approve adistribution in the total amount of NIS 1.4 billion (exceeding
the surpluses for distribution) to the Company's sharehol ders ("the capital reduction"). Following the District Court's approval atotal amount of approximately NIS 1.4 billion or NIS9.04
per share was paid on March 18, 2010, to shareholders and ADS holders of record on March 7, 2010, which resulted in areduction in shareholders' equity by an equal amount. See"Item
5A.Operating Results - Capital Reduction".

Weintend to pay any dividendsin shekels. Under current Israeli regulations, any dividends or other distributions paid in respect of ordinary shares may be freely repatriated in
non-Israeli currencies at the rate of exchange prevailing at the time of conversion, provided that Israeli income tax has been paid on or withheld from such dividends. Because exchange
rates between the shekel and the US dollar fluctuate continuously, a holder of ADSswill be subject to currency fluctuation generally and, particularly, between the date when dividends
are declared and the date dividends are paid.
8B. Significant Changes

No significant change has occurred since the date of our financial statements, except as set forth under “Item 5D. Trend Information — Recent Developments”.
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ITEM 9. THE OFFER AND LISTING
9A. Offer and Listing Details

Our capital consists of ordinary shares, which are traded on the Tel Aviv Stock Exchange under the symbol “PTNR”. American Depositary Shares (“ADSs”"), each representing one
of the Company’s ordinary shares, are quoted on the NASDAQ Global Select Market under the symbol “PTNR”. Our ADSs were listed on the London Stock Exchange until March 12,
2008, when we discontinued the listing of our ADSs on that exchange. The ADSs are evidenced by American Depositary Receipts (“ADRs’) originally issued by JPMorgan Chase, as
depositary under a Deposit Agreement, dated as of November 1, 1999, among the Company, JPMorgan Chase and registered holders from time to time of ADRs. ADSs were first issued
in October 1999. Since March 2006, the Bank of New Y ork has served as our depository for ADSs.

The tables below set forth, for the periods indicated, the reported high and low closing quotations, not adjusted for dividends, based on information supplied by the National
Association of Securities Dealers, Inc., and information supplied by the Tel Aviv Stock Exchange.

NASDAQ Tel Aviv Stock Exchange

($ per ADS) (NIS per ordinary share)

High Low High Low
2006 12.52 7.20 51.92 33.85
2007 22.23 11.50 85.20 48.42
2008 24.62 15.15 85.48 58.40
2009 20.46 13.46 77.20 57.30

2010

First Quarter 24.13 20.17 94.29 74.00
Second Quarter 22.87 15.26 84.07 60.00
Third Quarter 18.38 15.17 67.50 59.00
Fourth Quarter 21.75 18.30 79.25 65.96
September 2010 18.38 16.70 67.50 63.57
October 2010 20.32 18.30 73.40 65.96
November 2010 20.96 20.01 76.76 71.39
December 2010 21.75 19.77 79.25 70.80
January 2010 20.62 19.00 74.00 70.45
February 2010 19.49 18.50 7164 66.87
March 2010 (through March 16) 18.82 17.93 66.48 65.37

9B. Plan of Distribution
Not applicable.
9C. Markets
Our ADSs are quoted on the NASDAQ Global Select Market under the symbol “PTNR”. Our ordinary shares are traded on the Tel Aviv Stock Exchange under the symbol “PTNR”.
9D. Selling Shareholders
Not applicable.
9E. Dilution
Not applicable.
9F. Expenses of the | ssue

Not applicable.
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ITEM 10. ADDITIONAL INFORMATION
10A. Share Capital
Not applicable.
10B. Memorandum and Articles of Association
Purposes and Objects of the Company
We are a public company registered under the Isragli Companies Law as Partner Communications Company Ltd., registration number 52-004431-4.
Pursuant to our articles of association, we were formed for the purpose of participating in the auction for the granting of alicense to operate cellular radio telephone servicesin
Israel, to provide such services, and without derogating from the above, we are al so empowered to hold any right, obligation or legal action and to operate in any business or matter

approved by the Company.

Pursuant to section three of our articles of association, our purpose isto operate in accordance with business considerations to generate profits; provided, however, that the Board
of Directorsis entitled to donate reasonable amounts to worthy causes, even if such donation is not within the frame of these business considerations.

Pursuant to section four of our articles of association, our objectiveisto engagein any legal business.
The Powers of the Directors

The power of our directors to vote on a proposal, arrangement or contract in which the director is materially interested is limited by the relevant provisions of the Companies Law.
In addition, the power of our directors to vote compensation to themselves or any members of their body, requires the approval of the audit committee and the shareholders at a general
meeting. The Annual Meeting of the Shareholders must be convened to appoint directors and to terminate their term of office. In addition, our Articles of Association provide that, in
certain circumstances relating to our compliance with the License, our Board of Directors may remove any Director from the Board of Directors by aresolution passed by 75% or more of
the directors present and voting at the relevant meeting.

Seealso “Item 6C. Board Practices.”
Rights Attached to Shares

Our registered share capital consists of asingle class of 235 million ordinary shares, par value NIS 0.01 per share, of which 159,717,166 ordinary shares were issued and outstanding
as of December 31, 2010, and 159,727,286 shares were issued and outstanding as of January 31, 2011. All outstanding ordinary shares are validly issued and registered. Therights
attached to our ordinary shares are described below.

Dividend Rights

Holders of ordinary shares are entitled to the full amount of any cash or share dividend subsequently declared. The Board of Directors may propose and approve distribution of a
dividend with respect to any fiscal year only out of profits, in accordance with the provisions of the Companies Law. See “Item 10E. Additional Information—Taxation.”

Shares which are treated as dormant under our Articles of Association retain the rightsto receive dividends or other distributions to shareholders, and to participate in rights
offerings, but no other rights. See “Item 4B. Business Overview — Regulation — Our Mobile Telephone License — License Conditions’.

One year after adividend has been declared and is still unclaimed, the Board of Directorsis entitled to invest or utilize the unclaimed amount of dividend in any manner to the
benefit of the Company until it is claimed. We are not obligated to pay interest or linkage on an unclaimed dividend.
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Voting Rights

Holders of issued and outstanding ordinary shares have one vote for each ordinary share held on all matters submitted to a vote of shareholders either in person or by proxy. Such
voting rights may be affected by the grant of any special voting rights to the holders of aclass of shares with preferential rights that may be authorized in the future. The quorum
required for an ordinary meeting of shareholders consists of at |east two shareholders present in person or by proxy who hold or represent, in the aggregate, at |east one third of the
voting rights of the issued share capital. In the event that a quorum is not present within thirty minutes of the scheduled time, the shareholders’ meeting will be adjourned to the same
day of the following week, or the next business day thereafter, at the same time and place, or such time and place as the Board of Directors may determine. If at such reconvened meeting
aquorum is not present at the time appointed for holding the meeting, one or more shareholders present in person or by proxy holding or representing in the aggregate at |east 10% of
the voting rightsin us will constitute aquorum. Any shareholder seeking to vote at a general meeting of our shareholders must first notify usif any of the shareholder’s holdingsin us
requires the consent of the Ministry of Communications. The instructions of a shareholder will not be valid unless accompanied by a certification by the sharehol der as to whether or
not the shareholder’s holdingsin us or the shareholder’s vote requires the consent of the Ministry of Communications due to a breach by the shareholder of the restrictions on transfer
or acquisition of means of control, or provisions regarding cross-ownership with other mobile telephone operators or shareholdings or agreements which may reduce or harm
competition. If the shareholder does not provide such certification, hisinstructionswill beinvalid and his vote not counted.

An ordinary resolution, such as aresolution for the election of directors, or the appointment of auditors, requires approval by the holders of amajority of the voting rights
represented at the meeting, in person or by proxy, and voting thereon. Under our articles of association, resolutions such as a resol ution amending our memorandum or articles of
association or approving any change in capitalization, liquidation, changes in the objectives of the company, or the name of the company, or other changes as specified in our articles of
association, requires approval of aspecial majority, representing the holders of no less than 75% of the voting rights represented at the meeting, in person or by proxy, and voting
thereon.

Under our articles of association our directors are elected by an ordinary majority of the shareholders at each duly convened annual meeting, and they serve until the next annual
meeting, provided that external directors shall be elected in accordance with applicable law and/or relevant stock exchange rules applicable to us; or until their respective successors are
elected and qualified, whichever occursfirst, or in the case of Israeli directors who are appointed by the founding Israeli shareholders, upon awritten notice signed by at | east two of
the founding Israeli shareholders who are the record holders of at least 50% of minimum Israeli holding shares, to the Company Secretary of his or her appointment, until their respective
successors are elected upon such notice. In each annual meeting the directors that were elected at the previous annual meeting are deemed to have resigned from their office, excluding
an external director, who according to the Companies Law, is elected for a period of three years and the Israeli director whose appointment is terminated by awritten notice by himself or
by the founding Israeli shareholders. A resigning director may be reelected. Each ordinary share represents one vote. No director may be elected or removed on the basis of avote by
dormant shares. The ordinary shares do not have cumulative voting rightsin the el ection of directors.

Under our Articles of Association our shareholders discuss our annual consolidated financial statements, at the annual ordinary meeting of shareholders.

Directors may be appointed also in certain circumstances by an extraordinary general meeting and by the Board of Directors upon approval of asimple majority of the directors.
Such director, excluding an external director, shall serve for aterm ending at the next annual general meeting.

Rightsin the Company’s Profits
Our shareholders have the rights to share in our profits distributed as adividend and any other permitted distribution. See “Item 10B. Rights Attached to Shares-Dividend Rights.”
Rightsin the Event of Liquidation

All of our ordinary shares confer equal rights among them with respect to amounts distributed to shareholdersin case of liquidation.
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Rightsin the Event of Reorganization

Upon the sale of the property of the Company, the Board of Directors or the liquidators (in case of aliquidation) may receive and, if the Company’s profits so permit, distribute
among the shareholders fully or partially paid up shares, bonds or securities of another company or any other property of the Company without selling them or depositing them with
trustees on behalf of the shareholders, provided, however, that they have received the prior authorization adopted by a special majority of the shareholders of the Company
(representing at least 75% of the votes of shareholders participating and voting in the relevant general meeting). Such special majority may also decide on the valuation of such
securities or property, unless the Company isin or beginning aliquidation process.

Limitations on Ownership and Control

Ownership and control of our ordinary shares are limited by the terms of our license and our articles of association. See “Item 4B. Information on the Company—Business
Overview—Our Mobile Telephone License —License Conditions" and "Revoking, limiting or atering our license.”

In order to comply with the conditions and restrictions imposed on us by the Ministry of Communications or under our Licensein relation to ownership or control over us, under
certain events specified in our articles of association, the Board of Directors may determine that certain ordinary shares are dormant shares. According to our articles of association,
dormant shares bear no rights as long as they are dormant shares, except for the right to receive dividends and other distributions to shareholders. Consequently, we have received an
exemption from the requirement set out in NASDAQ's Marketplace Rule 4351 that voting rights of existing shareholders of publicly traded common stock registered under Section 12 of
the US Securities Exchange Act cannot be disparately reduced or restricted through any corporate action or issuance. In addition, the Board of Directors shall not register a person asa
holder of ashare before receipt of their declaration that they are not arelevant person as defined in our articles of association.

Changing Rights Attached to Shares

According to our articles of association, in order to change the rights attached to any class of shares, the general meeting of the shareholders must adopt aresolution to change
such rights by a special majority, representing at least 75% of the votes of sharehol ders participating and voting in the general meeting, and in case of changing the rights attached to
certain class of shares, the approval by special majority of each class meeting, isrequired.

Annual and Extraordinary Meetings

The Board of Directors must convene an annual meeting of shareholders at |east once every calendar year, within fifteen months of the last annual meeting. Notice of ageneral
meeting must be sent to each registered shareholder within five days after the record date set by the Board of Directors for that meeting, unless adifferent notice timeisrequired under
applicable law or unless all shareholders who qualify to vote at the time approve in writing of a shorter notice period. An extraordinary meeting may be convened by the Board of
Directors, asit decides or upon ademand of any two directors or 25% of the directors, whichever islower, or of one or more shareholders holding in the aggregate at | east 4.99% of our
issued capital, and at least 1% of the total voting rights of the Company or of one or more shareholders holding at |east4.99% of the total voting rights in the Company. An extraordinary
meeting must be held not more than thirty-five days from the publication date of the announcement of the meeting. See “Item 10B. Rights Attached to Shares-Voting Rights.”

One or more shareholders holding alone or in the aggregate, 4.99% or more of the share capital of the Company may request that the Board of Directors include an issue on the

agenda of ageneral meeting to be convened in the future. The Board of Directors shall incorporate such issue on the agenda of such afuture general meeting, provided that the Board
of Directors determines, in its discretion, such issueis suitable to be discussed in the general meeting of shareholders of the Company.
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Limitations on the Rightsto Own Our Securities

For limitations on the rights to own our securities see “ Item 4B. Information on the Company — Business Overview — Our Mobile Telephone License — License Conditions,” “ — Our
Permit Regarding Cross Ownership” and “Item 10B. Rights Attached to Shares —Limitations on Ownership and Control.”

Limitations on Changein Control and Disclosure Duties

For limitations on change in control, see “Item 4B. Information on the Company — Business Overview — Our Mobile Telephone License — License Conditions” and “— Our Permit
Regarding Cross Ownership”.

Changesin our Capital

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

Our License Prevailsin case of an I nconsistency

If any article of our Articles of Association isfound to be inconsistent with the terms of our mobile telephone license granted by the Ministry of Communications (see “Item 4B.
Business Overview — Regulation - Our Mobile Telephone License”) or of any other telecommunications license we hold, the provisions of such Article shall be deemed null and void.

10C. Material Contracts

International long distance provider. In January 2007, we signed atwo-year contract, which was extended for another year and then extended again in November 2009 until March
31, 2011, with the international long-distance provider Smile 012 (formerly “Golden Lines 12"), and since March 3, 2011, awholly owned subsidiary of Partner), to carry all of our roaming
related traffic. The agreement provides that Partner will route callsto its customers that are roaming abroad via Smile 012. In addition, Partner will route outgoing international calls from
foreign roamers hosted on Partner’s network in Israel. Under the agreement, all international signaling traffic related to Partner’s roamers abroad and foreign roamers hosted on Partner's
network while visiting Israel will be also be routed through Smile 012. We expect that the costs related to these services provided by Smile 012 will be approximately US $30 million over
athree-year period.

Replacement of third party 3G radio equipment. In December 2007, we signed an agreement with LM Ericsson Israel Ltd. for the replacement of third party 3G radio equipment
existing in our network and for additional investment in the 3G network in addition to the support and maintenance of our network. The Company allocated the purchase price of US$ 65
million to the above deliverables based on their relative fair values. Of thisamount, US$ 6.6 million related to support and maintenance of the network. During 2008, it was agreed to add
equipment with avalue of US$ 4 million to the above agreement. The purchase priceis after deduction of commercial discounts, some of which are contingent upon future negotiations
for further purchases of services that are probable. While the major part of the replacement took place during 2008, the processis expected to end no later than June 2011.

Land-line transmission services. In July 2008, we signed an agreement with Bezeq for the provision of land-line transmission services. The agreement replaces an earlier
transmission agreement from 2003, and applies retroactively for five years beginning December 2007. We may extend the term of the agreement by up to two one-year periods. The
agreement includes both a basic package for afixed number of lines, and additional transmission services which we may purchase from time to time in our discretion. We expect that the
costs related to the services provided by Bezeq will be approximately NIS 60 million annually.

i-Phone Agreement. In June 2009, we entered into a non-exclusive agreement with Apple Sales International for the purchase and resale of iPhone handsetsin I srael. Pursuant to
the agreement, we agreed to purchase a minimum quantity of iPhone handsets per year, for aperiod of three years. These purchases will represent a significant portion of our expected
handset purchases and sales over that period.

Lease Agreement. On December 27, 2009, the Company’s Audit Committee and Board of Directors approved an extension of the Company’s headquarters | ease agreement with
Mivnei TaasiyalLtd ("Mivnei Taasiya'). Mr. llan Ben Dov, who is the controlling shareholder of Scailex, our principal shareholder, is aso the controlling shareholder of Tau Tshuot
Ltd ("Tau"), which holds 4.9% of the issued share capital of Mivnei Taasiya. See"ltem 7B. Related Party Transactions-Transactions with Affilates- Agreements with affiliates of
Scailex".
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Samsung Product Agreement. On April 28, 2010, the shareholders of the Company approved and ratified a perennial agreement with Scailex , our principal shareholder as of October
28, 2009 (the “ Samsung Products Agreement”), to purchase, from time to time, cellular handsets, accessories and spare parts manufactured by Samsung Electronics Ltd. that are
imported to and marketed in Isragl by Scailex (the “Products”). The Samsung Products Agreement also provides for repair services of such Products and additional commercial

arrangements between Scailex and the Company regarding annual purchase volumes of the Products and annual gross profit-margin of Scailex from transactions with the Company as
described below.

Thetotal volume of the transactions between Scailex and Partner under the Samsung Products Agreement shall not exceed NIS 200 million annually and the Company and Scailex
may increase the scope of the annual purchases by an additional amount of up to NIS 20 million (instead of by NIS 50 million), subject however to the approval of the Audit Committee
and the Board of Directors of each of the companies as detailed in the Samsung Products Agreement. The term of the Samsung Products Agreement shall be for a period of two years
commencing on October 28, 2009, the date Scailex became our principal shareholder.

Pursuant to the terms of the Samsung Products Agreement, the prices of the Samsung Products shall be determined by negotiations between Scailex and the Company; however,
Scailex’ s total and accumulative annual gross profit margin from transactions with Partner regarding each group of products (purchase of handsets, accessories or spare parts)
("Annual Gross Profit Margin") shall not exceed Scailex's average gross profit margin from the same group of products with any entity in which Scailex is not an interested party therein,
during the same calendar year (the "Average Gross Profit Margin"). If Scailex's auditor confirms that the Annual Gross Profit Margin of any group of products, exceeds Scailex's

Average Gross Profit Margin, from the same group of Products with any entity in which Scailex is not an interested party therein, by more than 10% of the Average Gross Profit Margin,
Scailex shall credit the difference to us.

In March 2011, our Audit Committee and Board of Directors approved an amendment to the Samsung Products Agreement according to which: (a) the total volume of the
transactions between Scailex and Partner during each calendar year shall not exceed NIS 550 million (excluding VAT) and (b) if an auditor agreed upon by both parties should confirm
that the Annual Gross Profit Margin of any group of products exceeds Scailex's Average Gross Profit Margin, from the same group of Products with any entity in which Scailex is not an
interested party therein, Scailex shall credit the difference to us.

The term of the Samsung Products Agreement is for a period of three years ending on December 31, 2013. The amendment to the Samsung Products Agreement is subject to the
approval of the General Meeting of Shareholders of the Company.

Registration Rights Agreement. We have entered into aregistration rights agreement with Scailex, our principal shareholder, in which we granted our principal shareholder the right

to require usto register ordinary shares held by them under the US Securities Act. See "Item 7B. Related Party Transactions-Transactions with Affilates- Agreements with affiliates of
Scailex".

Network upgrade and deployment of fourth generation network. On October 25, 2010, we entered into an agreement with LM Ericsson Israel Ltd. for the upgrade of our existing
networks and the deployment of our fourth generation network in Israel. See“ltem 5A. Results of Operations - Agreement for the Upgrade of Our Existing Networks and the
Deployment of Fourth Generation Network in Israel”.

10D. Exchange Controls

Thereare no Israeli government laws, decrees or regulations that restrict or that affect our export or import of capital or the remittance of dividends, interest or other paymentsto
non-resident holders of our securities, including the availability of cash and cash equivalents for use by us and our wholly-owned subsidiaries, Partner Future Communications 2000
Ltd., Partner Land-Line Communications Solutions (of which Partner Future Communications 2000 Ltd. serves as the general partner and the Company serves as the limited partner) and
012 Smile, except or otherwise as set forth under “Item 10E. Additional Information — Taxation.”
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Under Israeli law (and our memorandum and articles of association), persons who are neither residents nor nationals of Israel may freely hold, vote and transfer ordinary sharesin
the same manner as Israeli residents or nationals.

10E. Taxation
I sraeli Tax Considerations

The following isasummary of the current tax laws of the State of Israel asthey relate to us and to our shareholders and al so includes a discussion of the material Israeli tax
conseguences for persons purchasing our ordinary shares or ADSs, both referred to below as the “ Shares”. To the extent that the discussion is based on | egislation yet to be subject to
judicial or administrative interpretation, there can be no assurance that the views expressed herein will accord with any such interpretation in the future. This discussion is not intended
and should not be construed as legal or professional tax advice and does not cover all possible tax considerations.

Potential investors are urged to consult their own tax advisors as to the Israeli or other tax consequences of the purchase, ownership and disposition of our ordinary shares,
including, in particular, the effect of any foreign, state or local taxes.

Israeli Tax Reforms

On July 24, 2002, the Israeli Parliament enacted income tax reform legislation, commonly referred to asthe “2003 Tax Reform”. The 2003 Tax Reform has introduced fundamental and
comprehensive changesinto Israeli tax laws. Most of the legislative changes took effect on January 1, 2003. The 2003 Tax Reform hasintroduced atransition from a primarily territorial-
based tax system to a personal-based system of taxation with respect to Israeli residents. The 2003 Tax Reform has also resulted in significant anendment of the international taxation
provisions, and new provisions concerning the taxation of capital marketsincluding the abolishment of currently “exempt investment routes” (e.g., capital gains generated by Israeli
individuals from the sale of securities traded on the Tel-Aviv Stock Exchange). Under the 2003 Tax Reform legislation the Shares are no longer regarded and defined as “foreign traded
securities” and thus certain associated Israeli tax aspects will accordingly be subject to change as discussed below.

A relatively short time after the 2003 Tax Reform, the Israeli Parliament approved on July 25, 2005 an additional income tax reform legislation (the “2006 Tax Reform”) pursuant to the
recommendations of acommittee appointed by the Israeli Minister of Finance, which incorporated additional fundamental changesto Israeli tax law. The 2006 Tax Reform, inter alia,
includes agradual reduction of income tax rates for both individuals and corporations through 2010, and outlines a path towards uniformity in the taxation of interest, dividend and
capital gains derived from securities. Most of the amendments to the tax law are effective as of January 1, 2006, subject to certain exceptions. Transition rules apply in certain
circumstances.

Variousissues related to the 2003 Tax Reform and the 2006 Tax Reform remain unclear in view of the legislative language utilized and the lack of authoritative interpretations at this
stage. The analysis below is therefore based on our current understanding of the new legislation.

General Corporate Tax Structure
The corporate tax rate applicablein 2010 was 25%. This rate was reduced to 24% in 2011 and is scheduled to be gradually reduced to 18% in 2016 and beyond.
Special Provisions Relating to Taxation under Inflationary Conditions

Until 2008, our taxable income was determined under the Income Tax (Inflationary Adjustment) Law 1985 (the “Inflationary Adjustments Law”), which attempts to overcome some of
the problems presented to atraditional tax system by inflation.

In February 2008, the Israeli Parliament approved Amendment No. 20 to the Inflationary Adjustments Law (“the Amendment”). The Amendment repeal ed the I nflationary
Adjustments Law as of January 1, 2008 and set certain transitionary rules.

TheIsraeli Income Tax Ordinance and regulations promulgated there under allow Foreign-Invested Companies, to adjust their tax returns based on exchange rate fluctuations of the
shekel against the US Dollar. For these purposes, a Foreign-Invested Company is acompany in which more than 25% of the share capital in terms of rights to distributions, voting and
appointment of directors, and of the combined share capital, including shareholder |oans and capital notes, is held by persons who are not residents of Israel. A company that elects to
measure its results for tax purposes based on the US Dollar exchange rate cannot change that el ection for a period of three years following the election. Although we may qualify asa
Foreign-Invested Company, we have not el ected this taxable income measurement alternative.
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Tax on Capital Gains of Shareholders

. General. Israeli law imposes a capital gainstax on the sale of capital assets by an Israeli resident and on the sale of capital assetslocated in Israel or the sale of direct or
indirect rights to assetslocated in Israel, including on the sale of our Shares by some of our shareholders (see discussion below). The Israeli Income Tax Ordinance
distinguishes between “Rea Gain” and “Inflationary Surplus’. Real Gain isthe excess of the total capital gain over Inflationary Surplus computed on the basis of the increase
in the CPI between the date of purchase and the date of sale. In 2010, the Real Gain accrued at the sale of an asset that is purchased on or after January 1, 2003 is taxed at a 25%
rate for corporations, (24% in 2011) and 20% rate for individuals. Additionally, if such shareholder is considered a“ Significant Shareholder” at any time during the 12-month
period preceding such sale (i.e. if such shareholder holds directly or indirectly, including along with others, at least 10% of any means of control in the company), the tax rate
will be 25%. However, the foregoing tax rates will not apply to (i) dealersin securities; and (ii) shareholders who have acquired their shares prior to aninitial public offering
(that may be subject to a different tax arrangement). Inflationary surplus that accrued after December 31, 1993, is exempt from tax.

Real Gains derived from the disposal after January 1, 2003 of an asset purchased prior to this date will be subject to capital gainstax at ablended rate. The regular corporate tax
rate of 25% (in 2009 and a marginal tax rate of up to 45%) in 2010 (thisrate is scheduled to be gradually reduced to 39% in 2016 and beyond) for individualswill be applied to
the gain amount which bears the same ratio to the total gain realized as the ratio which the holding period commencing at the acquisition date and terminating on January 1,
2003 bears to the total holding period. The remainder of the gain realized will be subject to capital gainstax at a 25% rate for corporations (24% in 2011) and 20% for individuals
(25% for an individual who was a“ Significant Shareholder” at any time during the 12-month period preceding such sale).

Generally, within 30 days of atransaction adetailed return, including a computation of the tax due should be submitted to the Israeli Tax Authorities and atax advance
amounting to the tax liability arising from the capital gain is payable. At the sale of traded securities, the af orementioned detailed return may not be submitted and the tax
advance should not be paid, if al tax due was withheld at the source according to applicable provisions of the Israeli Tax Ordinance and regul ations promul gated thereunder.
Capital gains are also reportable on annual income tax returns.

. Taxation of |sraeli Residents

The following isasummary of the most significant Israeli capital gainstax implications arising with respect to the sale of our Shares by shareholders who are not engaged
in the business of trading securities. As demonstrated below, the timing of the shareholder’s purchase of the shares will determine the tax outcomes in this regard.

Sale of sharespurchased after January 1, 2003
Individuals

A shareholder will generally be subject to tax at 20% rate on realized real capital gain (if the shareholder is a Significant Shareholder, as defined above, the tax rate will be 25%). To
the extent that the shareholder claims a deduction of financing expenses, the gain will be subject to tax at arate of 25% (until otherwise stipulated in bylaws that may be published in the
future).
Corporations

Shareholder corporation will be generally subject to tax at the corporate rate on the realized capital gain of 25% in 2010 (24% in 2011 and is scheduled to be gradually reduced to
18% in 2016 and beyond). Although not clear from doubt it can generally be assumed that with respect to shares purchased after January 1, 2006, and realized during 2010, the
shareholder will be subject to tax at the corporate tax rate of 25% on realized real capital gains.

Different taxation rules may apply to shareholders who purchased the Shares prior to the listing on the Tel Aviv Stock Exchange. Such Shareholders should consult with their own
tax advisorsfor the tax consequences upon sale.

. Taxation of Non-Israeli Residents. As mentioned above, Israeli law generally imposes a capital gainstax on sales of capital assets, including securities and any other direct or
indirect rights to capital assetslocated in Israel. Thistax isalso applicable to nonresidents of Israel asfollows:

Under Israeli law, the capital gain from the sale of shares by non-Israeli residentsistax exempt in Israel aslong as our shares are listed on the Nasdag Global Market or any other stock
exchange recognized by the Israeli Ministry of Finance (this condition shall not apply to shares purchased on or after January 1, 2009) and provided that certain other conditions are
met, the most relevant of which are: (A) the capital gain is not attributed to the foreign resident’s permanent establishment in Israel, (B) the shares were acquired by the foreign resident
after the company’s shares had been listed for trading on the foreign exchange, and (C) if the seller is a corporation, less than 25% of its means of control are held by Israeli residents.
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Different taxation rules may apply to shareholders who purchased their shares prior to the listing on the Tel Aviv Stock Exchange. They should consult with their tax advisors
for the precise treatment upon sale.

. Taxation of Investors Engaged in a Business of Trading Securities. Individual and corporate dealersin securitiesin Israel are taxed at tax rates applicable to businessincome.

. Withholding at Source from Capital Gainsfrom Traded Securities. Israeli stockbrokers and any financial institution through which the sold securities are held, are obliged,
subject to some exemptions, to withhold tax on the amount of consideration paid with respect to such sale (or on the capital gain realized on the sale, if known) at the rate of
25% for corporations and 20% for individuals.

Dividends
Thefollowing Israeli tax consequences shall apply in the event of actual payment of any dividends on the Shares.

Dividends, other than bonus shares (stock dividends), paid to I sraeli resident individuals who purchased our Shares will generally be subject to income tax at arate of 20% for
individuals, or 25% if the dividends receipt is a Significant Shareholder (as defined above) at any time during the 12-month period preceding such distribution. Dividends paid to I sraeli
resident companies will be exempt from tax.

Non-residents of Isragl (both individuals and corporations) are subject to income tax on income accrued or derived from sourcesin Israel, including dividends from I sraeli
corporations. The distribution of dividend income, other than bonus shares (stock dividends), to non-residents of Israel will generally be subject to income tax at arate of 20% (or 25%
for ashareholder that is considered a Significant Shareholder (as defined above) at any time during the 12-month period preceding such distribution), unless alower rateis stipulated by
adoubletax treaty between the State of Israel and the shareholder’s country of residence.

In the event of actual payment of any dividends on our ordinary shares or ADSs the following withholding rates will be applied: (i) Israeli resident corporation — 0%, (ii) Israeli
resident individual —20% (iii) non-Israeli resident — 20%, subject to areduced tax rate under an applicable double tax treaty.

Taxation of Residents of the United States under the US Treaty

Residents of the United States will generally be subject to withholding tax in Israel on dividends paid, if any, on Shares (including ADSs). Generally, under the Convention Between
the Government of the United States of America and the Government of the State of Israel with Respect to Taxes on Income (the “US Treaty”), the maximum rate of withholding tax on
dividends paid to a holder of Shares (including ADSs) who isaresident of the United States (as defined in the US Treaty) will be 25%. Since the tax rate of 25% is generally higher than
the maximum Israeli tax rate on dividends pursuant to the 2006 Tax Reform, the maximum tax rate should be 20%. Under the US Treaty, the withholding tax rate on dividends will be
reduced to 12.5% if the shareholder isaU.S. resident corporation which holds at the taxable year which precedes the date of payment of the dividend and during the whole of its prior
taxable year, at least 10% of the outstanding shares of the voting stock of the Israeli resident paying corporation and not more than 25% of the gross income of the I sraeli resident
paying corporation for such prior taxable year that consists of certain type of interest or dividends.

The US Treaty exempts from taxation in Israel any capital gainsrealized on the sale, exchange or other disposition of Shares (including ADSs) provided the following cumulative
conditions are met (a) the seller isaresident of the United States for purposes of the US Treaty, and (b) the seller owns directly or indirectly, less than 10% of our voting stock at all
times during the 12-month period preceding such sale, exchange or other disposition (c) the seller, being an individual, is present in Israel for aperiod or periods of less than 183 days
during the taxable year; and (d) the capital gain from the sale was not generated through a permanent establishment of the seller in Israel.

Subject to the exemptions from capital gains prescribed in the Israeli Income Tax Ordinance, (as described above), purchasers of Shares (including ADSs), who are residents of the
United States and who hold 10% or more of the outstanding ordinary shares at any time during such 12-month period will be subject to Israeli capital gainstax. However, under the US
Treaty, residents of the United States (as defined in the US Treaty) generally would be permitted to claim a credit for thistax against US federal income tax imposed on the sale,
exchange or other disposition, subject to the limitationsin US laws applicable to the utilization of foreign tax credits generally.

The application of the US Treaty provisions to dividends and capital gains described above is conditioned upon the fact that such incomeis not effectively connected with a
permanent establishment (as defined in the US Treaty) maintained by the non-Israeli resident in Israel.

A non-resident of Israel that has received adividend income derived from an Israeli corporation, from which tax was withheld at the source, is generally exempt from the duty to file
tax returnsin Israel in respect of such income, provided that such income was not connected to or derived from atrade or business conducted in Israel by such person.
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Repatriation

Non-residents of Israel who acquire any of the Shares (including ADSs) of the Company will be able to repatriate dividends, liquidation distributions and the proceeds from the sale
of such ADSs or ordinary shares, in non-Israeli currencies at the rate of exchange prevailing at the time of repatriation provided that any applicable I srael income tax has been paid, or
withheld, on such amounts. US holders should refer to the “ United States Federal Income Taxation — Dividends” section below with respect to the US federal tax treatment of foreign
currency gain or loss.

The foregoing discussion isintended only as a summary and does not purport to be a complete analysis or listing of all potential Israeli tax effects of holding of our shares. We
recommend that shareholders consult their tax advisors concerning the Israeli and non-Israeli tax consequences to them of holding our shares.

United States Federal Income Tax Considerations

The following discussion isasummary of certain material US federal income tax considerations applicable to aUS holder (as defined below) regarding the acquisition, ownership
and disposition of ordinary shares or ADSs. This summary is based on provisions of the Internal Revenue Code of 1986, as amended (the “Code”), existing and proposed US Treasury
regul ations, administrative pronouncements, rulings and judicial decisionsin effect as of the date of this Annual Report. All of these authorities are subject to change, possibly with
retroactive effect, and to change or changes in interpretation. In addition, this summary does not discuss all aspects of US federal income taxation that may be applicable to investorsin
light of their particular circumstances or to investors who are subject to special treatment under US federal income tax law, including US expatriates, insurance companies, banks,
regulated investment companies, securities broker-dealers, financial institutions, tax-exempt organizations, persons holding ordinary shares or ADSs as part of a straddle, hedging or
conversion transaction, persons subject to the foreign tax credit splitting events rules, persons subject to the alternative minimum tax, persons who acquired their ordinary shares or
ADSs pursuant to the exercise of employee stock options or otherwise as compensation, persons having afunctional currency other than the US dollar, persons owning (directly,
indirectly or by attribution) 10% or more of our outstanding share capital or voting stock, and persons not holding the ordinary shares or ADSs as capital assets.

Asused herein, the term “US holder” means a beneficial owner of an ordinary share or an ADSwho is eligible for benefits as a US resident under the limitation on benefits article of
the US Treaty (as defined above in “—Taxation of residents of the United States under the US Treaty”), and is:

. acitizen or individual resident of the United States for US federal income tax purposes,

. acorporation (or an entity taxable as a corporation for US federal income tax purposes) created or organized in or under the laws of the United States or any political
subdivision thereof (including the District of Columbia);

. an estate whose income is subject to US federal income taxation regardless of its source; or

. atrust if (A) aUS court is able to exercise primary supervision over the trust’s administration and (B) one or more US persons have the authority to control all of thetrust's
substantial decisions.

If apartnership, or other entity treated as a partnership for US federal income tax purposes, holds ordinary shares or ADSs, the tax treatment of a partner generally will depend upon
the status of the partner and the activities of the partnership. A partner in a partnership that holds ordinary shares or ADSsis urged to consult its own tax advisor regarding the specific
tax consequences of owning and disposing of ordinary shares or ADSs.

For US federal income tax purposes, US holders of ADRswill be treated as owners of the ADSs evidenced by the ADRs and the ordinary shares represented by the ADSs.
Furthermore, deposits or withdrawals by a US holder of ordinary sharesfor ADSs, or of ADSsfor ordinary shares, will not be subject to US federal income tax or Israeli incometax. The
statement of US federal income tax law set forth below assumes that each obligation in the Deposit Agreement and any related agreement will be performed in accordance with its terms.

US holders should review the summary above under “Israeli Taxation” and “Israeli Taxation—Taxation of residents of the United States under the US Treaty” for a discussion of the
Israeli taxes which may be applicable to them.

Holdersof ordinary sharesor ADSs should consult their own tax advisor s concer ning the specific I sraeli, USfederal, state and local tax consequences of the owner ship and

disposition of theordinary sharesor ADSsin light of their particular situationsaswell asany consequencesarising under thelaws of any other taxingjurisdiction. In particular,
USholdersareurged to consult their own tax advisor s concer ning whether they will be eligible for benefitsunder the US Treaty.
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Dividends

A US holder generally will be required to include in gross income as ordinary dividend income the amount of any distributions paid on the ordinary shares and ADSs, including the
amount of any Israeli taxes withheld in respect of such dividend. Dividends paid by us will not qualify for the dividends-received deduction applicablein certain casesto US
corporations.

The amount of any distribution paid in NIS, including the amount of any Israeli withholding tax thereon, will be included in the grossincome of aUS holder of ordinary sharesin an
amount equal to the US dollar value of the NIS calculated by reference to the spot rate of exchange in effect on the date the distribution is received by the US holder or, in the case of
ADSs, by the Depositary. If aUS holder converts dividends paid in NISinto US dollars on the day such dividends are received, the US holder generally should not be required to
recognize foreign currency gain or loss with respect to such conversion. If the NIS received in the distribution are not converted into US dollars on the date of receipt, any foreign
currency gain or loss recognized upon a subsequent conversion or other disposition of the NISwill be treated as US source ordinary income or loss. Special rules govern and special
elections are available to accrual method taxpayers to determine the US dollar amount includible in incomein the case of taxes withheld in aforeign currency. Accrual basis taxpayers are
urged to consult their own tax advisors regarding the requirements and the elections applicablein thisregard.

Any dividends paid by usto aUS holder on the ordinary shares or ADSswill be treated as foreign source income and will generally be categorized as “passiveincome” for US
foreign tax credit purposes. Subject to the limitations in the Code, as modified by the US Treaty, a US holder may elect to claim aforeign tax credit against its US federal income tax
liability for Israeli income tax withheld from dividends received in respect of ordinary shares or ADSs. US holders who do not elect to claim the foreign tax credit may instead claim a
deduction for Israeli income tax withheld, but only for ayear in which the US holder elects to do so with respect to all foreign income taxes. A deduction does not reduce US tax on a
dollar-for-dollar basislike atax credit. The deduction, however, is not subject to the limitations applicable to foreign tax credits. The rulesrelating to the determination of the foreign tax
credit are complex. Accordingly, if you are aUS holder of ordinary shares or ADSs, you should consult your own tax advisor to determine whether and to what extent you would be
entitled to the credit.

Certain US holders (including individuals) are eligible for reduced rates of US federal income tax (at amaximum rate of 15%) in respect of “qualified dividend income” receivedin
taxable years beginning before January 1, 2013. For this purpose, qualified dividend income generally includes dividends paid by a non-US corporation if, anong other things, the US
holders meet certain minimum holding period requirements and the non-US corporation satisfies certain requirements, including that either (i) the shares (or ADSs) with respect to which
the dividend has been paid are readily tradable on an established securities market in the United States, or (ii) the non-US corporation is eligible for the benefits of a comprehensive US
income tax treaty (such asthe US Treaty) which provides for the exchange of information. We currently believe that dividends paid with respect to our ordinary shares and ADSs,
should constitute qualified dividend income for US federal income tax purposes. We anticipate that our dividends will be reported as qualified dividends on Forms 1099-DIV delivered to
US holders. In computing foreign tax credit limitations, non-corporate US Holders may take into account only a portion of aqualified dividend to reflect the reduced UStax rate
applicable to such dividend. Each individual US holder of ordinary sharesor ADSsis urged to consult his own tax advisor regarding the availability to him of the reduced dividend tax
ratein light of his own particular situation and regarding the computations of hisforeign tax credit limitation with respect to any qualified dividend income paid by us, as applicable.

Sale, Exchange or Other Disposition

Upon the sale, exchange or other disposition of ordinary shares or ADSs, aUS holder generally will recognize capital gain or loss equal to the difference between the US dollar
value of the amount realized on the sale, exchange or other disposition and the US holder’ s adjusted tax basis, determined in US dollars, in the ordinary shares or ADSs. Any gain or
loss recognized upon the sale, exchange or other disposition of the ordinary shares or ADSswill be treated as long-term capital gain or lossif, at the time of the sale, exchange or other
disposition, the holding period of the ordinary shares or ADSs exceeds one year. In the case of individual US holders, capital gains generally are subject to US federal income tax at
preferential ratesif specified minimum holding periods are met. The deductibility of capital losses by a US holder is subject to significant limitations. US holders should consult their
own tax advisorsin thisregard.

In general, gain or loss recognized by a US holder on the sale, exchange or other disposition of ordinary shares or ADSswill be US sourceincome or loss for US foreign tax credit
purposes. Pursuant to the US Treaty, however, gain from the sale or other disposition of ordinary shares or ADSs by a holder who isaUS resident, for US Treaty purposes, and who
sellsthe ordinary shares or ADSs within Israel may be treated as foreign source income for US foreign tax credit purposes.

US holders who hold ordinary shares or ADSs through an Israeli stockbroker or other Israeli intermediary may be subject to an Israeli withholding tax on any capital gains
recognized if the US holder does not obtain approval of an exemption from the I sraeli Tax Authorities. US holders are advised that any Israeli tax paid under circumstancesin which an
exemption from such tax was available will not give rise to adeduction or credit for foreign taxes paid for US federal income tax purposes. US holders are advised to consult their I sraeli
stockbroker or intermediary regarding the procedures for obtaining an exemption.

If aUS holder receives NIS upon the sale of ordinary shares, that US holder may recognize ordinary income or loss as aresult of currency fluctuations between the date of the sale
of the ordinary shares and the date the sales proceeds are converted into US dollars.
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Passive Foreign Investment Company Rules

A non-US corporation will be classified as a Passive Foreign Investment Company (a“PFIC”) for any taxable year if at least 75% of its gross income consists of passive income
(such as dividends, interest, rents, royalties (other than rents or royalties derived in the active conduct of atrade or business and received from an unrelated person), and gains on the
disposition of certain minority interests) or at |east 50% of the average value of its assets consist of assets that produce, or are held for the production of, passive income. We currently
believe that we were not a PFIC for the year ended December 31, 2010. However, this conclusion isafactual determination that must be made at the close of each year and is based on,
among other things, a valuation of our ordinary shares, ADSs and assets, which will likely change from time to time. If we were characterized as a PFIC for any taxable year, aUS holder
would suffer adverse tax consequences. These consequences may include having the gains that are realized on the disposition of ordinary shares or ADSs treated as ordinary income
rather than capital gains and being subject to punitive interest charges with respect to certain dividends and gains and on the sale or other disposition of the ordinary shares or ADSs.
Furthermore, dividends paid by a PFIC are not eligible to be treated as “ qualified dividend income” (as discussed above).

Application of the PFIC rulesis complex. US holders should consult their own tax advisors regarding the potential application of the PFIC rules to the ownership of our ordinary
sharesor ADSs.
Information Reporting and Backup Withholding

Dividend payments with respect to ordinary shares or ADSs and proceeds from the sale, exchange or other disposition of ordinary shares or ADSs may be subject to information
reporting to the Internal Revenue Service (the “IRS") and possible US backup withholding at a current rate of 28% . Backup withholding will not apply, however, to a holder who
furnishes a correct taxpayer identification number or certificate of foreign status and makes any other required certification or who is otherwise exempt from backup withholding. US
persons who are required to establish their exempt status generally must provide IRS Form W-9 (Request for Taxpayer |dentification Number and Certification). Non-US holders
generally will not be subject to US information reporting or backup withholding. However, such holders may be required to provide certification of non-US status (generally on IRS
Form W-8BEN) in connection with payments received in the United States or through certain US-related financial intermediaries.

Backup withholding is not an additional tax. Amounts withheld as backup withholding may be credited against a holder’s US federal income tax liability, and a holder may obtain a
refund of any excess amounts withheld by filing the appropriate claim for refund with the IRS and furnishing any required information.

10F. Dividends and Paying Agents
Not applicable.

10G. Statement By Experts
Not applicable.

10H. Documents on Display

Reports and other information of Partner filed electronically with the US Securities and Exchange Commission may be found at www.sec.gov. They can also be inspected without
charge and copied at prescribed rates at the public reference facilities maintained by the SEC in Room 1024, 450 Fifth Avenue, N.W., Washington, D.C. 20549.

10I. Subsidiary Information
Not applicable.
ITEM 11. QUANTITATIVE AND QUALITATIVE DISCLOSURESABOUT MARKET RISK
General
We are exposed to market risk, including movementsin foreign currency exchange and inflation-indexed interest rates. Where appropriate, we enter into derivative transactions to

hedge underlying exposure to foreign currencies and inflation (as measured by the consumer price index (“CPI”)). As amatter of policy, we do not enter into transactions of a
speculative or trading nature. Interest rate and foreign exchange exposures are monitored by tracking actual and projected commitments and through the use of sensitivity analysis.
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We have liabilitiesin shekelslinked to the CPI and in foreign currencies. The following table providesinformation derived from the financial statements about these liabilities as of

December 31, 2010.

NIS-denominated debt linked to the CPI (1)

Long-term fixed Notes payable series A due 2012
Weighted average interest rate payable
Long-term fixed Notes payable series B due 2016
Weighted average interest rate payable
Long-term fixed Notes payable series C due 2018
Weighted average interest rate payable
Long-term bank borrowing bearing fixed interest
Weighted average interest rate payable

Finance lease (2)

Weighted average interest rate payable

NI S-denominated debt not linked to the CPI
Long-term fixed Notes payable series D due 2021
Weighted average interest rate payable

Long-term fixed Notes payable series E due 2017
Weighted average interest rate payable

Long-term bank borrowing bearing variable interest (2)
Weighted average interest rate payable

Long-term bank borrowing bearing fixed interest
Weighted average interest rate payable

Payabl es-trade (2)

Weighted average interest rate payable
Debt denominated in foreign currencies
(mainly USD) (2)

Payables-trade
Weighted average interest rate payable

Total

Non-Derivative I nstruments

Fair Value Book Value
(NIS equivalent (NIS equivalent
in millions, in millions,
except except
per centages) per centages)
986 956
4.25% 4.25%
484 458
3.4% 3.4%
209 204
3.35% 3.35%
490 502
2.75% 2.75%
3 3
4.6% 4.6
393 396
3.53% 3.53%
405 397
5.5% 5.5%
300 300
2.8% 2.8%
524 500
5.75% 5.75%
588 588
183 183
4,565 4,487

1) Amounts due for payment of principal and interest are adjusted according to the CPI. See “Item 5B. Liquidity and Capital Resources”.

2 Book value approximates fair value at December 31, 2010.

Foreign Exchange and I nflation

Substantially all of our revenues and a majority of our operating expenses are denominated in shekels. However, through December 31, 2010, approximately 25% of our operating
expenses were linked to non-shekel currencies, mainly the US dollar. These expenses related mainly to the acquisition of handsets where the price paid by usis based on variousforeign
currencies, mainly the US dollar. In addition, a substantial majority of our capital expendituresareincurred in, or linked to, non-shekel currencies, mainly US dollars. See note 6 to our

consolidated financial statements for description of the market risks.

Our hedging strategy isto neutralize and mitigate our currency exposures by entering into hedging transactions which convert into shekels the liabilities not denominated in
shekels. We do not hold or issue derivative financial instruments for trading purposes.
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Our Notes payable are currently in shekels and are linked to the CPI. We may not be permitted to raise our tariffs pursuant to our license in amanner that would fully compensate
for any increase in the CPI. Therefore, an increase in the rate of inflation may also have amaterial adverse impact upon us by increasing our financial expenses without an offsetting
increase in revenue. In 2010, the CPI effective as of December 31, 2010, increased 2.3%, compared to the CPI effective as of December 31, 2009, causing NIS 54 million in our financia
expenses, net, compared to an increase of 3.8% in 2009, which caused NIS 88 million in financial expenses, net. See Note 22 to our consolidated financial statements. These expenses
were partially offset by hedging contracts (see below).

We enter into derivative transactions in order to protect ourselves from an increase in the CPI in respect of the principal of the CPI — linked Notes. We also enter into derivative
transactionsin order to protect ourselves from changesin foreign currencies exchange rate. These transactions are mainly designated to hedge the cash flows related to paymentsin
respect of purchases of handsets and capital expendituresin foreign currency. However, these contracts do not qualify for hedge accounting under IAS 39.

The following table provides information derived from the financial statements about our outstanding foreign exchange instruments. The notional amount does not necessarily
represent amounts exchanged by the parties and, therefore, is not adirect measure of our exposure. See also Note 6 to our consolidated financial statements.

Derivative I nstruments

Fair Value
Asof Asof at
December 31, December December 31,
2010 31, 2009 2010
(NISequivalent in millions)
Forward transactions - for the exchange of: Dollarsinto NIS 334 113 3)
Forward transactions-for the exchange of Eurosinto NIS -
Embedded derivatives - Dollarsinto NIS 144 163 3
Forward transactions - for changesin the Israeli CPI 80 430 3

Sensitivity analysis

A change of the CPI as at December 31, 2010 and 2009 would have increased (decreased) equity and profit or loss by the amounts shown below. This analysis assumes that all
other variables remain constant.

Change Equity Profit
New |sraeli Shekels
in millions

December 31, 2009

Increasein the CPI of 2.0% (41) (41)
Decreasein the CPI of (2.0)% 1 41
December 31, 2010

Increasein the CPI of 2.0% (40) (40)
Decreasein the CPI of (2.0)% 40 40

A change of the USD exchange rate as at December 31, 2010 and 2009 would have increased (decreased) equity and profit by the amounts shown below. This analysis assumes that
all other variables remain constant.

Change Equity Profit
New I sraeli Shekels
in millions

December 31, 2009

Increasein the USD of 5.0% (12) (12)
Decrease in the USD of (5.00% 10 10
December 31, 2010

Increase in the USD of 5.0% 1 1
Decrease in the USD of (5.00% Q) (1)
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ITEM 12. DESCRIPTION OF SECURITIESOTHER THAN EQUITY SECURITIES
Fees and charges payable by ADR holders

The Bank of New Y ork Mellon serves as the depositary (the “ Depositary”) for our American Depositary Receipt (“ ADR”) program. Pursuant to the deposit agreement between the
Company, the Depositary and owners and holders of ADRs (the “Deposit Agreement”), ADR holders may be required to pay various fees to the Depositary. In particular, the
Depositary, under the terms of the Deposit Agreement, may charge the following fees to any party depositing or withdrawing shares underlying the ADRSs, or to any party surrendering
ADRs or to whom ADRs are issued (including, without limitation, issuance pursuant to a stock dividend or stock split declared by the Company or an exchange of stock regarding the
ADRs or any deposited securities underlying the ADRs or a distribution of ADRs pursuant to adistribution of underlying shares), as applicable: (1) taxes and governmental charges,
(2) such registration fees as may from time to time be in effect for the registration of transfers of shares generally on the Company’s share register and applicable to transfers of shares
to the name of the Depositary or its nominee or agent in connection with making deposits or withdrawals under the Deposit Agreement, (3) such cable, telex and facsimile transmission
expenses as are expressly provided for in the Deposit Agreement, (4) such expenses as areincurred by the Depositary in the conversion of foreign currency, (5) afee of $5.00 or less per
100 American Depositary Shares (“ADSs") (or portion thereof) for the execution and delivery of ADRs (including in connection with distributions of shares or rights by the Company)
and in connection with the surrender of receipts and withdrawal of the underlying shares, (6) afee of $.02 or less per ADS (or portion thereof) for any cash distribution made pursuant to
the Deposit Agreement, including in connection with distributions of shares or rights, (7) afee for the distribution of securitiesin connection with certain distributions, such fee being
in an amount equal to the fee for the execution and delivery of ADSswhich would have been charged as aresult of the deposit of such securities but which securities are instead
distributed by the Depositary to ADR holders, (8) in addition to any fee charged under clause (6), afee of $.02 or less per ADS (or portion thereof) for depositary services, and (9) any
other charges payable by the Depositary or any of its agentsin connection with the servicing of shares or other deposited securities underlying the ADRs.

ITEM 13. DEFAULTS, DIVIDEND ARREARAGES AND DELINQUENCIES
None.

ITEM 14. MATERIAL MODIFICATIONSTO THE RIGHTS OF SECURITY HOLDERS AND USE OF PROCEEDS
None.

ITEM 15. CONTROLSAND PROCEDURES

(a) Disclosure Controls and Procedures. Our management, including our Chief Executive Officer and Chief Financial Officer, carried out an evaluation of the effectiveness of the
design and operation of our disclosure controls and procedures as of December 31, 2010. Disclosure controls and procedures means controls and other procedures designed to ensure
that information required to be disclosed in the reports that we file under the Securities Exchange Act of 1934, as amended, is recorded, processed, summarized and reported within the
time periods specified in the rules and forms of the SEC. Disclosure controls and procedures include, without limitation, controls and procedures designed to ensure that information
required to be disclosed in the reports we file or submit under the Securities Exchange Act of 1934, as amended, is accumulated and communicated to our management, including our
principal executive and principal financial officers, or persons performing similar functions, as appropriate, to allow timely decisions regarding required disclosure.

There are inherent limitations to the effectiveness of any system of disclosure controls and procedures, including the possibility of human error and the circumvention or overriding
of the controls and procedures. Accordingly, even effective disclosure controls and procedures can only provide reasonable assurance of achieving their control objectives.
Nevertheless, our disclosure controls and procedures are designed to provide reasonable assurance of achieving the desired control objectives. Based upon our evaluation, our Chief
Executive Officer and Chief Financial Officer concluded that the disclosure controls and procedures in place as of December 31, 2010 were effective.

(b) Management’s Annual Report on Internal Control over Financial Reporting. Our management, under the supervision of our Chief Executive Officer and Chief Financial
Officer, isresponsible for establishing and maintaining adequate internal control over our financial reporting, as defined in Rule 13a-15(f) of the Securities Exchange Act of 1934, as
amended. The Company’sinternal control over financial reporting is a process designed to provide reasonabl e assurance regarding the reliability of financial reporting and the
preparation of financial statements for external purposes in accordance with generally accepted accounting principles. Internal control over financial reporting includes policies and
procedures that:

. pertain to the maintenance of our records that in reasonable detail accurately and fairly reflect our transactions during the year;
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. provide reasonabl e assurance that our transactions are recorded as necessary to permit the preparation of our financial statementsin accordance with generally
accepted accounting principles;

. provide reasonable assurance that our receipts and expenditures are made only in accordance with authorizations of our management and Board of Directors (as
appropriate); and

. provide reasonabl e assurance regarding the prevention or timely detection of unauthorized acquisition, use or disposition of our assets that could have amaterial effect
on our financial statements.

Dueto itsinherent limitations, internal control over financial reporting may not prevent or detect all misstatements. In addition, projections of any evaluation of effectiveness to
future periods are subject to therisk that controls may become inadeguate because of changesin conditions, or that the degree of compliance with the policies or procedures may
deteriorate.

Our management, including our Chief Executive Officer and Chief Financial Officer, conducted an evaluation of the effectiveness of our internal control over financial reporting as of
December 31, 2010, based on the framework for Internal Control-Integrated Framework set forth by The Committee of Sponsoring Organizations of the Treadway Commission. Based on
this assessment, management concluded that the Company’sinternal control over financial reporting was effective as of December 31, 2010.

Our internal control over financial reporting as of December 31, 2010, has been audited by Kesselman & Kesselman, an independent registered public accounting firmin Israel and a
member of PricewaterhouseCoopers International Limited., as stated in their report which isincluded under Item 18.

(c) Attestation report of the registered public accounting firm. The attestation report of Kesselman & Kesselman, an independent registered public accounting firmin Israel and a
member of PricewaterhouseCoopers International Limited, regarding the Company’sinternal control over financial reporting isincluded under Item 18.

(d) Changesin Internal Control Over Financial Reporting. There were no changesin our internal control over financial reporting that occurred during the year ended December
31, 2010, that have materially affected, or are reasonably likely to materially affect, our internal control over financial reporting.

ITEM 16A. AUDIT COMMITTEE FINANCIAL EXPERT

The Board of Directors has determined that Dr. Michael Anghel, Barry Ben-Zeev, Erez Gissin and Dr. Shiomo Nass are “ audit committee financial experts’ as defined in Item 16A of
Form 20-F. All the members of the Audit Committee are “independent directors” as defined in the SEC requirements applicable to us.

ITEM 16B. CODE OF ETHICS

We have adopted a code of ethics that appliesto our directors, officers and employees. We undertake to provide to any person without charge, upon request, a copy of our code
of ethics, which you may request from Partner’s legal department, tel.: +972-54-4814191.

ITEM 16C. PRINCIPAL ACCOUNTANT FEESAND SERVICES

Kesselman & Kesselman, independent certified public accountantsin Israel and amember of Pricewaterhouse Coopers International Limited (“PwC”), have served as our
independent public accountants for each of the fiscal yearsin the three-year period ended December 31, 2010, for which audited financial statements appear in this annual report on
Form 20-F.

The following table presents the aggregate fees for professional services rendered by PwC to Partner in 2009 and 2010.

2010 2009
(NIS thousands) (NI Sthousands)
Audit Fees (1) 2,680 2,904
Audit-related Fees (2) 1,122 766
Tax Fees (3) 398 330
TOTAL 4,200 4,000
€] Audit Fees consist of fees billed for the annual audit services engagement and other audit services, which are those services that only the external auditor can reasonably

provide, and include the group audit; statutory audits;, comfort letters and consents; and assistance with and review of documents filed with the SEC.
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2 Audit-related Fees consist of fees billed for assurance and related servicesthat are reasonably related to the performance of the audit or review of our financial statements and
include consultations concerning financial accounting and reporting standards, as well as the purchase of an accounting data base.

©)] Tax Feesinclude fees billed for tax compliance services, including the preparation of tax returns and claims for tax refund; tax consultations, such as assistance and
representation in connection with tax audits and appeal's, and requests for rulings or technical advice from taxing authority.

Audit Committee Pre-approval Policies and Procedures

Our Audit Committee's specific responsibilitiesin carrying out its oversight of the quality and integrity of the accounting, auditing and reporting practices of the Company include
the approval of audit and non-audit servicesto be provided by the external auditor. The Audit Committee approvesin advance the particular services or categories of servicesto be
provided to the Company during the following yearly period and also sets forth a specific budget for such audit and non-audit services. Additional non-audit services may be pre-
approved by the Audit Committee.
ITEM 16D. EXEMPTIONS FROM THE LISTING STANDARDS FOR AUDIT COMMITTEES

Not applicable.
ITEM 16E. PURCHASES OF EQUITY SECURITIESBY THE ISSUER AND AFFILIATED PURCHASES

Not applicable.
ITEM 16F. CHANGE IN REGISTRANT'SCERTIFYING ACOUNTANT

Not applicable.
ITEM 16G. CORPORATE GOVERNANCE

See“Item 6C. Board Practices— NASDAQ Corporate Governance Rules and Our Practices’, and also “10B. Memorandum and Articles of Association”.
ITEM 17. FINANCIAL STATEMENTS

The company has responded to “Item 18. Financia Statements” in lieu of responding to thisitem.

ITEM 18. FINANCIAL STATEMENTS

The following financial statements are filed as part of this annual report.
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ITEM 19. EXHIBITS

Pursuant to the rules and regul ations of the Securities and Exchange Commission, we have filed certain agreements as exhibits to this Annual Report on Form 20-F. These
agreements may contain representations and warranties by the parties. These representations and warranties have been made solely for the benefit of the other party or parties to such
agreements and (i) may have been qualified by disclosures made to such other party or parties, (ii) were made only as of the date of such agreements or such other date(s) as may be
specified in such agreements and are subject to more recent devel opments, which may not be fully reflected in our public disclosure, (iii) may reflect the allocation of risk among the
parties to such agreements and (iv) may apply materiality standards different from what may be viewed as material to investors. Accordingly, these representations and warranties may
not describe our actual state of affairs at the date hereof and should not be relied upon.

Exhibit No.

>>>>1.1
**1.2
**1.3
**2.(a).1
/\/\2.(a).2
"2.(b).1
>>>>2.(b).2
>>>>2.(h).3
~.(a).1
>>>>4,(8).1.1
**4.(a).2

**4(a)4
**4.(2).5
**4.().6
#++4.(3).7
**4(a)g
AN (a).13
4.(a).14
4(3).15
4(a).16
4(a).17
4.a).18-57
>4.(a) 58

>4.(a).59
>4.(a).60

#+++4.(3).65
#>>4.(a).67
#4.(a).68
#4.().69>>>>
#4.(8).70
#4.(a).71
4.(a) 72

4.(a) 73
#>>>>4.(b).1
>>>>4.(b).2
6.

>>8,

Description

Articles of Association last updated and approved on October 22, 2009

Partner’s Certificate of Incorporation

Partner's Memorandum of Association

Form of Share Certificate

Amended and Restated Deposit Agreement Between Partner and the Bank of New Y ork

Form of Indenture between Partner and the Trust Company of Union Bank Ltd.

Trust Deed

Amendment no. 1 to the Trust Deed of November 26, 2009

Restatement of the Relationship Agreement dated April 20, 2005

Letter of Undertaking by which Scailex entered into the Restated Relationship Agreement with the Company, October 28, 2009

License from the Israeli Ministry of Communicationsissued April 8, 1998, as amended by the amendments filed with the SEC as exhibits to our Annual Reports on
Form 20-F for each of the years ended December 31, 2000, through December 31, 2009 (the "Amended License").

License Agreement for use of the Orange Brand in Israel dated September 14, 1998

Brand Support/Technology Transfer Agreement dated July 18, 1999

Agreement with Ericsson Radio Systems AB dated May 28, 1998

Agreement with LM Ericsson Israel Ltd. dated November 25, 2002

Lease Agreement with Mivnei Taasiadated July 2, 1998

Asset Purchase Agreement with Med-1 dated as of January 22, 2006

Amendment No. 54 to our License from the Israeli Ministry of Communications

Amendment No. 55 to our License from the Israeli Ministry of Communications

Amendment No. 56 to our License from the Israeli Ministry of Communications

Amendment No. 57 to our License from the Israeli Ministry of Communications

[Reserved]

Specia License from the Israeli Ministry of Communications for the Provision of Fixed-Line Domestic Transmission and Data Communications Services issued
August 14, 2006.

Amendment No. 1 to Special License for the Provision of Fixed-Line Domestic Transmission and Data Communications Services issued September 10, 2006.
Exclusive General License from the Israeli Ministry of Communication for the Provision of Domestic Fixed Line Telecommunications Servicesissued January, 15 2007
as amended by the amendments filed with the SEC as exhibits to our Annual Reports on Form 20-F for each of the years ended December 31, 2006, through
December 31, 2009 (the "Amended Domestic Fixed Line License").

Purchase Agreement with Nortel Networks Israel (Sales and Marketing) Ltd. dated November 12, 2003.

Swap Agreement with LM Ericsson Israel Ltd. dated December 20, 2007

[reserved]

Facility Agreement dated November 24, 2009

[reserved]

[reserved]

012 Smile Share Purchase Agreement

English tranglation of the original Hebrew language 012 Smile Credit Facility, dated January 31, 2010

Addendum to Lease Agreements from November 1, 2002 and L ease Agreementsin Beit Ofek

Registration Rights Agreement with Scailex

See Note 2v to our consolidated financial statements for information explaining how earnings (loss) per share information was cal cul ated.

List of Subsidiaries (see “Item 4C — Organizational Structure”).
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12.(a).1
12.(8).2

13.3).1

Certification by CEO pursuant to Rule 13a-14(a) or Rule 15d-14(a) of the Securities Exchange Act of 1934, as adopted pursuant to Section 302 of the Sarbanes Oxley
Act of 2002.

Certification by CFO pursuant to Rule 13a-14(a) or Rule 15d-14(a) of the Securities Exchange Act of 1934, as adopted pursuant to Section 302 of the Sarbanes Oxley
Act of 2002.

Certification of CEO and CFO pursuant to 18 U.S.C. Section 1350, as adopted pursuant to Section 906 of the Sarbanes-Oxley Act of 2002

*%

* kK

++
4+

\% S ; >

>>
>>>

>>>>

#

Incorporated by reference to our registration statement on Form F-1 (No. 333-10992).

Incorporated by reference to our annual report on Form 20-F for the fiscal year ended December 31, 2000.
Incorporated by reference to our annual report on Form 20-F for the fiscal year ended December 31, 2001.
Incorporated by reference to our annual report on Form 20-F for the fiscal year ended December 31, 2002.
Incorporated by reference to our annual report on Form 20-F for the fiscal year ended December 31, 2003.
Incorporated by reference to our annual report on Form 20-F for the fiscal year ended December 31, 2004.
Incorporated by reference to our registration statement on Form F-6 (No. 333-132680).

Incorporated by reference to our annual report on Form 20-F for the fiscal year ended December 31, 2005.
Incorporated by reference to our annual report on Form 20-F for the fiscal year ended December 31, 2006.
Incorporated by reference to our annual report on Form 20-F for the fiscal year ended December 31, 2007.
Incorporated by reference to our annual report on Form 20-F for the fiscal year ended December 31, 2008.

Incorporated by reference to our annual report on Form 20-F for the fiscal year ended December 31, 2009.

Confidential treatment requested.

Confidential material has been redacted and has been separately filed with the Securities and Exchange Commission.
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GLOSSARY OF SELECTED TELECOMMUNICATIONSTERMS
The following explanations are not intended as technical definitions, but to assist the reader in understanding certain terms as used in this annual report.

AMPS Advanced Mobile Phone System; the anal ogue cellular telephone technology adopted in the United States. Also N-AMPS (Narrowband AMPS), a
more frequency-efficient variant of AMPS.

Analog Technology A technology in which some property of an electrical signal isvaried proportionally to theinput signal being transmitted, stored or processed.
Fixed transmitter/receiver equipment in each cell of acellular

Base Transceiver Station (“BTS’)  telecommunications network that communicates by radio with all cellular telephonesin that cell.

Base Station Controller (“BSC") Monitors and controls one or more base stations in order to exchange messages, handover cellular unitsfrom cell to cell and perform other system
administrative tasks.

Blocked call Where a cellular phone call fails because no channels are availablein the cell in which the user islocated.

CDMA Code Division Multiple Access; amethod by which many users sharing the same radio channel can be distinguished by unique code numbers.
Cell In acellular telephone system, the coverage area of a single base transceiver station or one sector therein.

Channel A frequency or time slot in atelecommunications system over which distinct messages can be conveyed.

Churn 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, rel ocate outside the network’s service area, or cease using cellular telephones
permanently or temporarily.

D-AMPS Digital Advanced Mobile Phone System; adigital mobile system first implemented in the United States and intended initially to permit gradual
upgrading of AMPS networks.

Dropped call When acellular phone call isinvoluntarily terminated.

GPRS 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 GSM communication.

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

GSM 900 GSM operation in the 900 MHz frequency band; the original frequency band allocated to GSM, later extended by 10 MHz (EGSM).
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GSM 1800

GSM 1900

GSM Association

HSCSD

HSPA

Intelligent Network (“IN”)

ISP

LTE

Mobile Switching Center (“MSC”)

Roaming

RTT
SMS
UMTS/3G

Virtual Private Network (“VPN”")

Voice Over Broadband (“VoB")

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.

GSM operation in the 1900 MHz band; primarily used in North and South America

Formerly known as the GSM Memorandum of Understanding Association (GSM MoU), an organization of operators, government administrations,
and equipment and service suppliers that promotes the development and promulgation of the GSM standard and rel ations between GSM operators.

High Speed Circuit Switched Datais an infrastructure devel opment which enables the transmission of data at higher speeds than the 9600 Bps
speed previously available on GSM networks.

HSPA technology describes the third generation (UMTS) cellular High Speed Packet Access protocol that combines both the High Speed
Downlink Packet Access (HSPDA) and High Speed Uplink Packet Access (HSUPA) modes for high performance WCDMA (Wide Band CDMA)
systems.

Network architecture that centralizes the processing of calls and billing information of calls.

Internet service provider.

“Long Term Evolution” - a3rd Generation Partnership Project (“3GPP”) term that defines the next evolution of the 3GPP standard cellular network.
The main characteristics are a use of better modulation, coding, transmission and reception techniques, and with the combination of bigger
spectrum bands, gives the end user much higher datarates (up to 150 Mbps).

A large, computer-based device used to connect calls within a cellular network and as the interface of the cellular network to other networks.

The mobile telephone feature that permits subscribers of one network to use their mobile tel ephones and tel ephone numbers when in another
operator's network.

Real-time technology.
Short message service, a service which enables cellular telephone users to send and receive written messages on their handsets.
Universal Cellular Telecommunications System, the “third generation” of cellular telecommunications standard, also referred to asUMTS.

A private network provided by means of the facilities of a public telephone network but which operates by logic as a closed user group thereby
providing the convenience of a private network with the economy of scale of a public network.

A competitive Voice Telephony service, provided over broadband IP infrastructure (e.g. cables, ADSL), mainly by ISPs.
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Voice Over Broadband A service enabling cellular subscribers to make voice calls using voice over | P technology. The subscriber must have a WiFi or acellular

over cellular (“VoC”) broadband connection in order to use this service.

VOD Video on demand.

WAP Wireless Application Protocol, alanguage specifically developed for cellular telephones that facilitates internet usage.
WLAN Wireless local areanetwork.
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SIGNATURES

The Company hereby certifiesthat it meets all of the requirements for filing on Form 20-F and that it has duly caused and authorized the undersigned to sign this annual report on
itsbehalf.

Partner Communications Company Ltd.
By: /s Yacov Gelbard

Y acov Gelbard
Chief Executive Officer

March 21, 2011

By: /s/ Emanuel Avner
Emanuel Avner
Chief Financial Officer

March 21, 2011
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Report of Independent Registered Public Accounting Firm
To the Shareholders of
PARTNER COMMUNICATIONS COMPANY LTD.

We have completed integrated audits of Partner Communications Company Ltd.’s ("the Company" or "Partner") consolidated financial statementsand of itsinternal control over
financial reporting as of December 31, 2010, in accordance with the standards of the Public Company Accounting Oversight Board (United States). Our opinions, based on our
integrated audits, are presented below.

Consolidated financial statements

We have audited the consolidated statement of financial position of Partner as of December 31, 2010 and 2009, and the related consolidated statements of income, comprehensive
income, changes in equity and cash flows for each of the three yearsin the period ended December 31, 2010. These consolidated financial statements are the responsibility of the
Company’s Board of Directors and management. Our responsibility isto express an opinion on these financial statements based on our integrated audits.

We conducted our audits in accordance with auditing standards of the Public Company Accounting Oversight Board (United States). Those standards require that we plan and perform
the audit to obtain reasonabl e assurance about whether the consolidated financial statements are free of material misstatement. An audit includes examining, on atest basis, evidence
supporting the amounts and disclosuresin the consolidated financial statements. An audit also includes assessing the accounting principles used and significant estimates made by
the Company’s Board of Directors and management, as well as evaluating the overall financial statement presentation. We believe that our audits provide areasonable basis for our
opinion.

In our opinion, the consolidated financial statements referred to above, present fairly, in all material respects, the financial position of Partner as of December 31, 2010 and 2009, and the
results of its operations, changesin equity and its cash flows for each of the three yearsin the period ended December 31, 2010, in conformity with International Financial Reporting
Standards ("IFRS") asissued by the International Accounting Standards Board ("IASB").

Internal control over financial reporting

Also, in our opinion, the Company maintained, in al material respects, effective internal control over itsfinancial reporting as of December 31, 2010, based on criteriaestablished in the
Internal Control-Integrated Framework issued by the Committee of Sponsoring Organizations of the Treadway Commission (COSO).

The Company’s Board of Directors and management are responsible for maintaining effective internal control over financial reporting and management is responsible for the assessment
of the effectiveness of internal control over financial reporting included in the accompanying Management's Annual Report on Internal Control Over Financial Reporting appearing
under Item 15(b). Our responsibility isto express an opinion on the effectiveness of the Company’sinternal control over financial reporting based on our integrated audit. We
conducted our audit in accordance with the standards of the Public Company Accounting Oversight Board (United States). Those standards require that we plan and perform the audit
to obtain reasonabl e assurance about whether effective internal control over financial reporting was maintained in all material respects. Our audit of internal control over financial
reporting includes obtaining an understanding of internal control over financial reporting, assessing therisk that a material weakness exists and testing and eval uating the design and
operating effectiveness of internal control based on the assessed risk. Our audit al so includes performing such other procedures as we consider necessary in the circumstances. We
believe that our audit provides areasonable basis for our opinion.
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A company’sinternal control over financial reporting is a process designed to provide reasonable assurance regarding the reliability of financial reporting and the preparation of
financia statements for external purposes in accordance with generally accepted accounting principles. A company’sinternal control over financial reporting includes those policies
and proceduresthat (i) pertain to the maintenance of records that, in reasonable detail, accurately and fairly reflect the transactions and dispositions of the assets of the Company; (ii)
provide reasonabl e assurance that transactions are recorded as necessary to permit preparation of financial statementsin accordance with generally accepted accounting principles, and
that receipts and expenditures of the Company are being made only in accordance with authorizations of management and directors of the Company; and (iii) provide reasonable

assurance regarding prevention or timely detection of unauthorized acquisition, use, or disposition of the Company’s assets that could have amaterial effect on the financial
statements.

Because of itsinherent limitations, internal control over financial reporting may not prevent or detect misstatements. Also, projections of any evaluation of effectivenessto future
periods are subject to the risk that controls may become inadequate because of changesin conditions, or that the degree of compliance with the policies or procedures may deteriorate.

Tel-Aviv, Israel Kesselman & Kesselman
March 17, 2011 Certified Public Accountants (Isr.)
A member firm of PricewaterhouseCoopers International Limited

Kesselman & Kesselman, Trade Tower, 25 Hamered Street, Tel-Aviv 68125, Israel, P.O Box 452 Tel-Aviv 61003
Telephone: +972 -3- 7954555, Fax: +972 -3- 7954556, www.pwc.co.il




PARTNER COMMUNICATIONS COMPANY LTD.
(An Israeli Corporation)
CONSOLIDATED STATEMENTS OF FINANCIAL POSITION

Convenience
trandation into
U.S.dollars
New | sraeli Shekels (note 2a)
December 31,
2009 2010 2010
Note In millions
CURRENT ASSETS
Cash and cash equivalents 329 321 920
Trade receivables 7 1,275 1,331 375
Other receivables and prepaid expenses 8 31 71 20
Inventories 9 158 101 28
Derivativefinancial instruments 6 14 6 2
1,807 1,830 515
NON CURRENT ASSETS
Trade Receivables 7 474 632 178
Advance payment in respect of the acquisition of 012 smile 26 30 8
Property and equipment 10 2,064 2,058 580
Licenses and other intangible assets 11 1,260 1,077 304
Deferred income tax asset 23 14
Derivativefinancial instruments 6 4
3,816 3,797 1,070
TOTAL ASSETS 5,623 5,627 1,585
Thefinancial statements were authorized for issue by the board of directorson March 17, 2011.
Yacov Gelbard Emanuel Avner Barry Ben-Zeev (Woolfson)
Chief Executive Officer Chief Financial Officer Director




PARTNER COMMUNICATIONS COMPANY LTD.
(An Israeli Corporation)
CONSOLIDATED STATEMENTS OF FINANCIAL POSITION

Convenience
trandation into
U.S.dollars
New | sraeli Shekels (note 2a)
December 31,
2009 2010 2010
Note In millions
CURRENT LIABILITIES
Current maturities of notes payable and other liabilities and current borrowings 14,15, 16 752 628 177
Trade payables e 771 217
Parent group - trade 24 34 72 20
Other payables 12 238 264 74
Deferred revenue 56 51 15
Provisions 13 34 26 7
Derivative financial instruments 6 4 3 1
Income tax liability 20 11 3
1,915 1,826 514
NON CURRENT LIABILITIES
Notes payable 15 1,379 1,836 517
Bank borrowings 14 300 1,252 353
Liability for employee rights upon retirement, net 17 38 54 15
Dismantling and restoring sites obligation 13 23 23 6
Other non current liabilities 16 6 8 2
Deferred income tax liability 23 2 1
1,746 3,175 894
TOTAL LIABILITIES 3,661 5,001 1,408
EQUITY 19
Share capital - ordinary shares of NIS0.01
par value: authorized - December 31, 2009,
and 2010 - 235,000,000 shares,
issued and outstanding -
December 31, 2009 — * 154,440,136 shares
December 31, 2010 — * 155,249,176 shares 2 2 1
Capital surplus 2,483 1,099 311
Accumulated deficit (172) (124) (36)
Treasury shares, at cost - December 31, 2009
and 2010 - 4,467,990 shares (351) (351) (99)
TOTAL EQUITY 1,962 626 177
TOTAL LIABILITIESAND EQUITY 5,623 5,627 1,585

* Net of treasury shares

The accompanying notesare an integral part of the financial statements.




Revenues
Cost of revenues
Gross profit

Selling and marketing expenses
General and administrative expenses
Other income - net

Operating profit

Financeincome

Finance expenses

Finance costs, net

Profit beforeincome tax

Income tax expenses

Profit for the year

Earnings per share
Basic
Diluted

PARTNER COMMUNICATIONS COMPANY LTD.
(An Israeli Corporation)
CONSOLIDATED STATEMENTS OF INCOME

Convenience
trandation

IntoU.S.

Dollars

New | sraeli Shekels (note 2a)

Year ended December 31
2008 2009 2010 2010
Note In millions (except earnings per share)

5 6,302 6,079 6,674 1,880
5,20 3,868 3,770 4,093 1,153
2,434 2,309 2,581 727
20 388 387 479 135
20 284 290 306 86
21 64 69 64 18
1,826 1,701 1,860 524
22 30 28 28 8
22 214 204 209 59
22 184 176 181 51
1,642 1,525 1,679 473
23 444 384 436 123
1,198 1,141 1,243 350
7.71 7.42 8.03 2.26
25 7.65 7.37 7.95 2.24

The accompanying notesare an integral part of thefinancial statements.




PARTNER COMMUNICATIONS COMPANY LTD.
(An Israeli Corporation)
CONSOLIDATED STATEMENTS OF COMPREHENSIVE INCOME

Convenience
trandation into
U.S.dollars
New | sraeli Shekels (note 2a)
Year ended December 31
2008 2009 2010 2010
Note In millions
Profit for the year 1,198 1,141 1,243 350
Other comprehensiveincome (losses)
Actuarial gains (losses) on defined benefit plan 17 (18) 16 (8 2
Income taxes relating to actuarial gains (losses) on defined benefit plan 23 5 (4) 2 *
Other comprehensiveincome (losses)
for theyear, net of income taxes (13) 12 (6) (2)
TOTAL COMPREHENSIVE INCOME FOR THE YEAR 1,185 1,153 1,237 348

* Representing an amount less than NIS 1 million.
The accompanying notesare an integral part of thefinancial statements.




New Israeli Shekels:
BALANCE AT JANUARY 1, 2008

CHANGES DURING THE YEAR ENDED
DECEMBER 31,2008
Total comprehensive income for the
year
Exercise of options granted to employee
Employee share-based compensation
expenses
Dividend
Treasury Shares, at cost
BALANCE AT DECEMBER 31, 2008

CHANGES DURING THE YEAR ENDED
DECEMBER 31, 2009
Total comprehensive income for the
year
Exercise of options granted to
employees
Employee share-based compensation
expenses
Dividend
BALANCE AT DECEMBER 31, 2009

CHANGES DURING THE YEAR ENDED
DECEMBER 31, 2010
Total comprehensive income for the
year
Exercise of options granted to
employees
Employee share-based compensation
expenses
Capital reduction (see note 19(d))
Dividend
BALANCE AT DECEMBER 31, 2010

Convenience translation into u..s. dollars
(note 2a):
BALANCE AT JANUARY 1, 2010
CHANGES DURING THE YEAR ENDED
DECEMBER 31, 2010
Total comprehensive income for the
year
Exercise of options granted to
employees
Employee share-based compensation
expenses
Capital reduction (see note 19(d))
Dividend
BALANCE AT DECEMBER 31, 2010

* Representing an amount less than 1 million.

PARTNER COMMUNICATIONS COMPANY LTD.

(An Israeli Corporation)

CONSOLIDATED STATEMENTS OF CHANGESIN EQUITY

Share capital
Number of Capital Accumulated Treasury
shares Amount surplus deficit shares Total
Note Inmillions

157,320,770 2 2,429 (616) - 1,815

1,185 1,185

566,614 * 17 17

8 8
19 (942) (942)
(4,467,990) (351) (351)

153,419,394 2 2,446 (365) (351) 1,732

1,153 1,153

1,020,742 * 37 37

22 22

19 (982) (982)
154,440,136 2 2,483 (172) (351) 1,962

1,237 1,237

809,040 * 16 16

23 23

(1,400) (1,400)

19 (1,212) (1,212)
155,249,176 2 1,099 (124) (351) 626

154,440,136 1 700 (48) (99) 554

348 348

19 809,040 * 5 5
6 6

(394) (394)

(342) (342)

155,249,176 1 311 (36) (99) 177

The accompanying notesare an integral part of thefinancial statements.
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PARTNER COMMUNICATIONS COMPANY LTD.
(AnIsraeli Corporation)
CONSOLIDATED STATEMENTS OF CASH FLOWS

(Continued) - 1

Convenience
trandation into
U.S.dallars
New | sraeli Shekels (note 2a)
Year ended December 31
2008 2009 2010 2010
Note In millions
CASH FLOWSFROM OPERATING ACTIVITIES:
Cash generated from operations (Appendix) 2,335 2,092 2,384 672
Income tax paid 23 (420) (339) (426) (120)
Net cash provided by operating activities 1,915 1,753 1,958 552
CASH FLOWSFROM INVESTING ACTIVITIES:
Acquisition of property and equipment 10 (488) (526) (361) (102)
Increase in intangible assets 11 (31) (231) (105) (30)
Advance payment in respect of the acquisition of 012 smile (30) 9)
Interest received 22 4 1 5 1
Proceeds from derivative financial instruments, net 6 1 24 5 1
Net cash used in investing activities (514) (732) (486) (139)
CASH FLOWSFROM FINANCING ACTIVITIES:
Proceeds from exercise of stock options granted to employees 17 37 16 5
Non-current bank borrowings received 14 300 1,000 282
Proceeds from issuance of notes payable, net of issuance costs 15 446 990 279
Dividend paid 19 (930) (986) (1,209) (341)
Capital reduction (see note 19(d)) 7 (1,400) (394)
Repayment of finance lease 16 (351) ) ?3) 1)
Interest paid 22 (92) (89) (118) (33)
Current borrowings received (repaid), net 14 20 (20)
Repayment of non-current bank borrowings 14 (22)
Repayment of notes payable 15 (557) (756) (213)
Net cash used in financing activities (1,365) (876) (1,480) (416)
INCREASE (DECREASE) IN CASH AND CASH EQUIVALENTS 36 145 8) (3)
CASH AND CASH EQUIVALENTSAT BEGINNING OF YEAR 148 184 329 93
CASH AND CASH EQUIVALENTSAT END OF YEAR 184 329 321 90

The accompanying notesarean integral part of thefinancial statements.




(Concluded) - 2
PARTNER COMMUNICATIONS COMPANY LTD.
(AnIsraeli Corporation)
CONSOLIDATED STATEMENTS OF CASH FLOWS

Appendix — Cash gener ated from operations and supplemental infor mation

Convenience
trandation into
U.S.dollars
New | sraeli Shekels (note 2a)
Year ended December 31,
2008 2009 2010 2010
Note In millions
Cash generated from operations:
Profit for the year 1,198 1,141 1,243 350
Adjustments for:
Depreciation and amortization 10, 11 463 577 669 188
Impairment of intangible assets 16 5
Employee share based compensation expenses 19 9 22 23 6
Liability for employee rights upon retirement, net 17 5 1 8 2
Finance costs, net 22 101 84 53 15
Gain (loss) from changein fair value of derivative financial instruments 6 (13) (18) 6 2
Interest paid 22 92 89 118 33
Interest received 22 (4) (@] (5 (@]
Deferred income taxes 23 8 63 18 5
Incometax paid 23 420 339 426 120
Capital loss from property and equipment 10 1 3 3 1
Changes in operating assets and liabilities:
Decrease (increase) in accounts receivable:
Trade 7 47 (229) (214) (60)
Other 17 2 (40) (12)
Increase (decrease) in accounts payable and accruals:
Parent group - trade 24 1 17) 38 11
Trade 10 43 (40) (11)
Other payables 12 (17) 6 27 7
Provisions 13 34 8) 2
Deferred revenue (5 8 (5 (1)
Current income tax liability 23 (6) (22) 9 ©)]
Decrease (increase) in inventories 9 8 (33) 57 16
Cash generated from operations: 2,335 2,092 2,384 672

Supplementary information

At December 31, 2008, 2009 and 2010, trade payables include NIS 220 million, NIS 179 million and NIS 220 million, respectively, in respect of acquisition of software and property
equipment.

At December 31, 2008, 2009 and 2010 tax withholding related to dividend of approximately NIS 18 million, NIS 14 million and NIS 17 million, respectively is outstanding, see also note 19(c).
These balances are recognized in the cash flow statements upon payment.
Asto dismantling and restoring sites obligation see note 13.

The accompanying notesare an integral part of thefinancial statements.

F-10




NOTE1-

PARTNER COMMUNICATIONS COMPANY LTD.
(An Israeli Corporation)
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

GENERAL

a.

Partner Communications Company Ltd. (“the Company", "Partner") is a leading Israeli provider of telecommunications services under the orange™ brand. The
address of the Company's Principal Executive Officesis8 Amal Street, Afeq Industrial Park, Rosh-Haayin 48103, Israel.

The Company's share capital consists of ordinary shares, which are traded on the Tel Aviv Stock Exchange (“TASE") under the symbol "PTNR". American
Depositary Shares ("ADSs"), each representing one of the Company’s ordinary shares, are quoted on the NASDAQ Global Select Market™, under the symbol
"PTNR". Seealso note 19 (a).

The ultimate holding company is Suny Electronics Ltd, since it is the parent company of Scailex Corporation Ltd, which is the Company's parent company as of
October 28, 2009 ("Scailex", "Parent group"). Prior to that date the Company’s parent company was Hutchison Telecommunications International Limited ("Hutchison
Telecom™) through Advent Investments Pte Ltd.

The Company through its subsidiaries and partnership provides telecommunications services in the following segments (see also note 5): (a) cellular communication
services: airtime and content; and (b) fixed-line communication services, that include: (1) Internet services provider (*1SP") that provides access to the internet as well
as home WiFi networks, value added services ("VAS') such as anti-virus and anti-spam filtering; (2) Transmission services; (3) voice over broadband ("VOB") and
Primary Rate Interface ("PRI") fixed-line telephone services. The Company sells related equipment for the cellular segment and for the fixed-line segment: mainly
handsets, phones, domestic routers, and related equipment.

Content services include mainly voice mail, text and multimedia messaging, as well as downloadable wireless data applications, including ring tones, music, games,
and other informational content. Generally, these enhanced features and data application generate additional service revenues through monthly subscription fees of
increased usage utilization of the features and applications. Other optional services, such as equipment extended warranty plans are also provided for a monthly fee
and are either sold separately or included in packages rate plans.
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PARTNER COMMUNICATIONS COMPANY LTD.
(An Israeli Corporation)
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

GENERAL (continued)

C.

The Company was incorporated on September 29, 1997, and operates under alicense granted by the Israeli Ministry of Communications ("MOC") to operate a cellular
telephone network. The Company commenced full commercial operations on January 1, 1999.

Thelicense isvalid through 2022. The Company is entitled to request an extension of the license for an additional period of six years and then renewal for one or more
additional six year periods. Should the license not be renewed, the new license-holder is obliged to purchase the communications network and all the rights and
obligations of the subscribers for afair price, as agreed between the parties or as determined by an arbitrator.

Under the terms of the license, the Company provided a bank guarantee in NIS equivalent of USD 10 million to the State of Israel to secure the Company's adherence
to the terms of thelicense.

The license authorizes the Company to provide mobile telephone services within the State of Israel aswell as offer roaming services outside the State of Israel. In May
2000, the Company was also granted a license from the Israeli Civil Administration, to provide mobile services to the Israeli populated areas in the West Bank. The
license is effective until April 7, 2013. The Company believesthat it will be able to receive an extension to this license upon request.

In March 2001, the Company received a special license granted by the Ministry of Communications, allowing the Company through its own facilities to provide
internet access to land-line network customers. The license was renewed in April 2008 and is valid until April 2013. The Company began supplying commercial ISP
servicesin January 2009. The | SP equipment is also used for providing other services such as Voice Over Broadband.

In January, 2007, the Ministry of Communications granted Partner Fixed Communication Solutions Limited Partnership, which is fully owned by the Company, alicense
for the provision of domestic land-line telecommunications services. The license expires in 20 years but may be extended by the Ministry of Communications for
successive periods of 10 years provided that the licensee has complied with the terms of the license and has acted consistently for the enhancement of telecom
services. The Company deposited a bank guarantee in the amount of NIS 10 million with the Ministry of Communications upon receiving the license which shall be
used to secure the Company's obligations under the License. The license was amended in 2007 to grant the Company the right to offer Voice Over Broadband ("VoB")
services using the infrastructure of Bezeq The Israel Telecommunication corp. Itd and HOT- Telecommunication Systems Itd (leading fixed communication
infrastructure services providers in Israel) to access customers and to provide them with land-line telephony service. The License was further amended in 2007 to
incorporate the provision of transmission and data communications services that were previously provided for under a transmission license that was granted in July
2006.

In March 2009, the Company was also granted a domestic land-line license to provide land-line services to the I sraeli populated areas in the West Bank. Thelicenseis
effective until March 2019.




PARTNER COMMUNICATIONS COMPANY LTD.
(An Israeli Corporation)
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

NOTE 1 - GENERAL (continued)
D. Main recent regulatory developments
(1)  Reduction of interconnect tariffsto be paid to cellular operators
In September 2010 the MOC published its decision regarding interconnect tariffs, which will be asfollows:

. The maximum interconnect tariff payable by a telecommunications operator to a cellular operator for the completion of a call in its cellular network will be
reduced from the current tariff of NIS 0.251 per minute to NIS 0.0687 per minute effective January 1, 2011; to NIS 0.0634 per minute effective January 1, 2012; to
0.0591 per minute effective January 1, 2013; and to NIS 0.0555 per minute effective January 1, 2014.

. The maximum interconnect tariff payable by a telecommunications operator to a cellular operator for sending an SMS message to its cellular network will be
reduced from the current tariff of NIS 0.0285 to NIS 0.0016 effective January 1, 2011; to NIS 0.0015 effective January 1, 2012; to NIS 0.0014 effective January 1,
2013; and to NI1S 0.0013 effective January 1, 2014.

Thetariffsdo not include VAT and will be updated annually on January 1 of each year starting January 1, 2011 asfollows: the tariffswill be linked to the CPI, using
the average annual CPI for the year 2009 (as defined by the Israeli Central Bureau of Statistics) as the basic CPI. The tariffs will be adjusted in accordance with the
royalty rate paid by cellular operators as set in the relevant regulations.

The direct adverse effect of the reduction on the Company's net income, without taking into consideration any mitigating steps and the possible indirect adverse
affects, is expected to be material.

On November 14, 2010, the Company filed a petition with the Supreme Court of Justice claiming that the Ministry of Communications 's decision to reduce
interconnect tariffs is mistaken and unlawful and a hearing was set for June 2011. The Company has petitioned the Court to rescind the Ministry's decision and
regulations or alternatively to amend them in such a manner so that the interconnect tariff chargeable by the Company shall not be less than the actual cost. The
Company cannot predict the ultimate outcome of the petition.

(20 Consumer license amendments

After conducting a hearing process, in December 2010, the Ministry of Communications amended the conditions of the licenses of al the cellular telecommunication
companies in Israel effective March 12, 2011 to include 16 consumer amendments that will apply to both private as well as business subscribers. The amendment
includes among others, arequirement to include a summary of the main terms of the commitment agreement on the front page of the agreement, a prohibition to charge
subscribers for services that they did not expressly sign up for and provision of information in the monthly bill of business subscribers regarding the commitment
period and exit fees that will need to be paid if they terminate the agreement.
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PARTNER COMMUNICATIONS COMPANY LTD.
(An Israeli Corporation)
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

NOTE1- GENERAL (continued)

d.

Main recent regulatory developments (continued)

As part of an amendment to the Telecommunications Law, effective February 2011, subscribers with commitment agreements for no more than 100 telephone lines that
terminate a commitment agreement during the commitment period, may not be charged a penalty that exceeds 8% of the subscribers' average monthly bill for operator's
services, until the termination, multiplied by the balance of the remaining number of monthsin the commitment period. In addition, such subscribers may not be denied
benefits to which they would have been entitled had they not terminated the commitment agreement. For commitment agreements signed prior to February 1, 2011,
these new provisions will apply to customers with no more than 50 telephone lines. In addition, the cellular operators will be prohibited from demanding immediate full
payment of the remaining installments for the handsets upon the customers' breach of the commitment period, and the subscriber s will be allowed to continue to pay
out the installments in accordance with the dates and amounts they would have paid had they not terminated the agreement. The Company expects that these
restrictions on subscriber exit fees are expected to increase the churn rate of post-paid subscribers.

NOTE2- SIGNIFICANT ACCOUNTING POLICIES

a

Basis of preparation of thefinancial statements

The consolidated financial statements of the Company as of December 31, 2010 (“the financial statements") have been prepared in accordance with International
Financial Reporting Standards (IFRS), asissued by the International Accounting Standards Board (IASB).

The principle accounting policies set out below have been consistently applied to all periods presented unless otherwise stated.
The preparation of financial statements in conformity with IFRS requires the use of certain critical accounting estimates, and requires management to exercise its

judgment in the process of applying the Company's accounting policies. Areas involving a higher degree of judgment or complexity, or areas where assumptions and
estimates are significant to the financial statements are disclosed in note 4.




NOTE 2-

PARTNER COMMUNICATIONS COMPANY LTD.
(An Israeli Corporation)
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (continued)

SIGNIFICANT ACCOUNTING POLICIES (continued)

a

Basis of preparation of the financial statements (continued)

Basis of measurement:

Thefinancial statements have been prepared on the basis of historical cost convention except for the following assets and liabilities:
(a) Derivative financial instruments are measured and presented at their fair values through profit or loss.

(b) Property and equipment were revalued to the fair value on the transition date to IFRS, see note 2(f).

(c) Liability for employee rights upon retirement, net, is valued based on the present value of the defined benefit obligation less fair value of the plan assets, see
note 17.

(d) Until December 31, 2003 the Israeli economy was considered hyperinflational according to IFRS, therefore the value of non-monetary assets, licenses and equity
items have been adjusted for changes in the general purchasing power of the Israeli currency — NIS, based upon changes in the Israeli Consumer Price Index
("CPI") until December 31, 2003.

Convenience tranglation into U.S. Dollars (USD or $):

The NIS figures at December 31, 2010 and for the period then ended have been translated into dollars using the representative exchange rate of the dollar at December

31,2010 (USD 1= NIS 3.549). Thetranslation was made solely for convenience, is supplementary information, and is distinguished from the financial statements. The

translated dollar figures should not be construed as a representation that the I sraeli currency amounts actually represent, or could be converted into, dollars.

Foreign currency translations

(1) Functional and presentation currency

Items included in the financial statements are measured using the currency of the primary economic environment in which the Company and its subsidiaries and

partnership operate (the "functional currency"). The financial statements are measured and presented in New Israeli Shekels ("NIS"), which is the Company's and its

subsidiaries' and partnership functional and presentation currency. The amounts presented at NI'S millions are rounded to the nearest NI'S million.

(2) Transactions and balances

Balances in, or linked to, foreign currency are stated on the basis of the exchange rates prevailing at the end of the reporting period. Foreign currency transactions

included in the statements of income are translated into the functional currency using the exchange rates prevailing at the dates of the transactions. Transaction gains
or losses arising from changes in the exchange rates used in the translation of such balances are carried to financial income or expenses.
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NOTE 2-

PARTNER COMMUNICATIONS COMPANY LTD.
(An Israeli Corporation)
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (continued)

SIGNIFICANT ACCOUNTING POLICIES (continued)

C.

Principles of consolidation

Subsidiariesare all entities over which the Company has the power to govern the financial and operating policies generally accompanying a shareholding of more than
half of the voting rights. Subsidiaries are fully consolidated from the date on which control is transferred to the Company.

1) The consolidated financial statements include the accounts of the Company and its wholly-owned subsidiaries and Partnership.
2) Intercompany balances and transactions between the Group's entities have been eliminated.

List of wholly owned Subsidiaries and partnership:

Partner Land-Line Communications Solutions - Limited Partnership

Partner Future Communications 2000 Limited ("PFC")

Partner Business Communications Solution - Limited Partnership - not active

Partner Net Limited — not active

Operating Segments

Operating segments are reported in a manner consistent with the internal reporting provided to the Chief Executive Officer (regarded as Chief Operation Decision-
Maker, CODM) who isresponsible for allocating resources and assessing performance of the operating segments.

Inventories

Inventories of cellular and fixed telephones (handsets), related accessories, spare parts, |SP modems and related equipment are stated at the lower of cost or net
realizable value. Cost is determined on the "first-in, first-out" basis. The Company determines its allowance for inventory obsolescence and slow moving inventory,
based upon expected inventory turnover, inventory aging and current and future expectations with respect to product offerings.

Property and equipment

The Company adopted an exemption provided in IFRS1, on January 1, 2008, the transition date to IFRS, allowing to measure the Company's property and equipment as
of the transition date to IFRS at fair value, and to use this value as its deemed cost as of that date. The deemed cost was based upon an appraisal, performed by
management with the assistance of independent appraisers. The appraisal was based on considering the different elements and components of the property and
equipment, and assigning them the appropriate estimation of useful life and fair value. The fair value on January 1, 2008 of property and equipment was NIS 1,690
million.

Subsequent purchases of property and equipment are stated at cost, |ess accumulated depreciation, and accumulated impairment |osses.
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NOTE 2-

PARTNER COMMUNICATIONS COMPANY LTD.
(An Israeli Corporation)
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (continued)

SIGNIFICANT ACCOUNTING POLICIES (continued)

f.

Property and equipment (continued)

Subsequent costs are included in the asset's carrying amount or recognized as a separate asset, as appropriate, only when it is probable that future economic benefits
associated with the item will flow to the Company and the cost of the item can be measured reliably. All other repairs and maintenance are charged to the statement of
income during the financia period in which they areincurred.

Cost includes expenditures that are directly attributable to the acquisition of the asset. The cost of self-constructed assets includes the cost of materials and direct
labor, any other costs directly attributable to bringing the asset to a working condition for its intended use, and the costs of dismantling and removing the items and
restoring the site on which they are located. Purchased software that isintegral to the functionality of the related equipment is capitalized as part of that equipment.

Changes in the obligation to dismantle and remove assets on sites and to restore the site on which they are located, other than changes deriving from the passing of
time, are added or deducted from the cost of the assetsin the period in which they occur. The amount deducted from the cost of the asset shall not exceed the balance
of the carrying amount on the date of change, and any balance is recognized immediately in profit or loss, See (q) below.

Depreciation is calculated using the straight-line method over the estimated useful lives of the assets, as follows:

years

Communications network:

Physical layer and infrastructure 10- 25 (mainly 15, 10)

Other Communication network 3-15 (mainly 5, 10, 15)
Computers, software and hardware for

information systems 3-10 (mainly 3-5)
Office furniture and equipment 7-10
Optic fibers and related assets 7-25 (mainly 20)

On October 25, 2010 the Company signed an agreement with LM Ericsson Israel Ltd. ("Ericsson") for the upgrade of its existing networks and the deployment of a
fourth generation network in Israel (the "Agreement"). The Agreement includes the upgrade, replacement and the expansion of certain parts of the Company's
existing cellular and fixed line networks and the maintenance of the networks, including enhancement of the Company's abilities with respect to the cellular and
fixed line ISP services it provides. The commercial operation of the fourth generation network by the Company is subject to the allocation of the relevant
frequencies by the Ministry of Communications.
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PARTNER COMMUNICATIONS COMPANY LTD.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (continued)

SIGNIFICANT ACCOUNTING POLICIES (continued)

f.

Property and equipment (continued)

The term of the Agreement is until December 31, 2014, whereas the replacement of the Company's switches and radio equipment is scheduled to be carried out by
the end of the year 2012.

The total net amount, following all discounts and settlements, some of which are conditional, that the Company will be required to pay for the capital expenditure
and maintenance services is approximately USD 100 million (NIS 355 million). Payment will be madein quarterly installments throughout the term of the
Agreement. The Company allocates the net amount between capital expenditures and maintenance based on their relative fair values. The amount relating to
support and maintenance is approximately USD 12 million (NIS 43 million). The transaction will result in accelerated depreciation of the replaced equipment,
throughout the replacement period, whereas the main impact of the accelerated depreciation will occur during the years 2011 and 2012. The Company recorded a
depreciation acceleration of NIS 16 million in the fourth quarter of 2010. As of December 31, 2010, the depreciated cost of fixed assets that the Company intends to
replaceis approximately NIS 114 million. The expected depreciation acceleration in 2011 is expected to be approximately NIS 70 million.

The assets' useful lives are reviewed, and adjusted if appropriate, at the end of each reporting period. Accordingly, the Company adjusted the useful lives of some
assets. The effect of such adjustment on the statement of income for 2010 were immaterial. The expected effect on the statement of income for 2011 is an increase of

approximately NIS 25 million, in cost of revenues.

L easehold improvements are amortized by the straight-line method over the term of the lease (including reasonably assured option periods), or the estimated useful
life (5-10 years) of theimprovements, whichever is shorter.

An asset’s carrying amount is written down immediately to its recoverable amount if the asset’s carrying amount is greater than its estimated recoverable amount (see
note 2(h)).

Licensesand other intangible assets

1) Licenses:

The licenses to operate a cellular communication services are recognized at cost, adjusted for changesin the CPI until December 31, 2003 (See note 2 a(d)), and are

amortized using the straight line method over their contractual period —the period ending in 2022.

Borrowing costs which served to finance the license fee - incurred until the commencement of utilization of the license - were capitalized to cost of the license.

The license for providing fixed-line telephone services is stated at cost and is amortized by the straight-line method over the contractual period of 20 years,

starting in 2007.

The amortization periods exclude any possible future extensions.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (continued)

SIGNIFICANT ACCOUNTING POLICIES (continued)

g.

Licensesand other intangible assets (continued)

2)

3

4

Customer relationships:

The customer relationships were acquired in a business combination. Customer relationships with carriers are amortized over the estimated useful lifewhichis7
years using the strai ght-line method. Customer relationships with business customers are amortized over the estimated useful life whichis 5 years using the
straight-line method.

Computer software:

Acquired computer software licenses are capitalized on the basis of the costs incurred to acquire and to bring to use the specified software. These costs are
amortized over their estimated useful lives (3 to 7 years) using the straight-line method.

Costs associated with maintaining computer software are recognized as an expense as incurred. Development costs that are directly attributabl e to the design and
testing of identifiable and unique software products controlled by the Company are recognized as intangible assets when the following criteria are met: (a) it is
technically feasible to complete the software product so that it will be available for use; (b) management intends to compl ete the software product and use it; (c)
thereis an ability to use the software product; (d) it can be demonstrated how the software product will generate probable future economic benefits; (€) adequate
technical, financial and other resources to complete the development and to use the software product are available; and (f) the expenditure attributable to the
software product during its development can be reliably measured. Costs that are directly associated with the developing softwares controlled by the Company
are recognized as intangible assets, and amortized over their estimated useful lives (3 to 7 years). Direct costs include costs of software development employees.

Subscriber Acquisition and Retention Costs (SARC):

Coststo acquire or retain postpaid mobile telecommunication subscribers, pursuant to a contract with early termination penalties are capitalised if (1) such costs
areidentifiable and controlled; (2) it is probable that future economic benefits will flow from the subscribers to the Company; and (3) such costs can be measured
reliably. If costs do not meet the aforementioned criteriathey are recognized immediately as expenses. The cost of the subsidized handset | ess the subscriber's
payment towards the handset, and sales commissions, are included in the subscriber acquisition and retention costs. Capitalized subscriber acquisition and
retention costs are amortized over their expected useful life which is not longer than their minimum enforceable period, which is generally a period of 18 months,
using the straight-line method. In the event that a subscriber churns off the network or the arrangement is canceled within the period, any unamortized subscriber
acquisition or retention costs are written off in the period in which the subscriber churns. The criteriafor capitalization of SARC are met for transaction occurring
after January 1, 2009. See note 2(h).
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SIGNIFICANT ACCOUNTING POLICIES (continued)

h.

Impairment of non-financial assets

Assets that are subject to depreciation and amortization are reviewed for impairment whenever events or changes in circumstances indicate that the carrying amount
may not be recoverable. Animpairment lossis recognized for the amount by which the asset's carrying amount exceeds its recoverable amount. The recoverable
amount isthe higher of an asset's fair value less costs to sell and value in use. For the purposes of assessing impairment, assets are grouped to at the lowest levelsfor
which there are separately identifiable cash flows (cash-generating units). The Company recorded in 2010 impairment of intangible asset: subscriber acquisition and
retention costs in an amount of NIS 16 million, see note 11.

Financial instruments

The Company classifies its financial instruments in the following categories: (1) at fair value through profit or loss, (2) loans and receivables, and (3) liabilities at
amortized cost. The classification depends on the purpose for which the financial instruments were acquired or assumed. Management determines the classification of
itsfinancial instruments at initial recognition.

1. Financial instruments at fair value through profit or loss category:

This category includes embedded derivative financial instruments and freestanding derivative financial instruments. These derivatives do not qualify for hedge
accounting. Instruments in this category are classified as current if they are expected to mature within 12 months after the end of the reporting period; otherwise
they are classified as non-current. Gains or losses arising from changes in the fair value of these derivative financial instruments are presented in the income
statement within "finance costs, net" in the period in which they arise.

2. Loansand receivables category:

L oans and receivables are non-derivative financial assets with fixed or determinable payments that are not quoted in an active market. They areincluded in current
assets, except for arrangements longer than 12 months after the end of the reporting period, which are classified as non-current assets. Loans and receivables are
recognized initially at fair value and subsequently measured at amortized costs using the effective interest method, less any impairment loss. The Company's
loans and receivables comprise "trade receivables" and "other receivables" and "cash and cash equivalents" in the statement of financial position. See also note
() (3) below regarding revenue recognition from non-current credit arrangements.

Ordinary purchases and sales of financial assets are carried at the settlement date, the date on which the asset is delivered to or by the Company.

Financial assets are derecognized when the rights to receive cash flows from the investments have expired or have been transferred and the Company has transferred
substantially all risks and rewards of ownership. The Company assesses at the end of each reporting period whether there is objective evidence that a financial asset
or group of financial assetsisimpaired. The amount of the loss is measured as the difference between the asset's carrying amount and the present value of estimated
future cash flows (excluding future credit losses that have not been incurred) discounted at the financial asset's original effective interest rate. The asset's carrying
amount of the asset is reduced and the amount of the loss is recognised in the consolidated income statement.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (continued)

SIGNIFICANT ACCOUNTING POLICIES (continued)

Financial instruments (continued)

3. FEinancial liabilities and borrowings at amortized cost category:

Financial liabilities at amortized cost are non-derivative financial instruments with fixed or determinable payment. They are included in current liabilities, except for
maturities greater than 12 months after the end of the reporting period, which are classified as non-current liabilities. Financial liabilities at amortized cost are
recognized initially at fair value, net of transaction costs, and subsequently measured at amortized costs using the effective interest method. The Company's
financial liabilities and borrowings at amortized cost category include notes payable, bank borrowings, credit facilities, and liability in respect of finance lease and
accounts payables, in the statement of financial position.

Cash and Cash equivalents

The Company considers al highly liquid investments, which include short-term bank deposits (up to 3 months from date of deposit) that are not restricted as to
withdrawal or use, to be cash equivalents.

Trade Receivables

Trade receivables are recognized initially at fair value. Non-current receivables are subsequently measured at amortized cost using the effective interest method, less
allowance for impairment (allowance for doubtful accounts). The allowance is established when there is objective evidence that the Company will not be able to collect
amounts due according to the original terms of the receivables. Significant financial difficulties of the debtor, probability that the debtor will enter bankruptcy or
financial reorganization, or delinquency or default in debtor payments are considered indicators that trade receivable is impaired. The amount of the allowance is
determined as a percentage of specific debts doubtful of collection, and taking into consideration the likelihood of recoverability of accounts receivable based on the
age of the balances, the Company's historical write-off experience net of recoveries, changes in the credit worthiness of the Company's customers, and collection
trends. The trade receivables are periodically reviewed for impairment.

The Company factors most of its non-current trade receivables resulting from sales of handsets by credit cards. The factoring is executed through a clearing company,

on a non-recourse basis. The factoring of accounts receivable is recorded by the Company as a sales transaction, and derecognized under the provisions of IAS 39
financial instruments: recognition, and measurement. The results of the factoring transaction are charged to financial income and expenses on the settlement date.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (continued)

SIGNIFICANT ACCOUNTING POLICIES (continued)

Sharecapital

Ordinary shares are classified as equity. Incremental costs directly attributable to the issue of new shares or options are shown in equity as a deduction, net of tax,
from the proceeds.

Company's share capital acquired by the Company (treasury shares) are presented as a reduction of equity, at the consideration paid. Including any attributable
incremental costs, net of tax. Treasury shares do not have aright to receive dividends or to vote.

Trade payables
Trade payables are obligations to pay for goods or services that have been acquired in the ordinary course of business from suppliers. Accounts payable are
classified as current liabilities if payment is due within one year or less. Trade payables are recognised initially at fair value, and subsequently measured at amortized
cost.
Employee benefits
(i) Post employment benefits:
1. Defined contribution plan
According to section 14 of the Israeli Severance Pay Law some of the Company's liability for some of the employee rights upon retirement is covered by
regular contributions to various pension schemes. The schemes are generally funded through payments to insurance companies or trustee-administered
funds. These plans are defined contribution plans, since the Company pays fixed contributions into a separate and independent entity. The Company has no
legal or constructive obligations to pay further contribution if the fund does not hold sufficient assets to pay al employees the benefit relating to employee

servicein the current or prior periods. The amounts funded as above are not reflected in the statement of financial position.

Obligations for contributions to defined contribution pension plans are recognized as an expense in statement of income when they are due.
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SIGNIFICANT ACCOUNTING POLICIES (continued)

n.

Employee benefits (continued)

0]

Post employment benefits (continued)

2.

Defined benefit plan

Labor laws and agreements, and the practice of the Company, require paying retirement benefits to employees dismissed or retiring in certain other
circumstances, measured by multiplying the years of employment by the last monthly salary of the employee (i.e. one monthly salary for each year of tenure),
the obligation of the Company to pay retirement benefitsis treated as a defined benefit plan.

The defined benefit obligation is recognized in the statement of financial position at the present value of the defined benefit obligation at end of the reporting
period lessthe fair values of plan assets. The defined benefit obligation is calculated annually using the projected unit credit method.

The measuring of liability and plan assets are based on cal culation made by an external actuarial expert.

The present value of the defined benefit obligation is determined by discounting the estimated future cash outflows (after taking into account the expected
rate of salary increases and other actuarial assumptions) using interest rates of Israeli Government bonds that are denominated in the currency in which the
benefits will be paid (NI1S) and that have terms to maturity approximating the terms of the related liability, since the Company's management is in the opinion
that Israel does not have a deep market for high-quality corporate bonds.

Actuarial gains and losses resulting from changes in actuarial valuation and differences between past assumptions and actual results are charged or credited

to equity in other comprehensive incomein the period in which they arise. Interest costs in respect of the defined benefit plan obligation and the expected
returns on the plan assets are charged or credited to finance costs - net.
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SIGNIFICANT ACCOUNTING POLICIES (continued)

n.

Employee benefits (continued)
(i) Post employment benefits (continued)

3. Termination benefits

Termination benefits are payable when employment is terminated by the Company before the normal retirement date, or whenever an employee accepts
voluntary redundancy in exchange for these benefits. The Company recognizes termination benefits when it is demonstrably legally or constructively
committed either: terminating the employment of current employees according to adetailed formal plan without possibility of withdrawal; or providing
termination benefits as aresult of an offer made to encourage voluntary redundancy. Benefits falling due more than 12 months after the end of the reporting
period are discounted to their present value.

(i) Employment benefits
1. Vacation and recreation benefits
The employees are legally entitled to vacation and recreation benefits, both computed on an annual basis. This entitlement is based on the term of
employment. Thisobligation is treated as a short term benefit under IAS 19. The Company charges a liability and expense due to vacation and recreation pay,

based on the benefits that have been accumulated for each employee, on undiscounted basis.

2. Profit-sharing and bonus plans

The Company recognizes a liability and an expense for bonuses based on aformula that takes into consideration individual performance and the Company's
overall performance.

The Company recognizes a provision where contractually obliged or where there is a past practice that has created a constructive obligation.

Share based payment

The Company operates a number of equity-settled, share-based compensation plans, under which the Company receives services from employees as consideration for
equity instruments of the Company. The fair value of the employee services received in exchange for the grant of the equity instruments s recognized as an expense.
The total amount to be expensed is determined by reference to the fair value of the equity instruments granted, at the grant date. The total amount expensed is
recognized over the vesting period, which is the period over which all the specified vesting conditions are to be satisfied. At the end of each reporting period, the
Company revises its estimates of the number of equity instruments that are expected to vest based on the vesting conditions, and recognizes the impact of the
revision of original estimates, if any, in the statement of income, with corresponding adjustment to accumulated deficit.

The proceeds received net of any directly attributable transactions costs are credited to share capital and capital surplus when the equity instruments are exercised.
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SIGNIFICANT ACCOUNTING POLICIES (continued)

p. Provisions

Provisions are recognized when the Company has a present legal or constructive obligation as aresult of past events, it is probable that an outflow of resources will
require settling the obligation, and the amount has been reliable estimated. Where there are a number of similar obligations, the likelihood that an outflow will be required in

a settlement is determined by considering the class of obligations asawhole. A provision isrecognised even if the likelihood of an outflow with respect to any item
included in the same class of obligations may be small.

Provisionsinclude the following:

(1) Inthe ordinary course of business, the Company isinvolved in a number of lawsuits. The costs that may result from these lawsuits are only accrued for when it is
probable that a liability, resulting from past events, will be incurred and the amount of that liability can be quantified or estimated within a reasonable range. The
amount of the provisions recorded is based on a case-by-case assessment of therisk level, and events arising during the course of legal proceedings that may require
a reassessment of this risk, and where applicable discounted at a pre-tax discount rate that reflects current market assessments of the time value of money and the

risks specific to the liability. The Company's assessment of risk is based both on the advice of legal counsel and on the Company's estimate of the probable
settlements amount that are expected to beincurred, if any.

(2) The Company is required to incur certain costs in respect of aliability to dismantle and remove assets and to restore sites on which the assets were located. The
dismantling costs are cal culated according to best estimate of future expected payments discounted at a pre-tax discount rate that reflects current market assessments
of the time value of money and the risks specific to the liability. The increase in the provision due to the passage of timeis recognized as finance costs.

(3) Provisionsfor handset warranties include obligations to customersin respect of handsets sold.

See also note 13.




NOTE 2-

PARTNER COMMUNICATIONS COMPANY LTD.
(An Israeli Corporation)
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (continued)

SIGNIFICANT ACCOUNTING POLICIES (continued)

q.

Revenues

The Company's revenues are measured at fair value of the consideration received or receivable for the sale of goods and servicesin the ordinary course of business.
Revenueis presented net of Value-Added-Tax, returns, rebates and discounts, and intercompany revenues. The Company recognizes revenue when the amount of
revenue can be reliably measured, it is probable that future economic benefits will flow to the Company and when specific criteria have been met for each of the Company's
activities as described herein.

(e

@

Revenues from services:

Revenues from services (see note 1(b)) are recognized when the services are rendered, and all other revenue recognition criteria are met, net of credits and service
discounts.

Revenues from Pre-paid calling cards sold to customers are recognized upon customer's usage of the cards, or expiration.

In accordance with Improvements to IFRSs issued in April 2009: amendment to appendix to IAS 18 Revenue, determining whether an entity is acting as a principal
or as an agent, the Company is acting as a principal if it has exposure to the significant risks and rewards associated with the rendering of services. Features that
indicate that the Company is acting as aprincipa include: (a) the Company has the primary responsibility for providing the services to the customer or for fulfilling the
order; (b) the Company has latitude in establishing prices, either directly or indirectly; and (c) the Company bears the customer's credit risk for the amount receivable
from the customer. On the other hand, the Company is acting as an agent if it does not have exposure to the significant risks and rewards associated with the
rendering of services. One feature indicating that the Company is acting as an agent is that the amount the Company earns is predetermined, being either a fixed fee
per transaction or a stated percentage of the amount billed to the customer. Based on the above considerations the Company determined that it is acting as an agent
in respect of certain content services provided by third parties to customers, and therefore the revenues recognized from these services are presented on anet basisin
the statement of income.

Revenues from sales of equipment:
Revenue from sale of equipment includes revenue from sale of handsets, routers, phones and related accessories. Revenue is recognized when the significant risks

and reward of ownership have been transferred to the buyer, recovery of the consideration is probable, the associated costs and possible return of goods can be
estimated reliably, there is no continuing management involvement in regards to the goods, and the amount of revenue can be measured reliably.
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NOTE 2-

PARTNER COMMUNICATIONS COMPANY LTD.
(An Israeli Corporation)
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (continued)

SIGNIFICANT ACCOUNTING POLICIES (continued)

q.

Revenues (continued)

Some sales of handsets with accompanying services constitute a revenue arrangement with multiple deliverables. Accordingly, consideration received is allocated to
each deliverable based on the relative fair value of the individual element. The revenue from sales of handsets is recognized as equipment revenues upon the delivery
of the equipment to the subscriber, when all revenue recognition criteriaare met.

The Company determines the fair value of the individual elements based on prices at which the deliverableisregularly sold on astand alone basis.

The Company subsidizes, in some cases, the sale of the handset to end subscribers by selling it at a price below its cost to secure a fixed-term service contract for the
purpose of acquiring new subscribers or retaining existing subscribers. The handset sale is then treated as a non-revenue-generating transaction and accordingly, no
revenue is recognized from these types of handset sales. The subsidy, and direct selling expenses are capitalized as elements of subscriber acquisition and retention
costs in accordance with accounting policy set out in note 2(g)(4). The subsidy represents the difference between the cost of the handset and the payment received
from the subscriber for the handset.

(3) Revenuesfrom non-current credit arrangements:
Revenues from non-current credit arrangements to customers in respect of sales of equipment are recognized on the basis of the present value of future cash
flows, discounted at the prevailing rate for a similar instrument of an issuer with a similar credit rating. The difference between the original credit and its present
valueisrecorded as other income over the credit period.

L eases

Leases in which a significant portion of the risks and rewards of ownership are retained by the lessor are classified as operating leases. Payments made under

operating leases (net of any incentives received from lessor) are charged to income statements on a straight-line basis over the lease term, including extending options

which are reasonably certain.

L eases where the Company, as a lessee, has substantially all the risks and rewards of ownership are classified as finance leases. Finance leases are capitalized at the

lease's commencement at the lower of the fair value of the leased property and the present value of the minimum lease payments. The property and equipment
acquired under financial leasesis depreciated over the shorter of the useful live of the asset and the lease term.
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NOTE 2-

PARTNER COMMUNICATIONS COMPANY LTD.
(An Israeli Corporation)
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (continued)

SIGNIFICANT ACCOUNTING POLICIES (continued)

S.

Advertising expenses

Advertising expenses are charged to the statement of income as incurred. Advertising expenses for the years ended December 31, 2008, 2009 and 2010 totaled NIS 103
million, NIS 116 million and NIS 140 million, respectively.

Tax expenses

The tax expense for the period comprises current and deferred tax. Tax is recognised in the income statement except to the extent that it relates to items recognised in
other comprehensiveincome or directly in equity. In this case, the tax is aso recognised in other comprehensive income or directly in equity, respectively.

The current income tax charge is calculated on the basis of the tax laws enacted or substantially enacted as of the end of the reporting period. The Company
recognized deferred tax, using the liability method, on temporary differences arising between the carrying amounts in the consolidated financial statements of assets
and liabilities and their tax bases.

Deferred income tax is determined using the tax rates that have been enacted or substantially enacted by the end of the reporting period and are expected to apply
when the related deferred income tax is realized or the deferred income tax liability is settled. Deferred income tax assets are recognized to the extent that it is probable
that future taxable profit will be available against which the temporary differences can be utilized. Deferred income tax assets are presented as non-current, see also
note 23.

Deferred income tax is not provided on temporary differences arising on investments in subsidiaries, because the timing of the reversal of the temporary differenceis
controlled by the Company and it is not probable that the temporary difference will reversein the foreseeable future.

Deferred income tax assets and liabilities are offset when there is a legally enforceable right to offset current tax assets against current tax liabilities and when the
deferred income taxes assets and liabilities relate to income taxes levied by the same taxation authority on either the taxable entity or different taxable entities where
thereisan intention to settle the balances on a net basis.




PARTNER COMMUNICATIONS COMPANY LTD.
(An Israeli Corporation)
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (continued)

NOTE 2— SIGNIFICANT ACCOUNTING POLICIES (continued)
u. Dividend distribution

Dividend distribution to the Company's shareholders is recognised as a liability in the Company's financial statements in the period in which the dividends are
approved by the Company's board of directors, excluding distributions that are pending regul atory approval. See also note 19.

v. EarningPer Share (EPS)

Basic earnings per shareis calculated by dividing the profit attributable to equity holders of the Company by the weighted average number of ordinary sharesinissue
during the year excluding ordinary shares purchased by the Company and held as treasury shares.

Diluted earnings per share is calculated by adjusting the weighted average number of ordinary shares outstanding to assume exercise of all dilutive potential ordinary
shares. The instruments that are potential dilutive ordinary shares are equity instruments granted to employees.

A calculation is done to determine the number of shares that could have been acquired at fair value (determined as the average annual market share price of the
company's shares) based on the monetary value of the subscription rights attached to outstanding share options. The number of shares calculated as above is
compared with the number of shares that would have been issued assuming the exercise of the share options.

NOTE3- RECENTLY ISSUED ACCOUNTING PRONOUNCEMENTS
Thefollowing new standar ds, amendmentsto standards and inter pretations are mandatory for thefirst timefor thefinancial year beginning January 1, 2010:

* |FRS 3 (revised), Business combinations, and consequential anendmentsto IAS 27, Consolidated and separate financial statements, IAS 28, Investments in associates,
and IAS 31, Interests in joint ventures, are effective prospectively to business combinations for which the acquisition date is on or after the beginning of the first annual
reporting period beginning on or after 1 July 2009. The standard will be implemented when the arrangement in respect of the purchasing of 012 Smile will be consummated,
as discussed in note 26.

* Amendment to IAS 7 Statement of Cash Flows, issued as part of the Improvements to |FRSsissued on April 2009. The amendment clarifies that only expenditures that
result in a recognised asset in the statement of financial position are eligible for classification as investing activities. The application of the amendment had no material
impact on the financial statements.




NOTE 3-

PARTNER COMMUNICATIONS COMPANY LTD.
(An Israeli Corporation)
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (continued)

RECENTLY ISSUED ACCOUNTING PRONOUNCEMENTS (continued)

The following new standards, amendments to standards and interpretations are mandatory for the first time for the financial year beginning January 1, 2010
(continued)

* Amendment to IAS 39 Financial Instruments: Recognition and Measurement, issued as part of the Improvements to IFRSs issued on April 2009. The new guidance
provides that a call, put, or prepayment option embedded in a host debt contract or host insurance contract is closely related to the host contract if the exercise price of a
prepayment option reimburses the lender for an amount up to the approximate present value of lost interest for the remaining term of the host contract. According to this
guidance the Company has not accounted for embedded derivatives in 2010 separately from hosting non-current bank loans. This amendment had no material effect on
2008 and 2009 financial statements. See also note 14.

* IFRIC 9, Reassessment of embedded derivatives and IAS 39, Financial instruments: Recognition and measurement, effective 1 July 2009. This amendment to IFRIC 9
requires assessing whether an embedded derivative should be separated from a host contract when the Company reclassifies a hybrid financial asset out of the ‘fair value
through profit or loss' category. This assessment is to be made based on circumstances that existed on the later of the date the Company first became a party to the
contract and the date of any contract amendments that significantly change the cash flows of the contract. If the Company is unable to make this assessment, the hybrid
instrument must remains classified as at fair value through profit or lossin its entirety. Thisis not currently applicable to the Company.

Thefollowing are new standards, amendmentsand inter pretationsissued but not effective for the financial year beginning January 1, 2010.

* IFRS 9, Financial instruments, issued in November 2009. This standard is the first step in the process to replace I1AS 39, Financial instruments: recognition and
measurement. |FRS 9 introduces new requirements for classifying and measuring financial assets and is likely to affect the Company’s accounting for its financial assets.
The second part was published in October 2010, the IASB added to IFRS 9 requirements related to the classification and measurement of financia liabilities. Also in
October 2010, the requirementsin IAS 39 related to the derecognition of financial assets and financial liabilities were carried forward unchanged to IFRS 9. The standard is
not applicable until January 1, 2013 but is available for early adoption. The standard was not early adopted.

* In May 2010 the IASB issued Improvements to IFRSs that includes amendments to existing IFRSs, most of them are effective for annual periods beginning on or after
January 2011. The standards were not early adopted.

* In October 2010, an amendment to IFRS 7 Financial instruments: Disclosures was published. The amendment broadens the disclosures requirement regarding financial
assets that were transferred to other parties (hereinafter - the amendment to IFRS 7), and will be effective for reporting periods commencing on July 1, 2011 or beyond. An
amendment to IFRS 9 Financial instruments (hereinafter - the amendment to IFRS 9) was also published and will be effective for reporting periods commencing on January
1,, 2013 or beyond. The company chose not to early adopt the amendment to IFRS 7 and to IFRS 9.
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NOTE 4-—

PARTNER COMMUNICATIONS COMPANY LTD.
(An Israeli Corporation)
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (continued)

CRITICAL ACCOUNTING ESTIMATESAND JUDGEMENTS

Estimates and judgments are continually evaluated and are based on historical experience and other factors, including expectations of future events that are believed to be
reasonable under the circumstances. The Company makes estimates and assumptions concerning the future. The resulting accounting estimates will, by definition,
seldomly equal actual results. The estimates and assumptions that have a significant risk of causing a material adjustment to the carrying amounts of assets and liabilities
within the next financial year are addressed below.

a. Critical accounting estimates and assumptions
Property and equipment:

The Company has substantial investments in tangible long-lived assets, primarily the Company's communications network. The assets are depreciated on a straight line
basis over their estimated economic useful lives. This estimation of economic useful lives is based on assumptions of future changes in technology or changes in the
Company's intended use of these assets. The assets estimated economic useful lives are reviewed, and adjusted if appropriate, at the end of each reporting period. The
Company allocates purchase price between property and equipment and maintenance costs where they are purchased in a single transaction based on their estimated
relative fair values. See also note 2(f).

The Company also estimates the assets for impairment whenever events or changes in circumstances indicate that their carrying amounts may not be recoverable. An
impairment loss is recognized for the amount by which the asset's carrying amount exceeds its estimated recoverable amount. The estimation of recoverable amount is
based on the higher of an asset's fair value less costs to sell and value in use. For the purposes of assessing impairment, assets are grouped to at the lowest levels for
which there are separately identifiable cash flows (cash-generating units). See also note 2(h).

Licenses:

See note 2(g) in respect of amortization of licenses costs.

Subscriber Acquisition and Retention Costs (SARC):

Costs to acquire or retain postpaid mobile telecommunication subscribers, pursuant to a contract with early termination penalties are capitalized in accordance with the
policy described in note 2 (g) (4). The costs (the subsidy and fees) associated with these sales, where the Company subsidizes the sale of the handset by selling it below
its cost to secure a fixed-term profitable service contract, are considered element of cost and the sale of the handset is treated as non-revenue-generating transaction.
Accordingly no revenue is recognized from these types of handset sales. The Company made an estimate of the expected useful life of the SARC, which is not longer than
their minimum enforceable period, which is generally a period of 18 months. This estimate is reviewed, and adjusted if appropriate, at the end of each reporting period.
Allowance for doubtful accounts:

See note 2(k) in respect of accounting for allowance for doubtful accounts.

Tax expenses:

The Company is subject to income taxes in the Israeli jurisdiction. Judgment is required in determining the provision for income taxes. There are transactions and
calculations for which the ultimate tax determination is uncertain. The Company recognizes liabilities for anticipated tax audit issues based on estimates of whether

additional taxes will be due. Where the final tax outcome of these mattersis different from the amounts that were initially recorded, such differences will impact the current
and deferred income tax assets and liabilitiesin the period in which such determination is made. See also note 2(t).
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NOTE 4-—

PARTNER COMMUNICATIONS COMPANY LTD.
(An Israeli Corporation)
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (continued)

CRITICAL ACCOUNTING ESTIMATES AND JUDGEMENTS (continued)
b. Critical judgmentsin applying the Company's accounting policies
Provisionsfor legal claims:

The Company exercises judgment in measuring and recognizing provisions and the exposure pending litigation or other outstanding claims including claims for class
actions. Judgment is necessary in the assessing the likelihood that a pending claim will succeed, or a liability will arise, and to quantify the possible range of fina
settlement. Provisions are recorded for liabilities when a loss is considered probable and can be reasonably estimated. Because of the inherent uncertainties in this
evaluation process, actual losses may be different from the originally estimated provision. These judgements are subject to change as new information becomes available,
primarily with the support of internal specialists, or with the support of outside consultants such aslegal counsel.

Revisions to the estimates of these |osses may affect future operating results.

Revenue Recognition:

The Company recognizes service revenues based upon minutes and seconds used, net of credits and adjustments for service discounts. Because the Company's billing
cycles use cut-off dates, which for the most part do not coincide with the Company's reporting periods, the Company is required to make estimates for service revenues
earned but not yet billed at the end of each reporting period. These estimates are based primarily upon historical data and trends. Actual billing cycle results and related
revenue may vary, depending on subscriber usage and rate plan mix, from the results estimated at the end of each period.

In certain cases, cellular handsets are sold to subscribers within the context of airtime packages, in order to allocate the revenues into separate units of accounting; the
Company isrequired to estimate the fair value of each deliverable. These estimates are based upon the price of each deliverable when it is sold on a stand alone basis.

Regarding determination whether the Company is acting asa principal or as an agent see note 2(g)(1).
Sales of equipment with accompanying services:

The revenue recognition criteria are usually applied separately to each transaction. However, in certain circumstances, it is necessary to apply the recognition criteria to
the separately identifiable components of a single transaction in order to reflect the substance of the transaction. When the selling price of an arrangement includes an
identifiable amount for subsequent servicing, that amount is deferred and recognised as revenue over the period during which the service is performed. Conversely, the
recognition criteria are applied to two or more transactions together when they are linked in such away that the commercial effect cannot be understood without reference
to the series of transactions as a whole. The Company made judgments to determine that certain sales of equipment with accompanying services constitute an
arrangement with multiple deliverables, and accordingly, consideration received is allocated to each deliverable based on the relative fair value of the individual element.
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PARTNER COMMUNICATIONS COMPANY LTD.
(An Israeli Corporation)
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (continued)

NOTE5—- SEGMENT INFORMATION

The operating segments were determined based on the reports reviewed by Chief Executive Officer (CEO) that makes strategic decisions, who is the Chief Operating
Decision Maker ("CODM"). The CEO considers the business from two operating segments, as follows:

(1) Cellular business — consists mainly of cellular services as: airtime, interconnect and content. In addition, this segment includes selling of related equipments: mainly
handsets cellular phones, and rel ated equipment

(2) Eixed line business - consist of anumber of services provided over fixed-line networks: Transmission services; Primary Rate Interface ("PRI") lines for business sector
customers; Voice over Broadband ("VoB") telephony services; and Internet service provider ("ISP") services. In addition, this segment includes selling of related
equipments such as routers and phones.

Each segment is divided to services and equipment relating to revenues and cost of revenues. The reportable operating segments include the following measures:
revenues, cost of revenues, operating profit (loss), and Earning Before Interest expenses, Tax, Depreciation and Amortization ("EBITDA"). The CODM does not examine
assets or liabilities for those segments, therefore they are not presented.

New | sraeli Shekels
Year ended December 31, 2010

In millions
Cellular Fixed line
segment segment Elimination Consolidated

Segment revenue - Services 5,555 107 5,662
Inter-segment revenue - Services 20 57 (77)
Segment revenue - Equipment 987 25 1,012
Total revenues 6,562 189 (77) 6,674
Segment cost of revenues — Services 3,174 133 3,307
Inter-segment cost of revenues- Services 57 20 (77)
Segment cost of revenues - Equipment 751 35 786
Cost of revenues 3,982 188 (77) 4,093
Grossprofit (loss) 2,580 1 2,581
Operating expenses 760 25 785
Other income 64 64
Operating profit (loss) 1,884 (24) 1,860
Adjustments to presentation of EBITDA —depreciation and amortization 633 36 669

- Impairment of intangible assets 16 16

- Other (1) 25 25
EBITDA 2,558 12 2,570
Reconciliation of EBITDA to profit before tax

- Depreciation and amortization (669)

- Impairment of intangible assets (16)

- Finance costs, net (181)

- other (1) (25
Profit beforeincome tax 1,679




PARTNER COMMUNICATIONS COMPANY LTD.
(An Israeli Corporation)
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (continued)

NOTE5— SEGMENT INFORMATION (continued)

New | sraeli Shekels
Year ended December 31, 2009

In millions
Cellular Fixed line
segment segment Elimination Consolidated

Segment revenue - Services 5,369 55 5,424
Inter-segment revenue - Services 11 33 (44)
Segment revenue - Equipment 628 27 655
Total revenues 6,008 115 (44) 6,079
Segment cost of revenues — Services 3,001 115 3,206
Inter-segment cost of revenues- Services 33 11 (44)
Segment cost of revenues - Equipment 518 46 564
Cost of revenues 3,642 172 (44) 3,770
Grossprofit (loss) 2,366 (57) 2,309
Operating expenses 626 51 677
Other income 69 69
Operating profit (loss) 1,809 (108) 1,701
Adjustmentsto presentation of EBITDA

— depreciation and amortization 552 25 577

— other (1) 26 26
EBITDA 2,387 (83 2,304
Reconciliation of EBITDA to profit before tax

- Depreciation and amortization (577)

- Finance costs, net (176)

- Other (1) (26)
Profit beforeincometax 1,525

In order to reflect achange in the approach of Management, the all ocation of revenues and cost of revenues between services and equipment within the cellular ssgment was changed,
effective from the fourth quarter of 2010. Total profit for the cellular and fixed line segments separately remains unchanged. The figures for 2009 and 2008 in the financial statements
have not been reclassified. However, had the all ocation been applied to 2009 and 2008, service revenues would have been higher by NIS 22 and 12 million, respectively, and equipment
revenues would have been lower by the same amount. For the cost of revenues, had the all ocation been applied to 2009 and 2008, the cost of service revenues would have been lower
by NIS 46 and 45 million, respectively, and the cost of equipment sales revenues would have been higher by the same amount.
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PARTNER COMMUNICATIONS COMPANY LTD.
(An Israeli Corporation)
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (continued)

NOTE5— SEGMENT INFORMATION (continued)

New | sraeli Shekels
Year ended December 31, 2008

In millions
Reconciliation
Cellular Fixed line for
segment segment consolidation Consolidated

Segment revenue - Services 5,521 25 5,546
I nter-segment revenue - Services 2 15 (17)
Segment revenue - Equipment 756 - 756
Total revenues 6,279 40 (17) 6,302
Segment cost of revenues — Services 2,969 56
Inter-segment cost of revenues- Services 15 2 (17) 3,025
Segment cost of revenues - Equipment 842 1 843
Cost of revenues 3,826 59 (17) 3,868
Grossprofit (loss) 2,453 (19) 2,434
Operating expenses 656 16 672
Other income 64 64
Operating profit (loss) 1,861 (35) 1,826
Adjustmentsto presentation of EBITDA

—depreciation and amortization 445 18 463

—other (1) 9 9
EBITDA 2,315 (17) 2,298
Reconciliation of EBITDA to profit before tax

- Depreciation and amortization (463)

- Finance costs, net (184)

- Other (1) [©)
Profit beforetax 1,642
1 mainly employee share based compensation expenses.

EBITDA as reviewed by the CODM, represents earnings before interest (finance costs, net), taxes, depreciation and amortization, as a measure of operating profit. EBITDA is not a
financial measure under |FRS and may not be comparable to other similarly titled measures for other companies.

EBITDA may not be indicative of the Company's historic operating results nor isit meant to be predictive of potential future results. See also note 14 (7).

F-35




PARTNER COMMUNICATIONS COMPANY LTD.
(An Israeli Corporation)
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (continued)

NOTE 6 — FINANCIAL RISK MANAGEMENT

a.

Financial risk factors

The Company is exposed to a variety of financial risks: credit, liquidity and market risks as part of its normal course of business. The Company's risk management objective is
to monitor risks and minimize the possible influence that results from this exposure, according to its evaluations and expectations of the parameters that affect the risks. The
Company uses freestanding derivative instruments in order to partially cover its exposure to foreign currency exchange rate and CPI fluctuations. The freestanding derivative
instruments are used for economic risk management that does not qualify for hedge accounting under IAS 39. The Company does not hold or issue derivative financial
instruments for trading purposes.

1. Risk Management
Risk management is carried out by the treasury department under policies and/or directions resolved and approved by the board of directors.
2.Market risk

The Company enters into foreign currency freestanding derivative transactions in order to protect itself against the risk that the eventual dollar cash flows resulting from the
anticipated payments, mainly in respect of trade receivables denominated in foreign currencies, will be are affected by changesin foreign currencies exchange rates. In addition
the Company enters into derivative transactions in order to protect itself against the change in the CPI in respect of the principal of the CPI-linked Notes payable and
borrowings.

Fair value and interest rate risk

The interest rate risk is resulting from non current borrowings. The Company's notes payable and borrowings bearing fixed interest rates cause fair value risk. Since they are
measured and presented in the statement of financial position at amortized cost, changes in the interest rate do not affect the financial statements nor cash flows in respect of
the notes payable. The Company does not enter into interest risk hedging transactions.

Cash flow risk
The Company is exposed to fluctuations in the Israeli Consumer Price index (CPl), as non-current borrowings that are linked to the CPI. As part of its risk management policy
the Company has entered into forward contracts that partially mitigate the exposure to changesin the CPI.

Furthermore, the Company's notes payable and non-current borrowings bearing variable interest rate cause cash flow risks. The Company does not enter into interest risk
hedging transactions.

Foreign exchange risk

The Company's operating income and cash flows are exposed to currency risk, mainly due trade receivables denominated in foreign currencies. As part of its risk management
policy the Company entersinto forward exchange contracts to partially mitigate the exposure to fluctuationsin foreign exchange rates (mainly USD).

Pricerisk

The Company is not exposed to price risk since it does not hold investmentsin securities.
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PARTNER COMMUNICATIONS COMPANY LTD.
(An Israeli Corporation)
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (continued)
NOTE 6 — FINANCIAL RISK MANAGEMENT (continued)
Linkage of monetary balances:
The Company's exposure to foreign currency risk and CPI was based on the following financial instruments:

December 31, 2009 December 31, 2010

Inor linked to Inor linked to
foreign foreign
currencies NISlinked to currencies NISlinked to
(mainly USD) CPI NISunlinked (mainly USD) CPI NISunlinked
New | sraeli ShekelsIn millions
Current assets
Cash and cash equivalents 329 321
Trade receivables 1,275 1,331
Other receivables 8 38 33
Derivative financial instruments (*) 3 11 3 3
Non- current assets
Trade receivables 474 632
Derivative financial instruments (*) 4
Total assets 3 15 2,086 3 41 2,317

Current liabilities
Current maturities of notes payable and of other liabilities

and current borrowings
Trade payables
Other payables
Parent group - trade
Derivative financial instruments (*)
Non- current liabilities
Non-current borrowings
Notes payable
Other
Total liabilities

(*) relates to freestanding forward derivative financial instruments and embedded derivative financial instruments

752 578 50
224 553 183 568
238 1 263
19 15 43 29

4 3
300 502 750
1,379 1,043 793

2

247 2,133 1,106 229 2,124 2,473




PARTNER COMMUNICATIONS COMPANY LTD.
(An Israeli Corporation)
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (continued)
NOTE 6 — FINANCIAL RISK MANAGEMENT (continued)
Sensitivity analysis

A change of the CPI as at December 31, 2008, 2009 and 2010 would have increased (decreased) equity and profit or loss by the amounts shown below. This analysis assumes
that all other variables remain constant.

Change Equity Profit
New | sraeli ShekelsIn millions

December 31, 2008

Increasein the CPI of 2.0% (27) (27)
Decreasein the CPI of (2.0%) 27 27
December 31, 2009

Increasein the CPI of 2.0% (41) (41)
Decreasein the CPI of (2.0%) 41 41
December 31, 2010

Increasein the CPI of 2.0% (40) (40)
Decreasein the CPI of (2.0%) 40

A change of the USD exchange rate as at December 31, 2008, 2009 and 2010 would have increased (decreased) equity and profit by the amounts shown below. Thisanalysis
assumes that all other variables remain constant.

Change Equity Profit
New | sraeli ShekelsIn millions

December 31, 2008

Increasein the USD of 5.0% (6) (6)
Decreasein the USD of (5.0%) 5 5
December 31, 2009

Increasein the USD of 5.0% (12) (12)
Decreasein the USD of (5.0%) 10 10
December 31, 2010

Increase in the USD of 5.0% 1 1
Decreasein the USD of (5.0%) 1) 1)




PARTNER COMMUNICATIONS COMPANY LTD.
(An Israeli Corporation)
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (continued)

Dataregarding the dollar exchange rate and the Israeli CPI:

At December 31:
2010
2009
2008
Increase (decrease) during the year:

* Based on the index for the month ending on the end of each reporting period, on the basis of 1993 average = 100 points.
Detailsregarding the derivativefinancial instruments - foreign exchange and CPI risk management:

The notional amounts of derivatives as of December 31, 2008, 2009 and 2010 are as follows:

Exchange

rate of one Israeli
dollar CPI*

NIS3.549 211.67 points

NIS3.775 206.19 points

NIS 3.802 198.42 points

(6%) 2.7%

(0.7%) 3.9%
(1.1%) 3.8%

New | sraeli Shekels

Forward transactions for the
changesin the Israeli CPI

Forward transactions for the
exchange of dollarsinto NIS

Forward transactions for the
Exchange of Eurosinto NIS

December 31
2008 2009 2010
In millions
430 80
113 334
163 144

Embedded derivatives - for the exchange NISinto dollars

See also note 6(4) regarding maturity dates of the derivative financial instruments.
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PARTNER COMMUNICATIONS COMPANY LTD.
(An Israeli Corporation)
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (continued)

NOTE 6 — FINANCIAL RISK MANAGEMENT (continued)

3. Credit risk

Credit risk istherisk of financial loss to the Company if a customer or counterparty to afinancial instrument fails to meet its contractual obligations, and arises principally from
the Company's trade receivables, and also from cash and cash equivalents, freestanding forward contrast, and other receivables. Management has a credit policy in place and
the exposure to credit risk is monitored on an ongoing basis. The Company conducts credit evaluations on receivables in certain types over a certain amount, and requires
collaterals against them. Management monitors outstanding receivable balances and the financial statements include appropriate allowances for estimated irrecoverable
amounts.

The carrying amount of financial assets represents the maximum credit exposure. The maximum exposure to credit risk at the end of the reporting period was:

New | sraeli Shekels

December 31
2009 2010
In millions

Cash and cash equivalents 329 321
Trade receivables including non-current amounts 1,749 1,963
Forward exchange contracts on CPI 15 3
Other receivables 8 12

2,101 2,299

The cash and cash equivalents are held in leading I sraeli commercial banks, rated by Standard & Poor's Maalot at between ilAA- stableto ilAA+ stable. The Forward contracts
are signed with leading Israeli commercial banks, rated by Standard & Poor's Maalot at between ilAA stableto ilAA+ stable.

The trade receivables are significantly widespread, and include individuals and businesses, and therefore have no representing credit rating.

See also note 7 as to the assessment by aging of the trade receivables and related allowance for doubtful accounts.
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PARTNER COMMUNICATIONS COMPANY LTD.
(An Israeli Corporation)
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (continued)

NOTE 6 — FINANCIAL RISK MANAGEMENT (continued)
4. Liquidity risk
Liquidity risk istherisk that the Company will not be able to meet its financial obligations asthey fall due. The Company's approach to managing liquidity isto ensure, asfar as
possible, that it will always have sufficient liquidity to meet its liabilities when due, without incurring unacceptable losses or risking damage to the Company's reputation. The
Company's policy isto ensure that it has sufficient cash and cash equivalents, and credit facilities to meet expected operational expenses, dividends, and financial obligations.

The following are the contractual maturities of financial liabilities, including estimated interest payments:

The amounts disclosed in the table are the contractual undiscounted cash flows.

Morethan
December 31, 2010 1st year 2nd year 3rd year 4to5years 5years Total
New | sraeli ShekelsIn millions

Notes payable series A 600 389 989
Notes payable series B 16 16 131 250 119 532
Notes payable series C 7 7 7 14 220 255
Notes payable series D 15 15 15 29 455 529
Notes payable series E 22 22 102 191 173 510
Bank borrowings 101 99 395 166 822 1,583
Trade and Other payables 920 920
Parent group - trade 72 72
Other liabilities 3 3
Foreign currency forward contracts 3 3

1,759 548 650 650 1,789 5,396




PARTNER COMMUNICATIONS COMPANY LTD.
(An Israeli Corporation)
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (continued)

NOTE 6 — FINANCIAL RISK MANAGEMENT (continued)

Morethan
December 31, 2009 1st year 2nd year 3rd year 4to5years 5years Total
New | sraeli ShekelsIn millions

Notes payable series A 809 778 189 1,776
Notes payable series B 16 15 15 252 236 534
Non-current bank borrowings 7 6 6 307 326
Trade and other payables 914 914
Parent group - trade 34 34
Other liabilities 2 2 4
Foreign currency forward contracts 3 3
Embedded derivatives 1 1

1,786 801 210 559 236 3,592
Trade and other payablesincludes December salary and employee bonus of NIS 137 million which had been omitted in the prior year.
See notes 14 and 15 in respect of bank borrowings and notes payable.

The following table shows expected cash flows of the freestanding forward contracts that were recognized as financial liabilities.

Asat December 31, 2010 1st year 2nd year Total

Foreign currency forward contracts: amounts to be received
Foreign currency forward contracts: amounts to be paid

Asat December 31, 2009

Foreign currency forward contracts: amounts to be received
Foreign currency forward contracts: amounts to be paid
CPI forward contracts to be settled net

* Representing an amount less than 1 million.

New | sraeli ShekelsIn millions

*

€)

©)

©)

©)

1st year 2nd year Total
New | sraeli ShekelsIn millions

75 75

(78) (78)

©)

©)




PARTNER COMMUNICATIONS COMPANY LTD.
(An Israeli Corporation)
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (continued)
NOTE 6 — FINANCIAL RISK MANAGEMENT (continued)
b. Capital risk management
See note 14(7) regarding financial covenantsin respect of credit facilities.
See note 19(c) regarding dividends policy.
c. Fair valuesof financial instruments

Effective January 1, 2009, the Company adopted the amendment to IFRS 7 for financial instruments that are measured in the statement of financial position at fair value, this
requires disclosure of fair value measurements by level of the following fair value measurement hierarchy:

e Quoted prices (unadjusted) in active markets for identical assetsor liabilities (level 1).

e Inputsother than quoted prices included within level 1 that are observable for the asset or liability, either directly (that is, as prices) or indirectly (that is, derived from
prices) (level 2).

e Inputsfor the asset or liability that are not based on observable market data (that is, unobservable inputs) (level 3)
The financial instruments that are measured at fair value through profit or loss are derivative financial instruments.

The fair value of forward contracts and embedded derivatives are calculated by discounting estimated future cash flows based on the terms and maturity of each contract and
using forward rates for asimilar instrument at the measurement date (Level 2).




PARTNER COMMUNICATIONS COMPANY LTD.
(An Israeli Corporation)
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (continued)

NOTE 6 — FINANCIAL RISK MANAGEMENT (continued)

c. Fair values of financial instruments (continued)

Asdetailed in note 2(i) the financial instruments are categorized as following:

* Fair Value Through Profit or Loss (FVTPL)

* Loans and Receivables (L& R)

* Amortized Cost (AC)

The fair values of financial assets and liabilities, together with the carrying amounts shown in the statement of financial position, are asfollows:

December 31, 2009 December 31, 2010
Carrying Interest Carrying Interest rate
Category amount Fair value rate used (**) amount Fair value used (**)
New |sraeli Shekelsn millions
Assets
Cash and cash equivalents L&R 329 329 321 321
Trade receivables L&R 1,749 1,754 4.25% 1,963 1,956 5.50%
Other receivables (*) L&R 8 8 40 40
FVTPL

Derivative financial instruments Level 2 18 18 6 6
Liabilities
Notes payable series A AC 1,681 1,765 Market quote 956 986 Market quote
Notes payable series B AC 448 434 4.19% 458 484 Market quote
Notes payable series C AC 205 209 Market quote
Notes payable series D AC 396 393 Market quote
Notes payable series E AC 397 405 Market quote
Trade payables and other (*) AC 777 777 771 771
Bank borrowing bearing variable interest (*) AC 300 300 300 300
Bank borrowings bearing fixed interest-

unlinked AC 500 524 5.29%
Bank borrowings bearing fixed interest -

linked to the CPI AC 502 490 3.16%
Parent group — trade (*) AC 34 34 72 72
Finance |ease obligation (*) AC 4 4 3 3

FVTPL

Derivative financial instruments Level 2 4 4 3 3
*) Thefair value of these current financial instrument does not differ significantly from its carrying amount, as the impact of discounting is not significant.

**) Weighted average of interest rate used to calcul ate the fair value based on discounted cash flows.
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PARTNER COMMUNICATIONS COMPANY LTD.
(An Israeli Corporation)
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (continued)

NOTE 7—-TRADE RECEIVABLES

@

(b)

Composition:
New | sraeli Shekels
December 31
2009 2010
In millions
Trade (current and non-current) 2,056 2,294
Deferred interest income (58) (75)
Allowance for doubtful accounts (249) (256)
1,749 1,963
Current 1,275 1,331
Non — current 474 632

Non-current trade receivables bear no interest. These balances are in respect of equipment sold in installments (18-36 monthly payments). The current amount
iscomputed on the basis of theinterest rate relevant at the date of the transaction (2010 — 4.75% - 5.5%) (2009 — 4% - 5.25%).

During 2009 and 2010 the Company factored most of its non-current trade receivables resulting from sales of handsets through credit cards. The factoring was
executed through a clearing company, on a non-recourse basis. The factoring of accounts receivable was recorded by the Company as a sal e transaction under
the provisions of IAS 39. During the year ended December 31, 2009 and 2010, the Company factored NIS 124 million and NIS 145 million of trade receivables
with credit cards. The resulting costs were charged to "finance expenses" in the statement of income, asincurred.

Allowance for doubtful accounts:

The changesin the allowance for the years ended December 31, 2008, 2009 and 2010 are asfollows:
New | sraeli Shekels

Year ended
2008 2009 2010
In millions
Balance at beginning of year 163 250 249
Receivables written-off during the year as uncollectible (4) (72) (43)
Change during the year 91 71 50
250 249 256

Balance at end of year

Doubtful accounts expenses are recorded in the statement of income under General and Administrative expenses.

See note 6(a)(3) regarding trade receivables credit risk.




PARTNER COMMUNICATIONS COMPANY LTD.
(An Israeli Corporation)
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (continued)
NOTE 7 — TRADE RECEIVABLES (continued)

(b) Allowance for doubtful accounts (continued)

The aging of gross trade receivables and their respective allowance for doubtful accounts as of, December 31, 2009 and 2010 is asfollows:

Gross Allowance Gross Allowance
New | sraeli ShekelsIn millions
December 31
2009 2010
Not past due 1,734 57 1,950 58
Past due less than one year 104 33 110 37
Past due more than one year 218 159 234 161
2,056 249 2,294 256

Trade receivables that are not past due are rated by the Company asrisk class 1, and trade receivables that are past due are rated by the Company asrisk class 2.

With respect to the trade receivables that are neither impaired nor past due (2010 - NIS 273 million, 2009 - NIS 228 million), there are no indications as of the end of the reporting
period that the debtors will not meet their payment obligations.

NOTE 8- OTHER RECEIVABLES AND PREPAID EXPENSES

New | sraeli Shekels

December 31
2009 2010
In millions
Ministry of Communications - 38
Prepaid expenses 23 21
Sundry 8 12
31 71




PARTNER COMMUNICATIONS COMPANY LTD.
(An Israeli Corporation)
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (continued)
NOTE 9-INVENTORY

a  Composition

New | sraeli Shekels

December 31
2009 2010

In millions
Handsets 106 62
Accessories and other 27 19
Spare parts 18 15
ISP modems and rel ated equipment 7 5

158 101

b. Inventoriesat December 31, 2010, are presented net of an allowance for declinein valuein the amount of NIS 5 million (December 31, 2009 — NIS 9 million).

The cost of inventory recognized as expenses and included in cost of revenue for the years ended December 31, 2009 and 2010 amounted to NIS 662 million, and NIS 838
millions respectively.




NOTE 10 - PROPERTY AND EQUIPMENT

Cost

Balance at January 1, 2008
Additions

Disposals

Balance at December 31, 2008

Additions
Disposals
Balance at December 31, 2009

Additions
Disposals
Balance at December 31, 2010

Accumulated Depreciation
Balance at January 1, 2008
Depreciation for the year
Disposals

Balance at December 31, 2008

Depreciation for the year
Disposals
Balance at December 31, 2009

Depreciation for the year
Disposals
Balance at December 31, 2010

Carrying amounts, net

At December 31, 2008
At December 31, 2009
At December 31, 2010
(*) including finance leased.

PARTNER COMMUNICATIONS COMPANY LTD.

(An Israeli Corporation)

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (continued)

Communication Opticfibersand  Officefurniture  Leasehold
network Computer s(*) related assets and equipment improvements Total
New | sraeli ShekelsIn millions
1,287 93 134 11 165 1,690
382 46 108 7 15 558
9 1 - - - 10
1,660 138 242 18 180 2,238
316 85 59 9 20 489
45 1 - - - 46
1,931 222 301 27 200 2,681
224 99 27 4 28 382
26 4 - 10 - 40
2,129 317 328 21 228 3,023
242 26 1 5 27 311
8 8
234 26 11 5 27 303
267 39 14 9 28 357
42 1 43
459 64 25 14 55 617
278 50 19 9 29 385
23 4 - 10 - 37
714 110 44 13 84 965
1,426 112 231 13 153 1,935
1,472 158 276 13 145 2,064
1,415 207 284 8 144 2,058

Depreciation expenses are included in the statement of income in cost of revenues NIS 338 million and NIS 363 million, selling and marketing expenses NIS 7 million and NIS 10
million, and general and administrative expenses NIS 12 million and NIS 12 million for the years ended December 31, 2009 and 2010 respectively. See also note 2(f).
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PARTNER COMMUNICATIONS COMPANY LTD.
(An Israeli Corporation)
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (continued)

NOTE 11 - LICENCESAND OTHER INTANGIBLE ASSETS

Subscriber
acquisition
Customer and retention Computer
Licenses relationships costs software Total
New | sraeli ShekelsIn millions
Cost
Balance at January 1, 2008 2,104 18 610 2,732
Additions 31 31
Disposals 2 2
Balance at December 31, 2008 2,104 18 639 2,761
Additions 199 33 232
Disposals 12 18 265 295
Balance at December 31, 2009 2,092 18 181 407 2,698
Additions 72 52 124
Disposals 7 187 45 239
Balance at December 31, 2010 2,085 18 66 414 2,583
Accumulated amortization
Balance at January 1, 2008 932 4 415 1,351
Amortization for the year 85 3 64 152
Disposals 2 2
Balance at December 31, 2008 1,017 7 477 1,501
Amortization for the year 76 3 88 53 220
Disposals 18 265 283
Balance at December 31, 2009 1,093 10 70 265 1,438
Amortization for the year 80 3 141 60 284
Impairment recorded 16 16
Disposals 187 45 232
Balance at December 31, 2010 1,173 13 40 280 1,506
Carrying amounts, net
At December 31, 2008 1,087 11 162 1,260
At December 31, 2009 999 8 111 142 1,260
At December 31, 2010 912 5 26 134 1,077

Amortization expenses areincluded in the statement of income in cost of revenues.
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NOTE 12 - OTHER PAYABLES

Employees and employee institutions
Liability for vacation and recreation pay
Government institutions

Interest payable

Sundry

PARTNER COMMUNICATIONS COMPANY LTD.
(An Israeli Corporation)
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (continued)

NOTE 13- PROVISIONSINCLUDING DISMANTLING AND RESTORING SITESOBLIGATION

Balance as at January 1, 2010
Additions during the year
Change in dismantling costs
Reductions during the year
Unwind of discount
Balance as at December 31, 2010
Non-current
Current
Balance as at December 31, 2009
Non-current
Current

New | sraeli Shekels

December 31
2009 2010
In millions

137 149

21 15

61 59

2 18

17 23

238 264

Dismantling
and restoring
sites Legal Handset
obligation claims** warranty Total
New | sraeli ShekelsIn millions

23 33 1 57

1 19 7 27
@ 2
* (30) 4 (34)

1 1

23 22 4 49

23 - 23

22 4 26

23 33 1 57

23 - - 23

- 33 1 34

* Representing an amount of lessthan NIS 1 million

** See also note 18 (c) and (d).

Dismantling and restoring sites obligation

The abovementioned additions during the year and reductions during the year are non-cash transactions recorded against Property and equipment.
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PARTNER COMMUNICATIONS COMPANY LTD.
(An Israeli Corporation)
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (continued)

NOTE 14 - BANK BORROWINGS

1

2)

3

4)

The Company had a senior credit facility with leading commercial banks. In 2008, the Company's senior credit facilities consisted of a USD 75 million long-term loan
facility (Facility A) and a USD 75 million revolving loan facility (Facility B). On September 1, 2008, Facility A expired, with USD 6 million borrowed and repaid under
Facility A in 2009. Facility B expired on September 1, 2009. During 2009 the Company used facility B to draw short term credits.

On November 24, 2009, Facility D was received from a leading Israeli commercia bank in the amount of NIS 700 million for a maximum period of 3 years, in wholesale
interest rate plus a margin of 0.85%, effective from January 1, 2010. The facility is used for short term financing. The wholesale interest rate of the bank as of December
31, 2009 and 2010 was 1.15% and 2.15% per year respectively. The Company is charged a commitment fee of 0.4% per year for undrawn amounts. As of December 31,
2010 no funds were drawn from this facility.

On October 1, 2009, Facility C was received from aleading Israeli commercial bank. in the amount of NIS 250 million for amaximum period of 5 years, in wholesale interest
rate plus amargin of 0.85%. The facility was used for short term financing. The wholesale interest rate of the bank as of December 31, 2009 was 1.1% and per year. The
Company was charged acommitment fee of 0.4% per year for undrawn amounts. The facility was cancelled on November 11, 2010.

On December 2, 2009, Fecility E was received from a leading Isragli commercia bank in the amount of NIS 250 million for a maximum period of 3 years, in wholesale
interest rate plus amargin of 0.85%, effective from January 1, 2010. The facility was used for short term financing. The wholesale interest rate of the bank as of December
31, 2009 was 1.1% per year. The Company was charged acommitment fee of 0.4% per year for undrawn amounts. The facility was cancelled on November 11, 2010.

On November 11, 2010, anew long-term loan was established with aleading Israeli commercia bank in the amount of NIS 500 million. The loan islinked (principa and
interest) to increasesin the Israeli CPI. The principal amount is repayable in three equal annual installments between 2016 and 2018 and bear interest at an annual rate of
2.75%. Theinterest is payable on a semi-annual basis. Thisloan has canceled bank facilities C and E. The Company may, at its discretion, at any time, prepay the loan, in
whole or in part, subject to the following conditions: the amount to be prepaid shall not be less than NIS 5 million; and the Company shall reimburse the bank for any
loss sustained by the bank, if any, as aresult of the prepayment in an amount based on the difference between the interest rate that the Company otherwise will have to
pay through the end of the loan on itsoriginal due date, and the current market interest rate on the prepayment date.

On December 28, 2009, aloan was received from aleading Israeli commercial bank in the amount of NIS 300 million for a period of 4 years, bearing variable interest at the
rate of the Israeli Prime interest rate minus amargin of 0.35%. Theinterest is payable quarterly. The principal is payable in one payment at the end of the loan period. The
Israeli Primeinterest rate as of December 31, 2009 and 2010 was 2.5% and 3.5% per year respectively. The Israeli Primeinterest rate is determined by the Bank of Israel
and updated on a monthly basis. The Company may, at its discretion, at any time, prepay the loan, in whole or in part, provided that the Company shall reimburse the
bank for losses sustained by the bank, as aresult of the prepayment in an amount based on the difference between the interest rate that the Company otherwise will
have to pay through the end of the loan on its original due date, and the current market interest rate on the prepayment date. The loan contract requires that at any time
the loan principal will not exceed 20% of all bank credits, loans, facilities (both utilized and committed facilities) and any other indebtedness of the company to the banks.
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PARTNER COMMUNICATIONS COMPANY LTD.
(An Israeli Corporation)
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (continued)

NOTE 14 — BANK BORROWINGS (continued)

5)

8)

On June 8, 2010, a new long-term loan was established with aleading Israeli commercial bank in the amount of NIS 250 million for aperiod of 10 years, bearing fixed interest
at the rate of 5.7%. The principal and interest are payable annually. The Company may, at its discretion, at any time, prepay the loan, in whole or in part, subject to the
following conditions: the amount to be prepaid shall not be less than NIS 5 million; and the Company shall reimburse the bank for any loss sustained by the bank, if any, as
aresult of the prepayment in an amount based on the difference between the interest rate that the Company otherwise will have to pay through the end of the loan on its
original due date, and the current market interest rate on the prepayment date.

On June 9, 2010, a new long-term loan was established with aleading I sraeli commercial bank in the amount of NIS 250 million for aperiod of 10 years, bearing fixed interest
at the rate of 5.7%. The principal and interest are payable annually. The Company may, at its discretion, at any time, prepay the loan, in whole or in part, provided that the
Company shall reimburse the bank for any loss sustained by the bank, if any, as aresult of the prepayment in an amount based on the difference between the interest rate
that the Company otherwise will have to pay through the end of the loan on its original due date, and the current market interest rate on the prepayment date.

Financial covenants:

With respect to Credit Facility D, and the long term bank loans the Company undertook to comply with financial covenants, which its main provisions are two ratios:

(1) Theratio of (a) the amount of all financial obligations of the Company including bank guarantees that the Company has undertaken (" Total Debt") to (b) Earnings
Before Interest costs, Tax, Depreciation and Amortization expenses ("EBITDA") after deducting Capital Expenditures shall not exceed 6.5; and

(2) Theratio of (a) Total Debt to (b) the EBITDA of the Company shall not exceed 4.
The covenants are measured every six months on an annualized basis of twelve months and are based on the financial results for the preceding period of twelve months.

EBITDA is defined as the sum of (a) the net income before extraordinary items, (b) the amount of tax expenses set against the net profits including, without double
counting, any provisionsfor tax expenses, (c) and amortization and depreciation expenses, and (d) any finance costs net.

The Company was in compliance with all covenants stipulated for the years 2009 and 2010.

See note 6 regarding the Company's exposure to market risks and liquidity risk.

Negative pledge:

The Company provided a negative pledge undertaking (i.e., not to pledge any of its assets to athird party), except for anumber of exceptions that were agreed upon,

including pledge (other than by way of floating charge) in favor of athird party over specific assets or rights of the Company, securing obligations no greater than NIS 100
million in aggregate.




PARTNER COMMUNICATIONS COMPANY LTD.
(An Israeli Corporation)
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (continued)
NOTE 15- NOTESPAYABLE

Notes payable series A

On March 31, 2005, the Company completed an offering of NIS 2,000 million of unsecured notes, which were issued at their NIS par value. The notes have been registered
in Israel and are traded on the Tel-Aviv Stock Exchange (TASE). Of these notes approximately NIS 36.5 million were purchased by PFC. PFC also received an additional
allocation of notes having an aggregate principal amount of NIS 500 million. These notes that PFC received pursuant to this additional allocation do not confer the right to
receive any payment whatsoever on account of principal or interest until they are sold by PFC to athird party.

The net proceeds from the offering were approximately NIS 1,929 million after deducting the notes purchased by PFC, commissions and offering expenses.

The principal amount of the Notesis payablein 12 equal quarterly installments, beginning June 30, 2009.

The Notes bear NIS interest at the rate of 4.25% per annum, linked to the Israeli Consumer Price Index, which is payable quarterly on the last day of each quarter,
commencing June 30, 2005.

On December 31, 2010, the Notes closing price was 120.46 points par value. The fair value of the note as of December 31, 2009 and 2010 was NIS 1,765 million and NIS 986
million, respectively.

The principal payments due, linked to the CPI in effect as at each reporting date are as follows:

New | sraeli Shekels

December 31
2009 2010
In millions
Y ear ending December 31:

2010 750 -
2011 563 575
2012 374 383

1,687 958
Less - offering expenses 6 2
Less - current maturities 750 575
Included in non-current liabilities 931 381

With respect to the capital reduction, (see note 19(d)), on February 22, 2010, the Company announced that the District Court approved the Distribution Application submitted by the
Company. On February 18, 2010 the Company announced that it has a reached a fina settlement between the Company and the objecting holders of Series A Notes (the " Settlement").
According to the Settlement, in the event of a reduction in the current credit rating of the Series A Notes by the credit rating company S& P Maalot, there would be an increase to the
annual linked interest rate that the Series A Notes bear, in the rate of 1% in the year 2010 and in the rate of 0.5% in the year 2011, for each reduction of one rating category from the
current credit rating (ilAA-). Theincrease would take effect from the date of publication of the credit downgrading, and remain in effect so long as the credit downgrading isvalid. The
increase in the interest rate would terminate upon the earlier of a credit upgrade or by the end of the relevant calendar year, whichever occursfirst, provided that the increased interest
rate applies for at least three months.




PARTNER COMMUNICATIONS COMPANY LTD.
(An Israeli Corporation)
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (continued)

NOTE 15- NOTES PAYABLE (continued)

The notes are rated ilAA- by Standard and Poor’s Maalot, and Aa3 with a negative forecast by Midroog, two of Israel’s rating agencies. The Company was rated il AA-
/negative by Standard and Poor’s Maal ot. Therefore the notes interest remained unchanged.

Notes payableseriesB

On November 29, 2009 the Company issued to Israeli institutional investors approximately NIS 448 million of unsecured non-convertible Series B notes through a private
placement in Israel. The notes are linked (principal and interest) to changesin the Israeli consumer priceindex (CPI). The principal amount of Series B notesisrepayablein
four equal annual installments between 2013 and 2016 and bearsinterest at an annual rate of 3.4%. The interest is payable on a semi-annual basis.

Until May 31, 2010 the Notes were not listed for trade on the TASE and during that period the Company has undertaken to pay additional interest at an annual rate of
0.6%. As of June 01, 2010, the Notes have been listed for trading on the TASE. As aresult, The Company ceased to pay additional interest at an annual rate of 0.6% and,
as of this date, the annual interest rateis 3.4%.

In the event the Notes are deregistered from the TASE (except deregistration resulting from merger or debt arrangement), the following undertakings will become effective :
(i) to pay additional interest at an annual rate of 0.6% until a prospectus or a shelf offering report is published for the listing for trade of the Notes on the TASE; (ii) a
negative pledge (subject to certain carve-outs); and (iii) to undertake additional events of default of the Notes, as follows: (a) the rating of the Notesin Israel decreases
below BBB (by Standard & Poor’'s Maalot or an equivalent rating by another rating agency) on a local scale; and (b) The Company fails to comply with its existing
financial covenants.

The Notes have not been, and will not be, registered under the US Securities Act of 1933, as amended, and may not be offered or sold in the United States or to U.S.
persons, absent registration or an applicable exemption from registration requirements.

On December 31, 2010, the Notes closing price was 107.94 points par value. Thefair value of the note as of December 31, 2010 was NIS 484 million.

The Notes have been rated ilAA-, on alocal scale, by Standard & Poor’s Maalot.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (continued)
NOTE 15- NOTES PAYABLE (continued)
The principal payments due, linked to the CPI in effect as at each reporting date are as follows:

New |sraeli Shekels

December 31
2009 2010
In millions
Y ear ending December 31:

2013 112.25 115
2014 112.25 115
2015 112.25 115
2016 112.25 115

449 460
Less - offering expenses 1 2
Included in non-current liabilities 448 458

On April 25, 2010 - the Company issued Series C, D and E Notes (the " Notes") in an aggregate amount of NI'S 1,000 million, which will mature during the period 2017
through 2021, and which werelisted for trade on TASE, according to the following details:

Notes payable seriesC

Series C Notes in a principal amount of NIS 200 million, payable in 3 equal annual installments on December 30 of each of the years 2016 through 2018, bearing a fixed
annual interest rate of 3.35%, payable semiannually on June 30 and on December 30 of each of the years 2010 through 2018. Series C Notes (principal and interest) are
linked to the Israeli Consumer Price Index ("CPI").

On December 31, 2010, the Notes closing price was 104.56 points par value. Thefair value of the note as of December 31, 2010 was NIS 209 million.

The principal payments due, at ratesin effect as at December 31, 2010 are as follows:

New | sraeli

Shekels

December

31, 2010
Y ear ending December 31: In millions
2016 68.67
2017 68.67
2018 68.67
206
L ess - offering expenses 2

Included in non-current liabilities 204




PARTNER COMMUNICATIONS COMPANY LTD.
(An Israeli Corporation)
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (continued)

NOTE 15 - NOTES PAYABLE (continued)

On February 24, 2011, the Company issued an additional NIS 444 million in principal amount of Series C Notesto classified institutional investorsin Isragl in aprivate
placement (the "Additional Notes"). The terms of the Additional Notes are identical to the terms of the previously issued outstanding Series C Notes. The Additional
Notes wereissued for an aggregate consideration of approximately NIS 463 million, representing a price of NIS 1.043 per NIS 1 principal amount of the Additional Notes
(reflecting approximately 1.8% discount on the market price as of February 23, 2011). The Additional Notes were therefore i ssued without discount on their CPI adjusted
value. On February 24, 2011, Standard & Poor's Maalot assigned itsil AA- rating to the Additional Notes. The Additional Notes were listed for trading on the TASE.




PARTNER COMMUNICATIONS COMPANY LTD.
(An Israeli Corporation)
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (continued)

NOTE 15- NOTES PAYABLE (continued)
Notes payable series D
Series D Notesin aprincipal amount of 400 million. The principal amount of Series D notes is repayablein five equal annual installments between 2017 and 2021 and is
not linked. The principal bears variable interest that is based on the yield of 12 month government bonds ("M akam") issued by the government of Israel and updated
quarterly, plus additional annual interest of 1.2%. The interest is payable quarterly. The interest rates paid (in annual terms, and including the additional interest of
1.2%) are asfollows:

e Fromtheissuance date to June 30, 2010: 3.4%.

e FromJduly 1, 2010 to September 30, 2010: 3.288%.

e From October 1, 2010 to December 31, 2010: 3.616%.

On December 31, 2010, the Notes closing price was 98.3 points par value. The fair value of the note as of December 31, 2010 was NIS 393 million.

The principal payments due, at ratesin effect as at December 31, 2010 are as follows:

New | sraeli
Shekels
December 31,
2010

Y ear ending December 31: In millions
2017 80
2018 80
2019 80
2020 80
2021 80
400
Less - offering expenses 4
Included in non-current liabilities 396

Notes payable seriesE

Series E Notes in aprincipal amount of NIS 400 million. The principal amount of Series E notesis repayable in five equal annual installments between 2013 and 2017 and
isnot linked. The principal bears fixed interest of 5.5% repayable semi-annual basis.

On December 31, 2010, the Notes closing price was 101.21 points par vaue. The fair value of the note as of December 31, 2010 was NIS 405 million.

The principal paymentsdue, at ratesin effect as at December 31, 2010 are asfollows:

New | sradli
Shekels
December 31,
2010

Y ear ending December 31: In millions
2013 80
2014 80
2015 80
2016 80
2017 —_ &
400
Less - offering expenses 3
Included in non-current liabilities 397




PARTNER COMMUNICATIONS COMPANY LTD.
(An Israeli Corporation)
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (continued)
NOTE 16 — OTHER NON-CURRENT LIABILITIES
1. Non-current deferred revenues:
The Company entered into several agreements to sell cable capacity. The agreements grant the customer an indefeasible right of use (IRU) of capacity of optics
fiber for the life of the cable. Deferred revenues from sales of cable capacity for the year ended December 31, 2009 and 2010 is NIS 4 million and NIS 8 million,
respectively. Revenue is recognized based on the straight line method over the arrangements' periods.

2. Financelease:

New | sraeli Shekels

December 31 December 31
2010 2009 2010
Weighted
average
interest rates Amount
In millions
Total commitment** 4.6% 4 8
Less - deferred interest expenses * *
4 3
Less - current maturities 2 3
Non-current lease commitment 2 -

*  Representing an amount less than NIS 1 million

** Linkedtothe CPI




PARTNER COMMUNICATIONS COMPANY LTD.
(An Israeli Corporation)
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (continued)

NOTE 17-LIABILITY FOR EMPLOYEE RIGHTSUPON RETIREMENT

Israeli labor laws and agreements require payment of severance pay upon dismissal of an employee or upon termination of employment in certain other circumstances. See
also note 2 (i).

(1) Defined contribution plan:
Some of the Company's obligation for severance pay to its employeesisin regulated by section 14 of the Israeli Severance Compensation Act and is covered mainly

by monthly contributions to trusts and foundations, this liability is treated as a defined contribution plan. The Company had contributed NIS 1 million, NIS 5 million
for the years 2009 and 2010 respectively, in accordance with section 14. The contributions in accordance with the aforementioned section 14 commenced in 2009,

therefore no contributions were made in 2008.
(2) Defined benefit plan:

Most of the Company's obligation for severance pay to its employees is based upon length of service and the latest monthly salary (one monthly salary for each year
worked).

Thisliability istreated as a defined benefit plan for which the Company has plan assets held in trusts and foundations. The liability is presented net of the plan assets
in the statement of financial position under the "liability for employee rights upon retirement, net".

The amounts recognized in the statement of financial position, in respect of the liability for employee rights upon retirement, net areinclude the following:

New | sraeli Shekels

December 31
2009 2010
In millions
Present value of funded obligations 151 178
Less: fair value of plan assets 113 124
Liability in the statement of financial position, net
38 54

— presented as non-current liability




PARTNER COMMUNICATIONS COMPANY LTD.
(An Israeli Corporation)
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (continued)
NOTE 17- LIABILITY FOR EMPLOYEE RIGHTSUPON RETIREMENT (continued)

Changes during the year in the obligation recognized in the statement of financial position for post-employment defined benefit plans were as follows:

New |sraeli Shekels

December 31
2009 2010
In millions
Balance at January 1 134 151
Current service cost 32 41
Interest cost 9 u
Actuarial losses (gains) ) 8
Benefits paid 17 (29
Balance at December 31 151 178

The changes during the year in the fair value of the plan assetsis as follows:

New | sraeli Shekels

December 31
2009 2010
In millions
Balance at January 1 81 113
Expected return on plan assets 6 6
Actuarial gains (losses) 9 *
Employer contributions 27 26
Benefits paid (10) (21)
Balance at December 31 113 124

* Representing an amount less than 1 million.

The Company expects to contribute NI'S 34 million in respect of liability for severance pay under adefined benefit plan in 2011.
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PARTNER COMMUNICATIONS COMPANY LTD.
(An Israeli Corporation)
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (continued)

NOTE 17 - LIABILITY FOR EMPLOYEE RIGHTSUPON RETIREMENT (continued)

The amounts recognized in the income statement are as follows:

New | sraeli Shekels
Year ended December 31

2009 2010
In millions

Current service cost 32 41

Interest cost 9 7

Expected return on plan assets © ©)

Total expenses recognized in the income statement 35 42

Charged to the statement of income as follows:

Cost of revenues 21 25

Selling and marketing expenses 7 10

General and administrative expenses 4 6

Finance costs, net 3 1

35 42

Actuarial losses (gains) recognized in the statement of comprehensive income, before tax (16) 8

Actual return on plan assets 15 6

The principal actuarial assumptions used were as follows:
December 31
2009 2010
% %

Interest rate 5.70% 5.23%
Inflation rate 2.73% 3.02%
Expected return on plan assets 5.70% 3.23%
Expected turnover rate 8% - 32% 8% - 32%
4.92% 1%- 6%

Future salary increases

The expected return on plan assetsis determined by considering the expected returns available on the assets underlying the current investment policy.
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PARTNER COMMUNICATIONS COMPANY LTD.
(An Israeli Corporation)
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (continued)

NOTE 18 - COMMITMENTSAND CONTINGENCIES

a.

Commitments:

@

@

®

®

Royalty Commitments

The Company is committed to pay royalties to the Government of Israel on its "income from cellular services' and also income from fixed-line phone services as
defined in the "Telecommunications (Royalties) Regulations, 2001" (hereafter - the Regulations), which includes all types of income of the Company from the granting
of communication services under the licenses - including airtime, roaming services and non-recurring connection fees, but excluding income transferred to another
holder of a communications license and deducting bad debts, payments to another communication licensee in respect of interconnection, payments for roaming
services to foreign operators and expenses related to the sale of equipment.

During 2004, a reduction in the percentage of royalties was approved; accordingly, the rate of royalty payments (3.5%) paid by cellular operatorsis reduced annually
by 0.5%, starting January 1, 2006, to alevel of 1% at 2010.

In January 2011, an increase in the percentage of royalties was approved; accordingly, the rate of royalty payments will be 1.75% for the year 2011, and 2.5% for the
year 2012 and thereafter.

Theroyalty expenses for the years ended December 31, 2009 and 2010 were approximately NIS 65 million and NIS 43 million, respectively, and are included under "cost
of revenues".

Under the Telegraph Regulations the Company is committed to pay an annual fixed fee for each frequency used. The Company paid a total amount of approximately
NIS 55 million, NIS 55 million, and NIS 59 million, for the years 2008, 2009 and 2010 respectively. In addition, during 2010, the company paid an amount of approximately
30 million in respect of previous years. See aso note 18 (d).

At December 31, 2010, the Company is committed to acquire property and equipment for approximately NIS 326 million, including future payments in respect of the
Ericsson contract, (see note 2(f)), that are cancellable provided compensation would be paid to the supplier.

At December 31, 2010, the Company is committed to acquire handsets for approximately NIS 642 million including an estimation of the following. On June 15, 2009 the
Company announced that it has entered into an agreement with Apple Sales International for the purchase and resale of iPhone handsets in Israel. The term of the
agreement is three years during which the Company has agreed to purchase a minimum quantity of iPhone handsets per year which quantity will represent a
significant portion of the Company's expected handset purchases over that period. The total cost of the purchases will depend on the prices of the handsets at the
time of purchase.

See note 14(7) regarding financial covenants and note 14 (8) regarding negative pledge.

See note 26 in respect of acquisition of 012 Smile.




PARTNER COMMUNICATIONS COMPANY LTD.
(An Israeli Corporation)
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (continued)
NOTE 18— COMMITMENTSAND CONTINGENCIES (continued)
b. Operating leases:

The Company has entered into operating | ease agreements as follows:

(1) Inthe beginning of 2010 an amendment to the | ease agreements for its headquarters facility in Rosh Ha'ayin was signed. According to which the lease term is until the
end of 2016, and the Company has an option to shorten the lease period to end in 2014. The rental payments are linked to the Israeli CPI.

(2) Lease agreementsfor service centersand retail storesfor aperiod of two to five years. The Company has options to extend the some |ease contract periods for up to
twenty years (including the original lease periods). Therental payments are linked to the dollar or to the Israeli CPl. Some of the extension options include an increase
of the lease payment in arange of 2%-10%.

(3) Lease agreementsin respect of cell sites and switching stations throughout Israel are for periods of two to five years. The Company has an option to extend some of
the lease contract periods for up to ten years (including the original lease periods). The rental payments fees are linked to the dollar or linked to the Israeli CPI. Some of
the extension options include an increase of the lease payment in arange of 2%-10%.

(4) Asof December 31, 2010 operating |ease agreements in respect of vehicles are for periods of up to three years. The rental payments are linked to the Israeli CPI.

(5 Non-cancelable minimum operating lease rentalsin respect of all the above |eases are payable including option periods which are reasonably certain are asfollows:

New Israeli

Shekels

December

31, 2010
In millions
L ess than one year 240
Between one and five years 758
More than five years S

1,437

(6) Therental expensesfor the years ended December 31, 2010 and 2009 were approximately NIS 268 million, and NIS 247 million, respectively.
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PARTNER COMMUNICATIONS COMPANY LTD.
(An Israeli Corporation)
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (continued)

NOTE 18- COMMITMENTSAND CONTINGENCIES (continued)

C.

Lawsuitsand litigations:

In the ordinary course of business, the Company is involved in a number of lawsuits. The costs that may result from these lawsuits are only accrued for when it is
probable that a liability, resulting from past events, will be incurred and the amount of that liability can be quantified or estimated within a reasonable range. The
amount of the provisions recorded are based on a case-by-case assessment of the risk level, and events arising during the course of legal proceedings that may
require a reassessment of this risk. The Company's assessment of risk is based both on the advice of legal counsel and on the Company's estimate of the probable
settlement amount that is expected to beincurred, if such asettlement will be agreed by both parties.

The main litigation and claims that the company isinvolved in are described below:

On April 13, 2003, a claim was filed against the Company and other cellular telecommunication companies, together with a request to recognize this claim as a class
action, for alleged violation of antitrust law, alleging that no fee should have been collected for incoming SMS messages or alternatively, that the fee collected is
excessive and that it is aresult of illegal co-operation between the defendants. The amount of the claim against all the defendants, if the claim was recognized as a
class action, was estimated at approximately NIS 120 million (if the court rules that no fee should have been collected) or alternatively NIS 90 million (if the court rules
that the fees are excessive). On January 19, 2011, the court decided to dismiss the claim and the request. The plaintiff hasthe right to appeal during 45 days. On March
2nd, 2011, the plaintiff announced of an agreement according to which the plaintiff will not submit and appeal and the court's decision will become final and
conclusive.

On August 8, 2006, a claim was filed against the Company and other cellular telecommunication companies together with a request to recognize this claim as a class
action for collecting undue payment from its customers on calls to land line companies when the receiver of the call hangs up first. The amount of the claims against
al the defendants, if the claim was recognized as a class action, was estimated at approximately NIS 100 million for the seven year period leading up to the filing of the
claim.

On October 31, 2010, the court decided to dismiss the claim and the request. On December 8, 2010 the plaintiffs submitted an appeal to the Supreme Court in
Jerusalem.

On November 11, 2006, a claim and a motion to certify the claim as a class action were filed against the Company in the Tel-Aviv District Court. The claim allegesthat
the Company unlawfully charged subscribers for incoming short messages (SMS( for a dating service ("Pupik service"), while they did not agree to get nor to pay 5
NIS for each short message. The plaintiffs demanded the sum they paid for the service and in addition they demanded a compensation of 1000 NIS for each group
member for mental anguish.

The Total amount claimed from the Company is estimated by the plaintiff to be approximately NIS 28 million.

The same claim was filed against another cellular operator and was joined with the claim against the company.
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PARTNER COMMUNICATIONS COMPANY LTD.
(An Israeli Corporation)
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (continued)

NOTE 18 — COMMITMENTS AND CONTINGENCIES (continued)

The company got aletter of indemnity from two link companies that were involved in providing the service to the subscribers: According the letter of indemnity by
Telecla (the first of two link companies), it will indemnify the company for every Expenditure or Compensation that will be ruled in court decision, or in a settlement
agreement. Teleclal's obligation was subject to company's Participation in paying half of the total amount that will be ruled in the claim. According the letter of
indemnity by Cellact (the second of two link companies), it will indemnify the company for every Expenditure or Compensation that will be ruled in court decision, or in
a settlement agreement, regarding the period in which these messages were transferred through Cellcat.

On March 16, 2009, the claim (against the Company and against another cellular company) was recognized as a class action.

On August 11, 2009, the parties filed a motion to certify a settlement agreement in the claim, according to which the link companies that were involved in providing the
service will return the subscribers the amount they paid for the messages with linkage. Within the settlement the link companies agreed to join as defendants to the
claim. According the settlement the company will guarantee the returning to its subscribers. The estimation of the amount return to the company's subscribers,
according the settlement, is 2,075,000 NIS including VAT (and not including linkage). The agreed recommendation of attorney feesis 14% from the total amount that
will be paid to the subscribers and 4.5% to the plaintiffs. According the agreement the link companies will pay these fees. Subject to court's approval of the agreement,
the plaintiffs waive their claims against the company.

The Company has filed amotion to the Supreme Court, for extension of time to file a motion to appeal the certification decision. The Supreme Court has granted the
motion, subject to an update of the proceedings regarding the settlement in the claim.

On September 16, 2009, there was a hearing in the motion to certify the agreement. The court had noted that the final sum of return will be determined by an outside
expert, and only after hisfinal report the court will giveits decision in the motion to certify the settlement agreement.

On November 5, 2010, the parties filed an amended motion to certify the settlement agreement, complying with notes of the court.

On June 6, 2010, the expert filed his report, according to which the total amount of collections for Pupik services from the company's subscribers is NIS 2,985,596
including VAT and linkage. On October 3, 2010, the Expert filed another report according to which the amount of credit that the company gave to its subscribers for
Pupik servicesis 100,013 NIS. This amount should be offset from the amount of collections.

On July 6 2010, the attorney general filed his objection to the settlement agreement.

On ahearing that was held on October 11, 2010, the court noted, outside of the protocol, that the objection of the attorney general is not justified.

The court informed a decision in the motion to certify the settlement agreement will be given in writing. The Company included an adequate provision for this
settlement in the financial statements.




PARTNER COMMUNICATIONS COMPANY LTD.
(An Israeli Corporation)
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (continued)

NOTE 18 — COMMITMENTS AND CONTINGENCIES (continued)

@

®

™

®

©

On August 9, 2007, a claim was filed against the Company, together with a request to recognize this claim as a class action. The claim is that the Company
discontinues providing services to prepaid subscribers that have not used their number for a period of thirteen months and transferred the number to other
subscribers. The claimants allege that this violates the terms of the Company's license as well as the requirements against deception and the disclosure requirements
in the Consumer Protection Law.

If the claim was recognized as a class action, the total amount claimed from the Company was estimated by the plaintiffs to be approximately NIS 161.7 million. On
January 31, 2011 the claim was dismissed.

On December 16, 2007 a claim and amotion to certify the claim as a class action was filed against the Company and two other cellular communications companies.

The plaintiffs allege that cell sites were illegally erected near their properties, causing environmental damage. They seek various remedies, including removal of all
alegedillegal devices, and if the claim is recognized as a class action asum of NIS 1 billion (1,000 NIS per person times 1 million people allegedly effected) that would
be given to afund managed by environment and cellular specialists. The claimistill in the preliminary stage of the motion to certify it asaclass action.

On June 26, 2008, a claim and a motion to certify the claim as a class action were filed against the Company. The claim is that the Company is charging consumers for
providing special numbers, allegedly in breach of the Company's license. If the claim is recognized as a class action, the total amount claimed from the defendants, is
estimated by the plaintiffs to be approximately NIS 90 million. During a preliminary hearing that took place on June 22, 2009, the court asked the plaintiff to consider
the continuation of hislegal procedure.

On January 7, 2010, the claim was dismissed. On February 10, 2010, the plaintiff submitted an appeal to the Supreme Court in Jerusalem.

On January 19, 2009, a claim and a motion to certify the claim as a class action were filed against the Company. The claim alleges that the Company misled its
customers who purchased a particular model of handset by not highlighting the fact that there were faults with certain functions of that model and not offering
replacement models free of additional obligation. If the claim was recognized as a class action, the total amount claimed from the Company was estimated by the
plaintiffs to be approximately NIS 70 million.

On November 2, 2010, the court decided to approve a settlement between the parties in which the Company agreed to replace the handset to certain customers. The
Company included an adequate provision for this settlement in the financial statements.

On April 22, 2009, aclaim and amotion to certify the claim as a class action were filed against the Company. The claim alleges that the Company charges certain
subscribers for certain calls not according to their rate plan. If the claimis recognized as a class action, the total amount claimed from the Company is estimated by the
plaintiffsto be approximately NIS 187 million. The claimis still in the preliminary stage of the motion to certify it asaclass action.

On August 17, 2009, a claim and amotion to certify the claim as a class action were filed against the Company, another cellular operator and two content providers and
integrators. The claim alleges that the Company charged subscribers for certain content services, without their consent. If the claim was recognized as a class action,
the total amount claimed from the Company would be estimated by the plaintiff to be approximately NIS 228 million.

On June 20, 2010 the claim was dismissed.




PARTNER COMMUNICATIONS COMPANY LTD.
(An Israeli Corporation)
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (continued)

NOTE 18 — COMMITMENTS AND CONTINGENCIES (continued)

(10) On March 15, 2010, aclaim and a mation to certify the claim as a class action were filed against the Company. The claim alleges that the Company chargesits
subscribers for certain content services without their consent. If the claim is recognized as a class action, the total amount claimed from the Company is estimated by
the plaintiffs to be approximately NIS 175 million. The claimis till in the preliminary stage of the motion to certify it asaclass action.

(11) On April 12, 2010, aclaim and amotion to certify the claim as a class action were filed against the Company. The claim alleges that the Company chargesits
subscribers for certain content services without their consent. If the claim is recognized as a class action, the total amount claimed from the Company is estimated by
the plaintiffs to be approximately NIS 343 million. The claimis still in the preliminary stage of the motion to certify it asaclass action.

(12) On May 23, 2010, a claim and a motion to certify the claim as a class action were filed against the Company and the other cellular operators. The claim alleges that the
Company, as well as the other defendants, is breaching its contractual and/or legal obligation to erect cellular sites in the appropriate scope, quantity and coveragein
order to provide cellular servicesin the required and appropriate quality. The plaintiffs claimed that this omission also causes, inter alia, monetary damages caused to
consumers as a result of lack of sufficient coverage, including call disconnections, insufficient voice quality etc., as well as a significant increase in the non-ionized
radiation that the public is exposed to mainly from the cellular telephone handset.

In addition, it is claimed that the Company and the other defendants are breaching their contractual and/or legal obligation to ensure and/or check and/or repair and/or
notify the consumer, that after repair and/or upgrade and/or exchange of cellular handsets, the handsets may emit radiation in levelsthat exceed the levels of radiation
as set forth by the manufacturer in the handset data and even exceeds the maximum permitted levels set forth by law. In addition, it was claimed that the Company and
the other defendants do not fulfill their obligation to caution and warn the consumers of the risksinvolved in holding the handset and the proximity of the handset to
the body while carrying it and during aphone call. In addition, it was claimed that if the handsets marketed by the Company and the other defendants emit non-
ionizing radiation above the permitted level, at any distance from the body, then the marketing and sale of such handsetsis prohibited in Israel. If theclaimis
recognized as a class action, the total amount claimed from the Company is estimated by the plaintiffs to be approximately NIS 3.677 billion.

The claimisstill in the preliminary stage of the motion to certify it asaclass action.

(13) On July 14, 2010, a claim and a mation to certify the claim as a class action were filed against the Company. The claim alleges that the Company is breaching its
contractual and/or legal obligation and/or is acting negligently by charging V.A.T for roaming services that are consumed abroad (inter aliaincoming calls, Call back
calls, outgoing short text messages). If the claim is recognized as a class action, the plaintiff demands to return the total amount of V.A.T that was charged by the
Company for roaming services that were consumed abroad (total amount is not specified, nor estimation of that amount). The plaintiff also pursues an injunction that
will order the Company to stop charging VA.T for roaming services that are consumed abroad. On December 5, 2010 the court decided that the State of Israel shall be

added as a defendant in the claim and as a respondent in the motion to certify the claim as a class action. The claim is still in the preliminary stage of the motion to
certify it asaclassaction.




PARTNER COMMUNICATIONS COMPANY LTD.
(An Israeli Corporation)
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (continued)

NOTE 18 — COMMITMENTS AND CONTINGENCIES (continued)

(14) On July 14, 2010, a claim and a mation to certify the claim as a class action were filed against the Company. The claim alleges that during the period between September
3, 2007 to December 31, 2008 the Company charged some of its subscribers for atime unit which islonger than 12 seconds while this charge was inconsistent with the
Company'’s license. If the claim is recognized as a class action, the total amount claimed from the Company is estimated by the plaintiffs to be more than the minimum
amount for the authority of the District Court in Israel, whichisNIS 2.5 million. The claimis still in its preliminary stage of the motion to be certified as a class action.

(15) On July 28, 2010, a claim and a motion to certify the claim as a class action were filed against the Company. The claim alleges that the Company overcharged its
subscribers who were registered to a certain voice discount package, as a result of miscalculating the discount. If the claim is recognized as a class action, the total
amount claimed from the Company is estimated by the plaintiffs to be approximately NIS 106 million. The claim is till in its preliminary stage of the motion to be
certified asaclass action.

(16) On September 5, 2010, a claim and amotion to certify the claim as a class action were filed against the Company. The claim alleges that the Company illegally charges
its customers for cellular data usage abroad and that the bills and call details presented to the customers do not meet the regulatory requirements. If the claim is
recognized as a class action, the total amount claimed from the Company is estimated by the plaintiffs to reach hundreds of millions of NIS. The claim is still in its
preliminary stage of the motion to be certified as a class action.

(17) On September 7, 2010, a claim and a mation to certify the claim as a class action were filed against the Company. The claim alleges that the Company unlawfully
charges its customers for services of various content providers, which are sent through text messages (sms). If the claim is recognized as a class action, the total

amount claimed from the Company is estimated by the plaintiffs to be approximately NIS 405 million. The claim is still in its preliminary stage of the motion to be
certified asaclass action.

(18) On September 14, 2010, a claim and amotion to certify the claim as a class action were filed against the Company. The claim alleges that the Company has not complied
with legal obligations that apply to handset repairs during the manufacturer's warranty period. If the claim is recognized as a class action, the total amount claimed
from the Company is estimated by the plaintiff to be approximately NIS 100 million. The claimis still inits preliminary stage of the motion to be certified asaclass
action.

(19) On September 21, 2010, a claim and amotion to certify the claim as a class action were filed against the Company. The claim alleges that the Company did not comply
with the requirements of the Israeli Consumer Protection Law regarding continuous transactions. If the claim is recognized as a class action, the total amount claimed
from the Company is estimated by the plaintiff to be approximately NIS 98 million. The claim isstill in its preliminary stage of the motion to be certified asaclass
action.

(20) On November 8, 2010, a claim and amotion to certify the claim as a class action were filed against the Company. The claim alleges that Partner did not grant its

subscribers certain benefits that they were entitled to according to Partner'slicense. If the claim is recognized as a class action, the total amount claimed from the
Company is estimated by the plaintiff to be approximately NI1S 80 million. The claimis till inits preliminary stage of the motion to be certified as a class action.
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PARTNER COMMUNICATIONS COMPANY LTD.
(An Israeli Corporation)
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (continued)

NOTE 18 — COMMITMENTS AND CONTINGENCIES (continued)

(21) On November 30, 2010, aclaim and a motion to certify the claim as a class action were filed against the Company. The claim alleges that Partner does not comply with
the requirements set by Law and in the Company's license regarding the subscriber's right to review the subscriber agreement and to receive a copy of it. Theclaim
further alleges that the subscriber agreement includes unduly disadvantageous conditionsin a standard contract and therefore the court has the right to declare them
void. . If the claim is recognized as a class action, the total amount claimed from the Company is estimated by the plaintiff to be approximately NIS 150 million. The
clamisstill inits preliminary stage of the motion to be certified as a class action.

(22) On February 1, 2011, aclaim and a motion to certify the claim as a class action were filed against the Company. The claim alleges that Partner did not comply with the
requirements set by the Israeli Communications Law (telecommunications and broadcast) (amendment 40), 2008, regarding transmission of advertisements through
telecommunication means (also known as "the spam law"). If the claim is recognized as a class action, the total amount claimed from the Company is estimated by the
plaintiffsto be approximately NIS 560 million. The claimisstill in its preliminary stage of the motion to be certified as a class action.

(23) On February 20, 2011, a claim and a motion to certify the claim as a class action were filed against the Company. The claim alleges that Partner subscriber agreement
includes unduly disadvantageous conditionsin a standard contract and therefore the court has the right to declare them void and/or to change them. The claim further
alleges that Partner did not comply with the requirements set by Law with respect to the subscriber's right to review the subscriber agreement in advance and to
receive a copy of it and with respect to the subscriber's signature on the agreement by an electronic pad. If the claim is recognized as a class action, the total amount
claimed is estimated by the plaintiff to be approximately NIS 600 million. The claimis till inits preliminary stage of the motion to be certified as a class action.

(24) On March 2, 2011, aclaim and amotion to certify the claim as a class action werefiled against the Company. The claim alleges that Partner The claim alleges that
Partner overchargesits pre-paid subscribers for interconnect fees for calls to other operators' networks.. If the claim is recognized as a class action, the total amount
claimed from the Company is estimated by the plaintiffs to be approximately NIS 200 million. The claim isstill in its preliminary stage of the motion to be certified asa
class action.

(25) On March 2, 2011, aclaim and amotion to certify the claim as a class action were filed against the Company. The claim alleges that Partner increased tariffsfor its
business subscribers not in accordance with their agreements. If the claim is recognized as a class action, the total anount claimed from the Company is estimated by
the plaintiffs to be approximately NIS 140 million. The claimisstill inits preliminary stage of the motion to be certified as a class action.

(26) Additional 18 claims were filed against the Company, together with a request to recognize these claims as class actions. The total amount of these claims against the
Company, if the claims are recognized as aclass action, is estimated at approximately NIS 479 million.

(27) In addition to all the above mentioned claims the Company is a party to various claims arising in the ordinary course of its operations.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (continued)

NOTE 18 — COMMITMENTS AND CONTINGENCIES (continued)

d.

Contingenciesin respect of regulatory demands and building and planning procedures

(1) OnMay 20, 2008, the Ministry of Communications (MOC) informed the Company that following an audit of the MOC by the State Comptroller they are reconsidering

@3

<

the Company's continued use of one of the frequency bands which the Company is using on a shared basis with another operator and claiming payment for its past
use (which according to the MOC's claim is approximately NIS 42.5 million).

On February 2010 an agreement with the MOC was reached, according to which the allocation of the frequency bands was completed, and the sum that the Company
is required to pay for the use of the frequency band was agreed. Accordingly, the Company recognized a provision of NIS 31 million as of December 31, 2009 in
respect of the above issue. The Company paid the agreed amount during February and March 2010, see also note 18 a (1).

Under the Telegraph Regulations the Company is committed to pay an annual fixed fee for each frequency used. Under the above Regulations should the Company
choose to return a frequency, such payment is no longer due. See note 18 a (1). Cost of revenue was reduced by approximately NIS 50 million in Q4 2010 following a
Supreme Court decision in December 2010 to fully accept the Company's petition against the Ministry of Communications regarding the amount of frequency fees that
the Company should have paid for frequencies alocated to the Company. And other income was increased by NIS 10 million, representing interest In addition an
amount of approximately NIS 10 million was recorded in other incomein the financial statement.

Section 197 of the Building and Planning Law states that a property owner has the right to be compensated by alocal planning committee for reductionsin property
value asaresult of anew building plan.

In January 2006, the Non-ionizing Radiation Law was published, amending the Planning and Building Law so that local Planning and Building committees must require
indemnification letters against reduction in property value from the cellular operators requesting building permits.

Accordingly, on January 3, 2006, the National Council for Planning and Building published an interim decision conditioning the issuance of building permits for cell
site permits by local planning and building councils upon provision of a 100% indemnification undertaking by the cellular operators. This decision shall remain in
effect until it is replaced with an amendment to the National Zoning Plan 36. Between January 3, 2006 and December 31, 2010 the Company provided the local
authorities with 398 indemnification letters as a pre-condition for obtaining building permits.

In case the Company shall be required to make substantial payments under the indemnity letters, it could have an adverse effect on the Company's financial results.
According to the company’ s management estimation and based on itslegal counsel, a provision in the financial statement was not included.

The Company assumes that the requirement to provide indemnification letters might require it to change locations of sites to different, less suitable locations and to

dismantle some of its sites. These changes in the deployment of the sites might have an adverse effect on the extent, quality and capacity of the network coverage.
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NOTE 19-EQUITY AND SHARE BASED PAYMENTS

a.

Sharecapital:

The Company's share capital consists of ordinary shares, which are traded on the Tel Aviv Stock Exchange under the symbol "PTNR", and are quoted on the
NASDAQ Global Select Market™, in the form of American Depositary Shares ("ADSs"), each representing one of the Company’s ordinary shares, under the symbol
"PTNR", according to the dual listing regulations. The ADSs are evidenced by American Depositary Receipts ("ADRs") originally issued by JPMorgan Chase, as
depositary under the Deposit Agreement, dated as of November 1, 1999, among the Company, JPMorgan Chase and registered holders from time to time of ADRs.
ADSswerefirst issued in October 1999. Since March 2006, the Bank of New Y ork has served as the Company's depository for ADSs.

Under the provisions of the Company's licenses (note 1(c)), restrictions are placed on transfer of the Company's shares and placing liens thereon. The restrictions
include the requirement that the advance written consent of the Minister of Communications be received prior to transfer of 10% or more of the Company's sharesto a
third party.

On February 6, 2008, the Company's Board of Directors approved a share buyback plan of up to NIS 600 million in 2008. Through December 31, 2008 the Company
purchased it own 4,467,990 shares at the cost of NIS 351 million ("treasury shares'). The Board of Directors subsequently suspended the share buy-back plan. In
accordance with the I sraeli Companies Law, the treasury shares are considered dormant shares as long as they are held by the Company, and as such they do not bear
any rights until they are transferred to athird party.

The holders of ordinary shares are entitled to receive dividends as declared. See also note 19(c) in respect of dividends.

Shar e based compensation to enployees — shar e options:

1) a In October 2000, the Company's Board of Directors approved an employee share option plan (hereafter - the "2000 Plan"), pursuant to which 4,472,222
ordinary shares were reserved for issuance upon the exercise of 4,472,222 options to be granted to employees without consideration. The options vest in
four equal annual batches over a period of four years from the grant date, provided that the employee continuesin the employ of Company. The option
holder may exercise all or part of his options at any time after the vesting date but no later than the date of expiration of the exercise period, which is
determined by the Employee Stock Option Committee and will not exceed ten years from the grant date.

During November 2003, 419,930 options under this plan were transferred to the 2003 amendment Plan (see b below).
Through December 31, 2010 - 5,317,555 options were granted pursuant to the 2000 Plan, of which 3,802,472 options have been exercised, 1,395,333 options
were forfeited and 111,000 expired, and 8,750 outstanding (options forfeited and expired were available for subsequent grants).
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NOTE 19- EQUITY AND SHARE BASED PAYMENTS (continued)

@ b.

)c

On November 13, 2003, the Company's Board of Directors approved an amendment to the terms and provision of the 2000 Plan, in order to adjust the terms
of the 2000 Plan to comply with new tax legislation that came into force in January 2003. On December 2003, the Company offered the employees, who
received options under the 2000 plan, to exchange their unvested options, with the same amount of identical options, under the amended plan and to
benefit from the capital gain's tax route pursuant to Section 102(b)(2) of the Israeli Income Tax Ordinance. Employees who held options to purchase 962,104
ordinary shares accepted this offer.

On December 30, 2003, the Company's Board of Directors approved the grant of 195,000 options (out of the 419,930 options that were transferred from the
2000 Plan) under the 2003 amended Plan with an exercise price of NIS 20.45 - which was | ess than the market price on the date of grant. Through December
31, 2007 al 195,000 options that were granted have been exercised.

On March 26, 2008, the Board of Directors of the Company approved the termination of the 2000 Plan and 2003 Amended Plan. Since then, no further share
options were granted under these plans, and all outstanding share options thereunder will remain valid and bear all terms and conditions of the relevant
option plans.

In July 2004, the Company's Board of Directors approved a share option plan (hereafter - the 2004 Plan"), pursuant to which 5,775,000 ordinary shares were
reserved for issuance upon the exercise of 5,775,000 options to be granted to employees, directors and officers of the Company without consideration. The
option holder may exercise all or part of his options at any time after the vesting date but no later than the expiration date of the exercise period, which is
determined by the Compensation Committee and will not exceed ten years from the grant date.

For grants made after December 31, 2008 the NIS denominated exercise price per share of the options, isegual to the average market price of the Company's
shares for the 30 trading days preceding the day on which the options are granted.

On March 26, 2008, the 2004 Share Option Plan was amended by the Board of Directorsto include the following material amendments for new grants: to
increase the total number of the Company's shares reserved for issuance upon exercise of all options granted under the 2004 Share Option Plan by 8,142,000
shares; to introduce the accel eration of option vesting and exercisability in the event of achange of control or voluntary winding up; and to allow, upon
compliance with certain conditions, the "cashless" exercise of vested options, according to which, upon exercise by the option holder of a given number of
options, but without payment of the exercise price, the option holder would receive from the Company only the number of shares whose aggregate market
value equal s the economic gain which the option holder would have realized by selling all the shares purchased at their market price, net of the option
exercise price.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (continued)

NOTE 19- EQUITY AND SHARE BASED PAYMENTS (continued)

@) d.

On February 23, 2009, the 2004 Share Option Plan, was further amended by the Board of Directors (the "Plan Amendments") to include the following two material
amendments: (i) with respect to options granted on or after February 23, 2009, the date of approval of the Plan Amendments by the Board of Directors (the "Board
Approval"), a dividend-adjustment mechanism, reducing the exercise price of such options following each dividend distribution in the ordinary course of businessin an
amount in excess of 40% (forty percent) or of another percent resolved by the Board of Directors, of the Company's net income for the relevant period (“the Excess
Dividend") by an amount equal to the gross amount of the Excess Dividend per Ordinary Share. (ii) with respect to all options granted under the 2004 Share Option Plan, a
dividend adjustment mechanism reducing the exercise price of such options following each dividend distribution other than in the ordinary course, by an amount which
the Board of Directors considers as reflecting the impact that such distribution will have or will likely to have on the trading price of the Ordinary Shares, and provisions
authorizing the Board of Directors to allow option holders to exercise their vested options during a fixed period, through a cashless exercise procedure, pursuant to which
each vested option will entitle its holder to the right to purchase Ordinary Shares (subject to the adjustments). The Plan Amendments were approved by the Company's
shareholders. The amendment of the 2004 plan on February 2009 did not have an effect on the Company's financial results regarding the grants made before that date.

On December 27, 2009, following the resolution regarding the capital reduction in the amount of NIS 1.4 billion, the Board of Directors approved a reduction to the exercise
price in an amount equivalent to 50% of the amount of capital reduction per share. The exercise price was reduced on the record date on March 7, 2010. See also note (d)
below.

On February 9, 2010 the Company's Board of Directors approved the cashless exercise procedure according to which, option holders who were granted options on or after
February 23, 2009 would be allowed to exercise their options only through a cashless exercise procedure and those who were granted options before February 23, 2009
would be able to choose between the cashless exercise procedure and the regular option exercise procedure

In March 2010 the Board of Directors approved the grant of 1,100,000 share options to certain senior officers of the Company; In July 2010 those options were amended by
the Board of Directors to those senior officers under the same terms and conditions except for the exercise price. The fair value difference before and after the anendment
is approximately NIS 3 million that will be recognized as additional compensation.

In July 2010 the Board of Directors approved the grant of 1,134,700 share options, of which 1,123,500 were granted to senior officers and managers.

In October 2010 the Board of Directors approved the grant of 800,000 share options to a senior officer of the Company.

In December 2010 the Board of Directors approved the grant of 287,000 share options to a senior officer and managers of the Company.

In February 2011 the Board of Directors approved the grant of 126,250 share options to a senior officer of the Company.

Through December 31, 2010 — 14,623,000 options have been granted to Company's employees pursuant to the 2004 Plan, of which 5,240,331 options have been exercised,
2,560,519 options were forfeited and 4,625 options expired (options forfeited and expired are available for subsequent grants), and 6,817,525 outstanding.

As of December 31, 2010 - 1,859,144 of the 2004 Plan remain ungranted. The ordinary shares derived from the exercise of the options confer the same rights as the other
ordinary shares of the Company.
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NOTE 19- EQUITY AND SHARE BASED PAYMENTS (continued)

@De

The option plans described above are subject to the terms stipulated by Section 102 of the Israeli Income Tax Ordinance. Inter alia, these terms provide that the Company
will be allowed to claim, as an expense for tax purposes the amounts credited to the employees as a benefit in respect of shares or options granted under the plans, as
follows:

From January 1, 2004, the amount that the Company is allowed to claim as an expense for tax purposes, is the amount of the benefit taxable as work income in the hands of
the employee, while that part of the benefit that is taxable as capital gains in the hands of the employee shall not be alowable. The aforementioned expense for tax
purposes will be recognized in the tax year that the employee is taxed, except as described below.

In December 2002, the Company signed an agreement with the tax authorities concerning the tax liabilities of its employees regarding the benefit arising from the options
granted to them and were exercised by December 31, 2002; and/or (2) options that vest by December 31, 2003 and were exercised by March 31, 2004. According to the
agreement, the individual tax rate on the taxable income received by the employees in connection with the benefit arising from the options will be reduced; in return, the
Company will defer the deduction of such an expense, for a period of 4 years from the date it commences paying income taxes. The Company claimed these expenses
during 2009 for tax purposes.

The expenses recognized in respect of the fair value of the options granted in the years ended December 31, 2008, 2009 and 2010 are NIS 9 million, NIS22 million, and NIS
23 million respectively.
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NOTE 19- EQUITY AND SHARE BASED PAYMENTS (continued)

Year ended December 31

2008 2009 2010
Weighted Weighted Weighted
average average average
Number exerciseprice Number exerciseprice Number exerciseprice
NIS NIS NIS
Balance outstanding at beginning
of year 2,863,818 36.06 2,231,187 39.21 5,315,945 56.47
Changes during the year:
Granted 76,000 66.05 4,185,500 *60.42 3,310,500 **62.40
Exercised *** (566,614) 29.38 (1,020,742) 37.28 (1,529,795) 44.82
Forfeited (142,014) 29.62 (71,250) 29.1 (270,375) 58.48
Expired (3) 172 (8,750) 271.35
Balance outstanding at end of year 2,231,187 39.21 5,315,945 *56.47 6,826,275 **55.88
Balance exercisable at end of year 1,031,312 33.64 928,945 *45.25 2,243,022 **47.91

(2) Following isasummary of the status of the plans as of December 31, 2008, 2009 and 2010 and the changes therein during the years ended on those dates:

*  After taking into account the dividend benefit.
**  After taking into account the dividend benefit and the exercise price amendment on July 2010, see (1)(d) above.
*** The number of sharesissued as aresult of options exercised during 2010 is 809,040 due to the Cashless mechanism.

The weighted average fair value of options granted using the Black & Scholes option-pricing model during 2008, 2009 and 2010 (After taking into account the exercise price
amendment on July 2010, see (1)(d) above): isNIS 14.46, NIS 8.94 and NIS 9.68 per option, respectively. The fair value of each option granted is estimated on the date of grant
based on the following weighted average assumptions: weighted average dividend yield of 2008 6.21% 2009 4.42% and 2010 5.08%; expected volatility (standard deviation) of
24%, 27% and 29%, respectively; risk-free interest rate: 2008 — 4.3%, 2009 - 2.9%, 2010 — 2.9%; weighted average expected life: 2008 - 3 years, 2009-4 years, 2010 - 3years. The
expected volatility is based on a historical volatility, by statistical analysis of the daily share price for periods corresponding the option's expected life. The expected life is
expected length of time until expected date of exercising the options, based on historical data on employees' exercise behavior and anticipated future condition.

The number of options outstanding as of December 31, 2010 is 6,826,275; of which 2,243,022 are exercisable, and options in the amounts of 1,771,292, 1,660,543, 876,418, and
275,000, are expected to become exercisablein 2011, 2012, 2013, and 2014 respectively.
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Share options outstanding as of December 31, 2010 have the following expiry date and exercise prices:

Weighted
average
exercise
Number of pricein
Expirein options NI St*
2011 8,750 21.72
2014 403,316 49.95
2015 283,542 61.90
2016 299,167 60.39
2017 133,250 55.07
2018 12,500 61.53
2019 3,317,750 51.44
2020 2,368,000 61.95
6,826,275 55.88
Share options outstanding as of December 31, 2009 have the following expiry date and exercise prices:
Weighted
average
exercise
Number of pricein
Expirein options NI S*
2010 17,750 17.49
2011 18,750 21.72
2014 294,600 26.74
2015 29,325 30.73
2016 170,500 33.12
2017 635,250 53.08
2018 68,770 66.05
2019 4,081,000 60.47
5,315,945 56.47
Share options outstanding as of December 31, 2008 have the following expiry date and exercise prices:
Weighted
average
Number of exercise
Expirein options priceinNIS
2009 115,300 27.29
2010 20,250 17.46
2011 21,250 21.72
2014 636,779 26.74
2015 191,901 3313
2016 353,707 33.14
2017 816,000 53.19
2018 76,000 66.05
2,231,187 39.21

*  After taking into account the dividend benefit.
** After taking into account the dividend benefit and the exercise price amendment on July 2010, see (1)(d) above.
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NOTE 19- EQUITY AND SHARE BASED PAYMENTS (continued)

C. Dividends

For theyear ended December 31,

2008 2009 2010
Per share NISin Per share NISin Per share NISin
inNIS millions inNIS millions inNIS millions
Cash dividends declared during the year 6.06 942 6.38 982 7.82 1,212
Tax withheld (18) (14) (17)
Previously withheld tax - paid during the year 6 18 14
Net Cash flow in respect of dividends during the year 930 986 1,209
Dividends declared for the reported periods are as follows:
Dividends Declared for the periods of the year
2008 2009 2010
Per share NISin Per share NISin Per share NISin
inNIS millions inNIS millions inNIS millions
First quarter 124 194 154 237 213 330
Second quarter 1.26 194 149 230 187 290
Third quarter 154 236 194 299 193 299
Forth quarter 141 216 1.89 293 1.92 298
5.45 840 6.86 1,059 7.85 1,217

On March 16, 2010, the Company's Board of Directors approved a dividend policy, targeting at least 80% payout ratio of annual net income for the year 2010. On February 22,
2011 the Board of Directors approved a dividend policy for 2011, the same as with respect to the year 2010, which means targeting at |east 80% payout ratio of annual net income

for the year ending December 31, 2011.

On February 22, 2011, the Company's Board of Directors resolved the distribution of a cash dividend (with respect to the fourth quarter of 2010) in the amount of NIS 1.92 per

share (approximately NIS 298 million) to shareholders of record on March 16, 2011, to be paid on March 28, 2011.

d. Capital reduction

On February 22, 2010, the District Court approved the application submitted by the Company to approve a distribution in the total amount of NIS 1.4 billion (exceeding the
surpluses for distribution) to the Company's shareholders (“the capital reduction"). Following the District Court's approval atotal amount of approximately NIS 1.4 billion which
was NIS 9.04 per share was paid on March 18, 2010 to shareholders and ADS holders of record on March 7, 2010, which resulted in a reduction of the shareholders equity by an

equal amount.
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NOTE 20 - EXPENSES

a. Cost of revenues New | sraeli Shekels
Year ended December 31,
2008 2009 2010
In millions
Payments to transmission, communication and content providers 1,306 1,238 1,342
Cost of handsets, accessories and ISP related equipment 843 564 746
Wages and employee benefits expenses plus car maintenance 471 557 575
Depreciation and amortization 432 558 663
Costs of replacing or repairing damaged handsets 213 212 199
Operating lease, rent and overhead expenses 279 293 328
Network maintenance 135 147 63
Carkit installation, IT support, and other operating expenses 89 93 86
Royalties expenses 68 65 43
Other 32 43 48
Total Cost of revenues 3,868 3,770 4,093
b. Selling and marketing expenses New | sraeli Shekels
Year ended December 31,
2008 2009 2010
In millions
Wages and employee benefits expenses plus car maintenance 170 184 228
Advertising and marketing 103 118 142
Selling commissions, net 32 8 25
Depreciation 12 7 10
Other 71 70 74
Total selling and marketing expenses 388 387 479
c. General and administrative expenses New | sraeli Shekels
Year ended December 31,
2008 2009 2010
In millions
Bad debts and allowance for doubtful accounts 96 78 50
Wages and employee benefits expenses plus car maintenance 66 87 122
Professional fees 33 40 45
Credit card commissions 29 32 33
Depreciation 19 12 12
Other 41 41 44
Total general and administrative expenses 284 290 306
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NOTE 20 — EXPENSES (continued)

d. Employee benefit expense New | sraeli Shekels
Year ended December 31,
2008 2009 2010
In millions
Wages and salaries including social benefits, social security costs and pension
costs, defined contribution plans and defined benefit plans 642 745 823
Expensesin respect of share options that were granted to employees 9 22 23
651 767 846

NOTE 21-OTHER INCOME, NET

New | sraeli Shekels
Year ended December 31,

2008 2009 2010
In millions
Unwinding of trade receivables 65 60 63
Other income - 12 4
Capital loss from property and equipment (1) (3) (3)
64 69 64

NOTE 22 - FINANCE COSTS, NET

New | sraeli Shekels
Year ended December 31,

2008 2009 2010
In millions

Fair value gain from derivative financial instruments, net 11 18
Net foreign exchange gains 10 - 16
Interest income from cash equivalents 4 1 3
Expected return on plan assets 3 6 6
Other 2 3 3
Financeincome 30 28 28
Interest expenses 94 86 127
Linkage expensesto CPI 102 88 54
Interest costs in respect of liability for employees rights upon retirement 7 9 7
Fair value loss from derivative financial instruments, net 6
Net foreign exchange rate | osses - 9
Factoring costs, net 11 4 1
Other finance costs - 8 14
Finance expense 214 204 209

184 176 181
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NOTE 23 -INCOME TAX EXPENSES

a.

M easurement of resultsfor tax purposesunder the Income Tax (Inflationary Adjustments) L aw, 1985

Under this law, results for tax purposes through tax-year 2007, are measured in real terms, having regard to the changes in the Israeli CPIl. The Company and its
subsidiary are taxed under thislaw.

On March 6, 2008, Amendment number 20 to this law was published, according to which the provisions of the Inflationary Adjustments Law will no longer apply to
the Company in 2008 and thereafter, and therefore the Company and its subsidiary are measured for tax purposes from tax-year 2008 in nominal values.

Tax rates applicable to income of the Company and its subsidiary

The income of the Company and its Israeli subsidiary is taxed at the regular rate. In August 2005, amendment (No. 147) to Income Tax Ordinance was enacted,
revising the corporate tax rates prescribed as follows: 2008 - 27%, 2009 - 26% and for 2010 and thereafter - 25%.

On July 23, 2009, The Law of Economic Efficiency (legislation amendments for implementation of the economic plan for the years 2009 and 2010) was enacted. One of
the provisions of thislaw isthat the corporate tax rate isto be gradually further reduced as follows: 2011- 24%, 2012 - 23%, 2013 - 22%, 2014 - 21%, 2015 — 20%, and for
2016 and thereafter — 18%.

As a result of the aforementioned change in the future corporate tax rate, the deferred tax assets as of December 31, 2009 have increased in the amount of
approximately NIS 18 million, with corresponding decrease in deferred tax expenses.

Lossescarried forward to futureyears

At December 31, 2010, a subsidiary of the Company had carryforward tax losses of approximately NIS17 million. The carryforward tax losses can be utilized
indefinitely. The Company did not recognize deferred tax assets in respect thereof.
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d. Deferred income taxes

PARTNER COMMUNICATIONS COMPANY LTD.

(An Israeli Corporation)

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (continued)

Balances of deferred tax asset (liability) are attributable to the following items:

Charged Charged to Charged  Effect of Charged to Charged Charged to
As at to the other As at tothe  changein other As at to the other As at
Balance of deferred tax asset (liability) ~ January income  comprehensive  December income  corporate comprehensive  December income  comprehensive  December
in respect of 1, 2008 statement income 31, 2008 statement  tax rate income 31, 2009 statement income 31, 2010
New |sraeli Shekels|n millions
Allowance for doubtful accounts 43 23 66 (3) (2) 61 (1) 60
Provisions for employee rights 14 1 5 20 (1) (4) 14 1 2 17
1)

Subscriber acquisition costs 42 (1) 41 (30) (1) 10 (10)

Depreciable fixed assetsand software (46) (44) (90) (35) 26 (99) (6) (105)
Amortized licenses 11 11 8 4) 15 2 13
Options granted to employees 22 22 (18) 4 2 2
Financial instruments 9 9 (5) 4 (4) *
Other (1) 3 2 3 5 6 11
Total 85 9 5 81 (81) 18 (4) 14 (18) 2 2

* Represents an amount of lessthan NIS 1 million.
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NOTE 23 - INCOME TAX EXPENSES (continued)

New | sraeli Shekels

December 31,
2008 2009 2010
In millions
Deferred tax assets
Deferred tax assets to be recovered after more than 12 months 76 57 59
Deferred tax assets to be recovered within 12 months 95 56 44
171 113 103
Deferred tax liabilities
Deferred tax liabilities to be recovered after more than 12 months 20 99 105
Deferred tax liabilities to be recovered within 12 months *
90 99 105
Deferred tax assets (liability), net 81 14 2

* Represents an amount of lessthan NIS 1 million.

e Following is areconciliation of the theoretical tax expense, assuming all income is taxed at the regular tax rates applicable to companiesin Israel (see b. above), and
the actual tax expense:

New | sraeli Shekels
Year ended December 31

2008 2009 2010
In millions

Profit before taxes on income,

asreported in the income statements 1,642 1,525 1,679
Theoretical tax expense 443 396 420
Increase in tax resulting from disallowable deductions:

In respect of previous years 2

For the current year 5 3 8
Decrease in tax resulting from deferred taxes cal culated based on different tax rates ©)]
Taxesonincome in respect of previousyears 5
Expenses deductible according to different tax rates 1
Change in the estimated utilization period of the tax assets 4)
Change in corporate tax rate, see b above (18)
Other (2) 3 5
Incometax expenses 444 384 436




PARTNER COMMUNICATIONS COMPANY LTD.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (continued)
NOTE 23 - INCOME TAX EXPENSES (continued)
f.  Taxeson incomeincluded in theincome statements:

1) Asfollows:

New |sraeli Shekels
Year ended December 31

2008 2009 2010
In millions
For the reported year:
Current 423 321 413
Deferred, see d above 20 76 14
Effect of changein corporate tax rate on deferred taxes (18)
In respect of previousyear:
Current 12 - 5
Deferred, see d above (11) 5 4
444 384 436

g. Tax assessments:
1) The Company hasreceived final corporate tax assessments through the year ended December 31, 2006.

2) Asgenera rule, tax self-assessmentsfiled by a subsidiary through the year ended December 31, 2006 are, by law, now regarded as final. However, the manager of
the tax authority may direct that the 2006 tax self assessment will not be regarded as final until December 31, 2011.

3) All income before taxes and income tax expenses for all of the reporting periods arelocal in Israel.
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NOTE 24 - TRANSACTIONS AND BALANCESWITH RELATED PARTIES

a.

Transactionswith Scailex group
On October 28, 2009 Scailex became the Company's principal shareholder.

On 2009 and 2010, the Company's organs approved and ratified the existing perennial agreement with Scailex for the purchase of cellular handsets, accessories and
spare parts which are manufactured by Samsung electronics Ltd. and imported into Israel by Scailex ("the Agreement"). The main terms of the Agreement are as
follows: the term of the Agreement shall be for a period of two years commencing October 28, 2009; the total volume of the transactions under the Agreement shall
not exceed NIS 200 million, on an annual basis, which may be increased by an additional amount of up to NIS 50 million, subject to the approval of the Audit
Committee and Board of Directors of each of the companies; the prices of the Samsung products shall be determined by negotiations between Scailex and the
Company; however, Scailex’s total and accumulative annual gross profit margin from transactions with the Company regarding each group of products (purchase of
handsets, accessories or spare parts) (“Annual Gross Profit Margin") shall not exceed Scailex's average gross profit margin from the same group of products with its
customersin Israel during the same calendar year (the "Average Gross Profit Margin®). If the Annual Gross Profit Margin of any group of products, exceeds Scailex's
Average Gross Profit Margin, from the same group of Products, by more than 10% of the Average Gross Profit Margin, Scailex shall credit the difference to the
Company.

In addition, in 2010 The Company's Audit Committee approved an agreement for the purchase of laptop computers which are manufactured by Samsung electronics
Ltd. and imported into Israel by Scailex (the " Second Agreement"). The main terms of the Second Agreement are as follows: the total volume of the transactions
under the Second Agreement shall not exceed NIS 4.4 million on an annual basisand shall not exceed 30% of the total volume of the Company's laptop purchasesin
the netbook category (any deviation from this sum shall require prior approval of the Company's Audit Committee); the term of the agreement shall be for a period of
oneyear; prior to the execution of each order under the agreement the Company will assure that the prices set forth in the Second Agreement continue to reflect the
market prices and if not, the Company shall negotiate with Scailex in order to adjust the product prices before executing an order.

New | sraeli Shekels

Period from
October 28,
2009 Year ended
to December December 31,
31, 2009 2010

Transactionswith Scailex group In millions
Service revenues 0.9 15
Acquisition of handsets 14 143
Selling commissions, maintenance and other expenses 2 38

New | sraeli Shekels

December 31,
2009 2010
Statement of financial position items - Scailex group In millions
Current ligbilities: Scailex group A 72

The transactions are carried out in the ordinary course of business. Management believes that such transactions were carried out under normal market
conditions.




PARTNER COMMUNICATIONS COMPANY LTD.
(An Israeli Corporation)
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (continued)

NOTE 24 - TRANSACTIONS AND BALANCESWITH RELATED PARTIES (continued)
b. Transactionswith Hutchison group
During 2008 and 2009 the Company entered into various agreements with Hutchison Telecom in the ordinary course of business for the purchase of certain products
or services or obtaining licenses. Each such related party agreement was subject to review by the Audit Committee pursuant to normal Company procedure. In each

case the Audit Committee concluded that the agreements were on market terms and would not have a substantial effect on the Company's results of operations or
obligations.

Based on information provided to the Company by Advent, a wholly-owned subsidiary of Hutchison Telecom, Advent granted a one-time cash payment to selected
employees of the Company, shortly following Advent’s sale of its controlling interest, in recognition of the contribution made by such employees to the value of the
Company. According to Advent, the aggregate value of such one-time payment to the Company’s executive officerswas NIS 18.4 million.

New | sraeli Shekels

Period from
January 1,
Year ended 2009 to
December October 28,
31, 2008 2009
Transactionswith Hutchison group In millions
Acquisition of handsets from related parties 9 11
Selling commissions, maintenance and other expenses 4 5

(*) During the period from January 1, 2009 to October 28, 2009, expenses of NIS 0.4 million, NIS 15.6 million were made to Hutchison Telecommunications Cayman and
Hutchison Telephone Company, respectively.

The transactions were carried out in the ordinary course of business. Management believes that such transactions were carried out under normal market conditions.

As of October 28, 2009, Hutchison Telecom and its affiliates are no longer related parties with the Company.
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PARTNER COMMUNICATIONS COMPANY LTD.
(An Israeli Corporation)
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (continued)

NOTE 24 - TRANSACTIONS AND BALANCESWITH RELATED PARTIES (continued)

c. Key management compensation

Key management personnel are the senior management of the Company and the members of the Company's Board of Directors.

New | sraeli Shekels

Year ended December 31

2009 2010
K ey management compensation expenses comprised In millions
Salaries and short-term employee benefits 29 28 31
Long term employment benefits 4 5 37
Employee share-based compensation expenses 4 16 16
37 49 84
New | sraeli Shekels
December 31,
2009 2010
Statement of financial position items - key management In millions
Current liabilities: 16 20
Non-current liabilities: 12 24

In order to encourage the Company’s executive officers to remain with the Company following the sale by Advent of its controlling interest, the Company’s Board of
Directors, upon the recommendation and approval of its Audit and Compensation Committees, adopted a two-year retention plan on September 9, 2009. According to the
terms of the plan, retention payments will be made to each of the Company’s eligible executive officers at the first and second anniversaries of the date of adoption of the
retention plan, provided the executive officer has not resigned for reasons other than for certain justified reasons, as specified in the retention plan or in case of
termination by the Company. The maximum aggregate amount of all retention payments together is USD 6.5 million (NI1S 23.4 million). A total amount of USD 4 million (NIS

15 million) was paid during 2010 which included an amount of USD 1 million paid to the Company's former CEO, according to this retention plan.

Furthermore, an amount of USD 1 million was paid in 2010 to the Company's former CEO based on aretention plan that the Company adopted in February 2009.
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PARTNER COMMUNICATIONS COMPANY LTD.
(An Israeli Corporation)
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (continued)

NOTE 24 - TRANSACTIONS AND BALANCESWITH RELATED PARTIES (continued)

The Company undertook to pay Mr. Amikam Cohen, who retired from his functions as chief executive officer on January 1, 2007, and from the Company on April 1, 2007, as
part of his special retirement compensation, a non-compete payment of USD 0.6 million (NIS 2.3 million), in five equal installments, each payment to be made at the end of a
six-month period over two and ahalf years starting in November 2007. The last payment was made in May 2010.\

Members of the key management may have purchased portions of the Company's notes payable that are listed on the TASE through regular stock exchange transactions.
See also note 15.

d. During 2009 the Company purchased a substantial portion of Nokia handsets from Eurocom Communications Ltd. On November 19, 2009, Eurocom sold shares of the
Company it previously held to Suny Electronics Ltd. The Company believes that the purchase transactions of the handsets from Eurocom were done at arms length and on
market terms. If need be, Nokia handsets can be purchased from both Israeli and international suppliers and thereby reduce the dependency on Eurocom. These purchase
prices may be higher than the purchase prices from Eurocom. As part of the Hutchison group, the Company benefited from conditions and prices of Nokia handset
purchases, that were agreed upon between Hutchison and Nokia. Since the Company was acquired by Scailex and is no longer part of the Hutchison group, the purchase
conditions from Eurocom may be updated. Additional conditions and agreements between the Company and Eurocom are set from time to time.

e In the ordinary course of business, key management or their relatives may have engaged with the Company with immaterial transactions that are under normal market
conditions.

NOTE 25— DILUTED EARNINGS PER SHARE
Following are data relating to the net income and the weighted average number of shares that were taken into account in computing the basic and diluted EPS:

New | sraeli Shekels
Year ended December 31
2008 2009 2010

Profit used for the computation of
basic and diluted EPS:
Profit (in millions) 1,198 1,141 1,243
Weighted average number of shares used
in computation of basic EPS (in thousands) 155,350 153,809 154,866
Add - net additional shares from assumed
exercise of employee stock options (in thousands) 1,170 1,008 1,430
Weighted average number of sharesused in
computation of diluted EPS (in thousands) 156,520 154,817 156,296

For the years ended December 31, 2010, 2009 and 2008 options in the total amount of 1,087, 1,719 and O thousands respectively, were not taken into account in
computation of diluted earnings (loss) per share, because of their anti dilutive effect.
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PARTNER COMMUNICATIONS COMPANY LTD.
(An Israeli Corporation)
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (continued)
NOTE 26 — ACQUISITION OF 012 SMILE

a. Transaction details

On March 3, 2011 the Company completed the acquisition of all of theissued and outstanding shares of 012 Smile Telecom Ltd. (012 Smil€"), from Merhav-Ampal Energy
Ltd. (the "Seller"). 012 Smile is an Israeli private company, which provides international long distance services, internet services and local telecommunication fixed-line
services (including telephony services using VOB). The Company has acquired control in 012 Smileto allow it to become aleading comprehensive communications group,
expanding its services and products.

The purchase price for the acquisition of 012 Smile is NIS 650 million which includes the acquiring of al of the outstanding shares of 012 Smile and a loan from the
previous shareholder to 012 Smile. As part of the acquisition, Partner also guaranteed for the bank loans and other bank guarantees, which were provided to 012 Smile, in
atotal amount of approximately NIS 800 million. According to the purchase agreement, 012 Smile assigned to the Seller the right to receive payments due from athird party
in an amount of approximately NIS 40 million.

The acquisition was approved by all required third parties on March 3, 2011, including the I sraeli Ministry of Communications which required structural separation among
Partner and 012 Smile for aperiod of time depended on certain elements.

The acquisition will be accounted for using the acquisition method.
As the acquisition was completed subsequent to December 31, 2010, the consolidated financial statements do not include the results or the financial position of 012 Smile.
Under the disclosure requirements of IFRS 3R (Business Combinations) the Company is required to provide information regarding the effect of the business combination.

Due to the following limitations, the initial accounting for the business combination is incomplete at the time the financial statements are authorized for issue. Therefore,
the Company did not include the above mentioned information as permitted by paragraph B66 of IFRS 3R.

1. Asdescribed above, the acquisition was completed as of March 3, 2011 (closing date), while the date of the approval of the annual financial statements of the
Company is March, 17 2011, which is dictated by the fact that the Company and its parent and ultimate parent are both public companies that are required to provide
financial reports on schedules mandatory by law.

2. Until the closing date there were regul atory restrictions which prohibited both the Company and 012 Smile to co-operate and provide business information to the
Company to start preparing IFRS financial information.

3. Prior the acquisition, 012 Smile being a newly incorporated company, has never issued afull set of financial statements, 012 Smile does not have full financial
statement for 2010 under IFRS.

4.  The Company hasn't completed the work of the purchase price allocation needed under |FRS 3R disclosure.
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PARTNER COMMUNICATIONS COMPANY LTD.
(An Israeli Corporation)
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (continued)

NOTE 26 — ACQUISITION OF 012 SMILE (continued)

Accordingly, the Company has not completed receiving all the information required to be disclosed under IFRS 3R, including the amounts recognized as of the acquisition
date for each major class of assets acquired and liabilities assumed and the revenue and profit or loss of the combined entity for the current reporting period as though the
acquisition date had been as of the beginning of the annual reporting period.

The Company intends to provide such information as soon as information will be available.
b. Claimsagainst 012 Smile CommunicationsLtd (" 012") and 012 Smile Telecom Ltd (" 012 Smile")

1. OnJanuary 2, 2005, a claim was made against 012 and three other companies regarding alleged infringement of Israeli Patent No. 76993 of November 10, 1985, unjust
enrichment, breach of statutory duties and conversion (the “2005 Claim”).

The plaintiffs demands include payment of amounts of income generated from exploitation of the patent, payment of reasonable royalties for exploitation of the
patent, punitive damages, litigation costs and attorneys’ fees, and payment of linkage differentials and interest from the date of creation of the debt until the date of
actual payment. The 2005 Claim states that the monetary amount cannot be determined at this stage and that it has been assessed for the purpose of court fees only
at NIS 10 million (approximately $2.72 million), against al defendants collectively and separately.

On July 17, 2005, a statement of defense was filed against plaintiffs and a third party notice was filed against the providers of the telecommunications systems
alegedly infringing on the patent (the “ Third Party Defendants’), seeking indemnification and compensation for any liability that may be imposed in the context of
the 2005 Claim (the “Third Party Proceedings’).

The plaintiffs have aso initiated similar proceedings against other telecommunications companies in other countries, including the United Kingdom and the United
States. Some tel ecommuni cations companies, including one of theinitial defendants named in this 2005 Claim, have settled with the plaintiffs and obtained alicense,
whereas other telecommunications companies have refused to settle. For example, the corresponding English patent was declared invalid following a legal action
and appeals.

The 2005 Claim and the Third Party Proceedings are currently at the Preliminary Proceedings stage and the court ordered the parties to complete all preliminary
proceedings by no later than May 1, 2011.

One of the Third Party Defendantsin the Third Party Proceedingsis Nortel Networks Israel (Sales and Marketing) Ltd. (“Nortel Israel”). 012 and Nortel Israel's Trustees have reached
a Settlement Agreement, resolving all disputesin connection with the Third Party Proceedings between 012 and Nortel Israel (the “ Settlement Agreement”). Under the terms of the
Settlement Agreement, Nortel Israel paid 012 NI'S 787,500 (approximately $214,900), which was paid by the trusteesin full. In consideration, 012 agreed to dismiss the Third Party
Proceedings against Nortel Israel and Telrad Networks Ltd. ("Telrad"). On February 14, 2010, the court dismissed the Third Party Proceedings against Nortel Israel and Telrad.
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PARTNER COMMUNICATIONS COMPANY LTD.
(An Israeli Corporation)
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (continued)

NOTE 26 — ACQUISITION OF 012 SMILE (continued)

2.

During 2008, several claims and motions to certify the claims as class actions were filed with various District Courtsin Israel against several international tel ephony
companiesincluding 012. The plaintiffs allege that with respect to prepaid calling card services the defendants mislead the consumersin certain issues, charged
consumersin excess, and formed a cartel that arranged and raised the prices of calling cards.

On September 25, 2008 the Court decided to hear all the af orementioned suits and four other claims in which the Company is not a party, but involve similar issues as
the present claim, in the same proceeding.

On December 9, 2008 the Court approved a motion to amend the actions and requests of all the unified claims. On January 1, 2009 the unified and amended suit and
reguest were filed in place of the original suits and requests (in this section: "the Amended Suit" and "the Amended Request").

Prior to certification of the Suit as a class action in the event of certification of the Suit as a class action the total amount claimed against 012 was NIS 226.4 million
(approximately $61.77 million). According to the amended statement of claim filed by the Plaintiffs on January 20, 2011, the total amount of damages claimed by
Plaintiffsfrom all the Defendantsis estimated to be 641,520,000 NIS.

Plaintiffs claim additional damages, which are not estimated, with respect to unsuccessful attempts to make calls utilizing the cards. Plaintiffs claim that the Company is
responsible for 20% of the damages according to the Company's market share.

On November 3, 2010, the court granted the plaintiff's request and certified the suit as a class action against al of the defendants. The legal question at issue in the
class action is whether the plaintiffs were misled by the representations made by the defendants. On December 13, 2010 the Company filed a Motion with the Supreme
Court for leave to appeal from the District Court's decision granting class action certification. On December 26, 2010 the Company filed a Motion for stay of
proceedings in the District Court until a decision is given by the Supreme Court regarding the Company's motion for leave to appeal. On February 3, 2011 the Motion
for stay was declined by the District Court. On February 8, 2011 the Company filed a Motion for stay of proceedings with Supreme Court. On March 7, 2011 the
Supreme Court approved the Company's motion for stay.

On November 20, 2008, a claim and amotion to certify the claim as a class action werefiled against 012 in its former name Internet Gold Golden LinesLtd. to the Tel
Aviv District Court in Israel. The claim aleges that 012 unlawfully raised the monthly tariffsfor itsinternet services. If the claim is recognized as a class action, the
total amount claimed from 012 is estimated by plaintiff to be approximately NIS 81.5 million. The claimistill inits preliminary stage of the motion to be certified asa
classaction.




PARTNER COMMUNICATIONS COMPANY LTD.
(An Israeli Corporation)
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (continued)

NOTE 26 — ACQUISITION OF 012 SMILE (continued)

4. On November 4, 2009, a claim and a motion to certify the claim as a class action were filed against 012 to the Central District Court in Israel. The claim alleges that
012 has violated the Israeli "anti spam" law by sending advertising materials to its customers. The amount of the plaintiff's persona claim is set at NIS 10,000
(approximately $2,700). The estimated amount of the entire claim is yet to be known. On November 29, 2009, the court granted a temporary order preventing 012 from
deleting or changing data relating to specific messages which the plaintiff claims he sent to 012. The claimisstill inits preliminary stage of the motion to be certified as
aclassaction.

5. OnJuly 2010, aclaim and amotion to certify the claim as a class action were filed against 012 Smile to the Central District Court in Israel. The claim alleges that 012
Smile's advertisements regarding certain tariffs did not include complete information as to possible additional tariffs charged of third parties. The amount of the
personal claimis set by the plaintiff at NIS 397. Asthe plaintiff has not yet determined the size of the group, the estimated amount of the entire claim is not yet known.
Theclaimisstill inits preliminary stage of the motion to be certified as a class action.

6. Additional 7 claimswerefiled against 012 and 012 Smile, together with arequest to recognize these claims as class actions. The total amount of these claims against
012 and 012 Smile together, if the claims are recognized as a class action, is estimated at approximately NIS 170 million.

7. Inaddition to all the above mentioned claims, 012 and 012 Smileisaparty to various claims arising in the ordinary course of its operations.
8. These claimswill be presented at fair values, calculated as part of the purchase price allocation as of the acquisition date.
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Exhibit 4.(a).14
Unofficial Trandlation
[State Emblem]

The State of Israel
Ministry of Communications

General Licensefor Partner Communications L td. for the Provision of

Mobile Radio Telephone (MRT) Servicesusing the Cellular Method
Amendment No. 54
By virtue of the powers of the Minister of Communications under Article 4 (e) of the Communications Law (Telecommunications and Broadcasts), 5742-1982, that have been delegated
to us, by all our other powers under any law and after having given Partner Communications Company Ltd. (hereinafter: “Partner”) the opportunity to present their arguments
regarding this matter, we hereby amend the General License for the provision of mobile radio telephone (MRT) services using the cellular method granted to Partner on 7 April 1998, as
follows:
Amendment of Article 75

1 In Article 75.8, instead of sub-section (b)(3) shall come:

a "(3) acal made by dialing a number with a special access code for a free of charge service for the person initiating the call, that was allotted to the Subscriber in
accordance with an agreement with him;"

b. Article 75.9 of the License shall be deleted.

Amendment of the First Annex

2. Article 2.2 of the First Annex to the License, after item 45, shall come:
46. Free of charge servicefor the caller The initiator of the call shall not be charged for the call. The|3/2010 In accordance with the service
receiver of the call shall be charged in accordance with filet
appropriate billing arrangements

Commencement

3. The commencement of this amendment shall be from the effective date of the relevant amendments to the payment regulations and the interconnect regulations or on 28 March
2010, the later of the dates.

(16 March 2010)
(sgd) (sgd)
Eden Bar Tal, Adv. Zeev Raz
Director-General Temporary Senior Deputy Director-General,

Engineering and Licensing

1 In accordance with the service file "free of charge call for the caller" (*1-800 service")
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Unofficial Trandlation
[State Emblem]

The State of Israel
Ministry of Communications

General Licensefor Partner Communications L td. for the Provision of

Mobile Radio Telephone (MRT) Servicesusing the Cellular Method
Amendment No. 55
By virtue of the powers of the Minister of Communications under Article 4 (e) of the Communications Law (Telecommunications and Broadcasts), 5742-1982, that have been delegated
to us, by all our other powers under any law and after having given Partner Communications Company Ltd. (hereinafter: “Partner”) the opportunity to present their arguments

regarding this matter, we hereby amend the General License for the provision of mobile radio telephone (MRT) services using the cellular method granted to Partner on 7 April 1998, as
follows:

Amendment of Article 63
1 Instead of Article 63 of the License shall come:
"63 Call Center

63.1 The Licensee shall operate a staffed call center for the receipt of calls of its Subscribers, in addition the Licensee shall apply additional means that will allow its
Subscribersto contact it in order to receive information and to make inquiries, as set forth in Appendix E of the License.

63.2 The Call Center will be staffed by a skilled and professional employee team, with the necessary qualifications to handle the calls. Should a call be received regarding a
fault which caused complete cessation of the Subscriber MRT services, the said team will act immediately to locate the fault and will begin taking measures to
immediately repair the fault.

63.3 The Licensee shall detail in the maintenance diary the details of the fault as set forth in Article 63.2 and the steps taken to rectify the fault, all as set forth in Article 51."
Amendment of Appendix E
2. 2. In section 2.2 of Appendix E-

a In sub-section (@), instead of "accessible" shall come "staffed”, and after the words "twenty four (24) hours a day, shall come "for the receipt of calls regarding theft

or loss of MRT terminal equipment, afault in the network that caused complete cessation of Subscribers MRT services and "roaming services".

b. In sub-section (b), at the end shall come "for the receipt of callsregarding afault in the receipt of MRT servicesthat is not afault as set forth in sub-section (a) and in
regard to the Licensee's services".

¢.  Sub-section (d) shall be deleted.
(16 May 2010)
(sgd)

Moshe Cachalon
Minister of Communications
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Unofficial Trandlation
[State Emblem]

The State of Israel
Ministry of Communications

General Licensefor Partner Communications L td. for the Provision of

Mobile Radio Telephone (MRT) Servicesusing the Cellular Method
Amendment No. 56
By virtue of the powers of the Minister of Communications under Article 4 (e) of the Communications Law (Telecommunications and Broadcasts), 5742-1982, that have been delegated
to us, by all our other powers under any law and after having given Partner Communications Company Ltd. (hereinafter: “Partner”) the opportunity to present their arguments
;gﬁi:gis?g this matter, we hereby amend the General License for the provision of mobile radio telephone (MRT) services using the cellular method granted to Partner on 7 April 1998, as
Amendment of Article 74
1 The contents of Article 74 shall be marked as Article 74.1
2. In sub-section 74.1(b) after "payment" shall come "monthly".
3. After Article 74.1 shall come:
"74.2  TheLicenseeshall not be allowed to collect from a subscriber:
(@ Payment forinitiating acall;
(b) Minimum payment for acal"
Amendment of Article 75
4, Instead of sub-section 75.10(b) shall come:
" b) The payment for any airtime unit, at least for the duration of the first minute of the call, shall be constant.;"
Commencement
5. This amendment shall become effective from the signature date of the amendment.
(17 June 2010)
(sgd)

Moshe Cachalon
Minister of Communications




Exhibit 4.(a). 17
Unofficial Trandlation
[State Emblem]

The State of Israel
Ministry of Communications

General Licensefor Partner Communications L td. for the Provision of

Mobile Radio Telephone (MRT) Servicesusing the Cellular Method
Amendment No. 57

By virtue of the powers of the Minister of Communications under Article 4 (e) of the Communications Law (Telecommunications and Broadcasts), 5742-1982, that have been delegated
to us, by all our other powers under any law and after having given Partner Communications Company Ltd. (hereinafter: “Partner”) the opportunity to present their arguments
regarding this matter, we hereby amend the General License for the provision of mobile radio telephone (MRT) services using the cellular method granted to Partner on 7 April 1998, as
follows:
Amendment of Article 55
1 The contents of sub-section 55.4, shall be marked as sub-section 55.4 (a2).

2. I'n sub-section55.4, before sub-section (a2) shall come:

a) A first page, separate, printed, that will detail clearing and accurately without any additions or changes in handwriting, the following (hereinafter-"the main plan
details page"):

(1) The name of the Licensee or itslogo, the details of the Licensee's representative that executed the agreement, the date of the transaction execution, the subscriber's details
including his name, |.D. number, address, telephone number that the agreement pertains to, an additional telephone number of the subscriber to where notices regarding
the usage amount of aweb surfing plan as set forth in article 75D will be sent and the MRT handset model, if included in the agreement; notwithstanding the beginning of
section (@) the aforementioned detailsin that sub-section , except for the Licensee's name or logo, can be handwritten;

(2) The commitment period, if one exists, and the termination date. For this sub-section, "commitment"-as defined in section 56.1A;

(3) All of the tariffs according to which the Licensee will charge the subscriber for the services requested by the subscriber upon execution of the agreement, as well as the
rates of each fixed payment, if there are any, in the agreement;




®
©

The service tariffs shall be displayed in a2 columned chart- "name of the service" and "price of the service";

For web surfing packages as defined in section 75D-the unit tariff for the service not included in the package shall be displayed next to the chart in the same values as
those in the chart;

The total price of the handset and ancillary accessories that are purchased at the time of execution of the agreement (hereinafter-the equipment), and if the Licensee and
subscriber agree to a payment schedule for the equi pment-the amount of each payment;

Any benefit as defined in article 64.1A, while indicating the benefit value and the exact period when the benefit will be given;
The calculation method of the amount that the subscriber will be required to pay for breaching the agreement as defined in article 56.1A;

For a business subscriber-information regarding the increase of tariffs during the commitment period, if such a possibility exists as part of the subscriber agreement
conditions, including the date and amount of the tariff increase;

Information regarding the balance of payment and/or the cancellation of abenefit for equipment purchased from the Licensee, in a previous agreement;

The Licensee's commitment to pay to the subscriber of another MRT licensee that became its subscriber, the payment that the said subscriber will be required to pay to the
other MRT licensee for breach of this commitment to the other MRT operator and the distribution manner of said payment.

For this matter-" commitment"-as defined in article 56.1A;

(10) A subscriber's declaration that he has read the page and received a copy at the time of execution of the agreement. Next to the declaration, there should be an original

(a1)

signature of the subscriber and the details of the Licensee's representative that executed the agreement and his original signature. The declaration shall appear at the end
of the main plan details page.

(] a separate page, printed, upon which the subscriber will be required to mark his choice regarding the accessibility of each phone number that the agreement
refersto, services, as detailed in annex E 2 (hereinafter-" ser vice access form" or "form"). The form shall come after the main plan details page;




®

©)

@

If the subscriber does not mark his choice to be accessible to the detailed service in the form, the Licensee shall block the access possibility for the phone number that
the subscriber agreement refersto. The aforesaid in this sub-section shall not apply to outgoing international calls;

A subscriber may request from the Licensee at any time, in writing or by phone, to change his choice regarding accessibility to the services detailed in the form
(hereinafter in this section-"subscriber's request"). A first change shall be done free of charge. The Licensee shall execute the subscriber's request only after he has
identified the subscriber. The request shall be available at the Licensee, for hearing it or presenting it, according to the matter, to the Director, within five (5) working
days from the request date. The subscriber's request shall be executed within thirty (30) minutes from the request time.

The Licensee shall include in the telephone bill following the subscriber's request a notice regarding the execution of the request and the date of the execution. The
said telephone bill shall be available at the Licensee for presentation to the Director, within five (5) working days from the date the bill is prepared;

The Licensee shall include the service access form in the telephone bill of each subscriber that has not yet responded to the form, at least twice during the twelve (12)
months from March 13, 2011. The Licensee shall first include the form with the said telephone bill of the subscriber, during the first month from the said date.

A subscriber that did not relay to the Licensee his response to the service access form, at the end of the twelve (12) months set forth in sub-section (5), shall be
blocked for receiving al services detailed in the form, except for outgoing international call services, within seven (7) working days from the end of the twelve (12)
months.

The Licensee shall notify the subscriber about the blocking in the first telephone bill after the blocking. The said telephone bill shall be available at the Licensee for
presentation to the Director, within five (5) working days from the day it is sent to the subscriber.

The Licensee shall publish the form on itsinternet site within seven (7) working days from March 13, 2011.

At the end of article 55.4 shall come "the aforesaid in sub-section (&) shall not apply to the subscribers detailed in sub-sections (b) and (d) to the definition of "business
subscriber” in article 1 of the License.




I'n sub-section 55.4 (b) instead of "discontinuing service" shall come "total termination”.

In article 55.5 shall come:

"55.5 In an agreement in the presence of the Licensee's representative and the subscriber, the Licensee shall act asfollows:

@

(b)

©

©

55.6

Before signing the agreement, the representative shall present the person applying to become a subscriber of the Licensee (hereinafter-"the applicant") with a printed copy
of the subscriber agreement and shall allow him to review it;

Upon signing the agreement, the applicant and Licensee representative shall sign the originally copy of the subscriber agreement that was presented for the applicant's
review. After the said signature the Licensee representative shall give the subscriber a copy of the subscriber agreement upon which the Licensee representative's and
applicant's original signatures appear;

After execution of the aforesaid in sub-section (a) and (b), the Licensee representative may ask the subscriber to sign an additional copy of the subscriber agreement
identical to the one originally signed, by using electronic means;

The Licensee shall keep a signed copy of the subscriber agreement; the said copy shall be available at the Licensee for presentation to the Director, within five (5) working
days from the date of the agreement;

If the subscriber requests to make changes to the agreement conditions, including a request to receive additional services, cancel services or to join a service package-the
subscriber shall receive at the time of the change, a printed notice that bear's the Licensee's name or logo, in which the details of the change executed are listed, the date
they become effective and the full name of the Licensee representative and the subscriber and their original signatures. The signed notice shall be available at the Licensee
for presentation to the Director within five (5) working days from the date of the subscriber's request.

If the Licensee publishes on its internet website a tariff plan, including tariff plans that include the purchase of MRT equipment, the said publication shall also

include the subscriber agreement conditions regarding that tariff plan, including the details on the "main plan details page"."




Amendment of Article 55A

6.

After article 55 shall come:

55A

55A.1

L ong Distance Purchase

In along distance purchase as defined in article 14c of the Consumer Protection Law, 1981 ("long distance pur chase"), the Licensee shall act asfollows:

@

(b)

Shall send to the subscriber a document that includes all of the details set forth in sub-sections 55.4 (a2) until 55.4 (h), aswell as the "main plan details page" and
the "service access form" marked in accordance with the subscriber's choices, as notified to the Licensee's representative (hereinafter- "agreement conditions
document™). In the agreement conditions document, the full name of the Licensee's representative that executed to agreement and the subscriber's name should
be noted. The agreement conditions document shall be sent to the subscriber by regular mail or by electronic mail or facsimile if the subscriber agreed; a copy of
the agreement conditions document shall be available at the Licensee for presentation to the Director, within five (5) working days from the date of the agreement
execution. If the Licensee sends the agreement conditions document by electronic mail or facsimile, the approval receipt should also be available at the Licensee
for presentation to the Director, within five (5) working days from the date of sending the said document;

If the subscriber requests to make changes to the agreement conditions document, including arequest to receive a service or a service package-the Licensee shall
send the subscriber a printed notice that bear's the Licensee's name or logo, in which the details of the change executed are listed, the date they become effective
and the full name of the Licensee representative and the subscriber. The notice shall be available at the Licensee for presentation to the Director within five (5)
working days from the date of the subscriber's request.

The notice shall be sent to the subscriber by regular mail or by electronic mail or facsimile if the subscriber agreed. If the Licensee sends the notice by electronic
mail or facsimile, the approval receipt should also be available at the Licensee for presentation to the Director, within five (5) working days from the date of
sending the notice;"

Amendment of Article 56A

7.

In Article 56A.2, at the end shall come "the Licensee shall publish on its internet website the subscriber agreement that does not include a commitment, including "the main
plan details page" of the said agreement.”




Amendment of Article 60

8.

The contents of Article 60.6 shall be marked as (a) and afterwards shall come:

"(b)

60.7

60.8

An explicit request may be made in one of the following manners:

(1) A signed document by the subscriber that is sent to the Licenses;

(2) Anelectronic mail sent by the subscriber to the Licensee;

(3) A telephone call between the subscriber and the Licensee representative;
(4) An SMS sent by the subscriber to the Licensee;

(5) Registration in the Licensee's internet website;

The Licensee shall keep in its possession documentation regarding the subscriber's explicit request; the documentation shall be available at the Licensee for
presentation to the Director, within five (5) working days from the date of the subscriber's explicit request.

For this matter-"documentation”-

For sub-section (b)(1)-a copy of the document;

For sub-section (b)(2)-a copy of the electronic mail;

For sub-section (b)(3)-arecording of the telephone call;

For sub-section (b)(4)-a copy of the subscriber's telephone bill that lists under the "call details", the details of the sms sent by the subscriber;
For sub-section (b)(5)-a copy of the approval receipt that was sent to the subscriber following his registration for the service;

Notes taken by the Licensee representative in the Licensee's information systems does not constitute documentation.

TheLicenseeis not allowed to collect payment from the subscriber for a service unless it has documentation regarding the subscriber's explicit request to receive the
service.

If the subscriber is charged for a service and notifies the Licensee that he did not request the service, the Licensee shall refund him the entire sum of that was charged
for the service, if the Licensee does not have the documentation regarding the subscriber's explicit request to receive the service. The manner of handling the
subscriber's complaints granting the refund shall be executed in accordance with the provisions regarding "overcharging” detailed in article 83A of thelicense."




Amendment of Article 61

9.

At the end of article 61.1 shall come "The Licensee shall keep a copy of the complaint and the written answer that was sent to the subscriber; the said copies shall be available
at the Licensee for presentation to the Director, within five (5) working days from the date of sending the answer;"

Amendment of Article 61A

10.

I'n sub-section 61A.2 (b) instead of "disconnection of service" shall come "complete termination”.

Amendment of Article 67

11

12.

13.

14,

Article 67.2 shall be cancelled.
After article 67.5 shall come:

"67.5A A bill submitted to a business subscriber shall include the details set forth in sub-sections 9B (1) to 9B (4) in Appendix E1 of the License." In this section "business
subscriber"-except for the subscribers detailed in sub-sections (b) and (d) of the definition of "business subscriber” in article 1 of the License.

In article 67.6 at the end shall come "in addition, a business subscriber may request from the Licensee details in writing regarding the cal culation manner of a"one time charge”.
The Licensee shall submit to the business subscriber the said details in writing regarding a "one time charge", within thirty (30) days from the date that the subscriber
requested the matter from customer services or the person responsible for handling complaints of the public.”

After article 67.7 shall come:

"67.8  If the payment detailed in the telephone bill is done by debit bank payment or credit card, the said payment shall not be done before ten (10) days have passed from
the date that the telephone bill was sent to the subscriber."

Amendment of Article 68

15.

In article 68 instead of the definition of "Disconnection of Service" shall come:
"*“ Complete Disconnection” — complete disconnection of all Licensee services to the subscriber;

“Termination of Service’ - complete termination of any Licensee services to the subscriber;"




Amendment of Article 71

16. Inarticle 71.1 after "termination of service" shall come ""or compl ete disconnection”.

17. Instead of article 71.2 shall come:

"71.2The Licensee shall execute termination of service or complete disconnection, no later than one working day after the date noted by the subscriber in his notice; if no date
was noted, the termination of service or complete disconnection shall be executed no later than one working day after the date the notice was given to the Licensee."

18. After article 71.3 shall come:

"71.4  The Licensee shall send awritten notice to the subscriber regarding termination of service or complete disconnection within one working day from the date the
termination was executed. The notice should include among other details the date the termination was executed and in a notice regarding compl ete disconnection, the
last date for sending the final bill, as set forth in sub-section 2.3(c)(2) in Appendix E to the License (hereinafter-" thefinal bill"). The said notice should be sent by
regular mail or by electronic mail or facsimile, if the subscriber agreed to this. If the subscriber requests to suspend terminate services or to completely disconnect
services at the Licensee's customer service center, the Licensee representative shall give him the said written notice when the request is made.

A copy of the said notice shall be available at the Licensee for presentation to the Director, within five (5) working days from the date it is sent. If the Licensee sends
the notice by electronic mail or facsimile, the approval receipt should also be available at the Licensee for presentation to the Director, within five (5) working days
from the date of sending;

715 After collecting the sum for payment as detailed in the final bill, the Licensee shall not be allowed to collect any payment from the subscriber, by means of payment
that the subscriber provided, without the explicit written permission of the subscriber in advance, except for collection of payment for handsets that the subscriber
purchased from the Licensee, and that the payment for the handset is carried out in payments as set forth in section 2.3(c)(2) in Appendix E of the License. A copy of
the said subscriber agreement, shall be available at the Licensee for presentation to the Director, within five (5) working days from the date it was delivered to the
Licensee.

Amendment of Article 74
19.  After article 74.2(b) shall come:

(o) Any payment prior to the actual provision of the service, except for "PRE- PAID" service".




Amendment of Article 75D
20. After article 75C shall come:
75D Notice of Utilization of Data Package
75D.1 The Licensee shall send an SM S to the subscriber when he has utilized 75% and 95% of his data package. The SMSwill be sent to the tel ephone number of the
subscriber and another telephone number of the subscriber as noted by the subscriber when the subscriber agreement was signed, as close as possible to the date of
said utilization. The SM S shall include at | east the following: the utilized amount of the package, the calcul ation date of the utilization (date and time) and the
telephone number that the SM S refers to. For this matter, "data package" -the amount of units of a data package over the cellular internet in Israel (hereinafter-"data
package service"), that is provided to a subscriber at a set tariff independent of the actual extent of the usage.

This section shall apply only when the tariff of the data package service unit, after full utilization of all data package service unitsthat are included in the data package
are more than 1.25 times the tariff of the data package service unit as part of the data package.

Amendment of Article 78

21. Instead of sub-section 78.1(a) shall come "that sent the Director a written notice at least fourteen (14) days before the date the tariff becomes valid that details the new tariff
and the tariff before the change. Notwithstanding the aforesaid, regarding the deduction of the tariff, the Licensee may send the Director the notice until one month after the
deduction.”

22. Instead of sub-section 78.1(b) shall come "that sent an advanced written notice to any subscriber that joined the service, in which it notes the new tariff and the tariff before

the change at least fourteen (14) days before the date the tariff becomes valid; Notwithstanding the aforesaid, regarding the deduction of the tariff, the Licensee may send the
notice to the subscriber until one month after the deduction.

Said notice shall be sent to the subscriber by regular mail or through the telephone bill sent to the subscriber.
Amendment to Article 81

23. In article 81 instead of "Termination of Servicein accordance with article 71" shall come "compl ete disconnection in accordance with article 71".




Addition of Article 83A

24,

After article 83 shall come:

83A

Overcharging

@

(b)

The Licensee shall document in its information technology systems any written or oral claim of a subscriber regarding overcharging that appears in a telephone
bill;

The Licensee shall send an explanatory reply in writing to a subscriber regarding his disagreement, with details of the calculation manner or the reasons for
rejecting the claim, in accordance with the matter, within twenty one (21) days of receipt of the claim. For this matter- "date of receipt of theclaim"-

For awritten claim-the date of receipt of the claim by the Licensee;
For an oral claim-the date the notice was given to the Licensee.

A copy of the said reply shall be available at the Licensee for presentation to the Director, within five (5) working days from the date it was sent. If the Licensee
sent the answer by electronic mail or facsimile, the approval receipt shall be available at the Licensee for presentation to the Director, within five (5) working days
from the date it was sent.

If the Licensee discovers that the subscriber was overcharged, it shall refund the overcharged amount in one payment without setting any conditions for its
receipt, in addition to "linkage and interest differences" as defined in sectionl of the Award of Interest and Linkage Law, 1961, for the period between the date the
overcharged amount was collected and the date of actual refund, as detailed below:

(1) The amount of the overcharged amount is more than 100 NIS (including VAT, linkage and interest)-the refund shall be deposited directly into the
subscriber's bank account within three (3) working days from the date that the Licensee sent the said answer as set forth in sub-section (b).

(2) The amount of the overcharged amount is less than 100 NIS (including VAT, linkage and interest)-the refund shall be executed by crediting the
telephone bill following the date that the said written answer was sent as set forth in sub-section (b); in case the credit amount is greater than the
following telephone bill amount, the balance shall be deposited in the subscriber's bank account within three (3) working days from the date that the
telephone bill is sent to the subscriber, and the matter will be noted in the said telephone bill.
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Addition of Article 113

25. After article 112 shall come:

113. The Licensee shall present and/or play to the Director upon his request, any recording and/or document regarding a subscriber, during the entire last commitment
period of the subscriber, and in case the subscriber has not been in the commitment period for at least eighteen (18) months and for ayear after the date of sending of
thefinal bill to the subscriber, as set forth in section 2.3(c)(2) in Appendix E.
Amendment of Appendix E
26. After sub-section 2.2(f) in Appendix E shall come:

f) The Licensee may not make use of atelephone number in the MRT range for facsimile servicein order to receive public complaints;

(9) The accessto all telephone call centers for receipt of callsregarding faults, loss or theft ("complaint center") shall be through a"collect call" service (1-800 service);
the Licensee shall allow access to the complaint center from any national network;

(h) Subject to the af orementioned in sub-section (g), the access to all telephone call centersregarding for the receipt of callsregarding Licensee services shall be through
dl of the following:

(1) A network number to which the accessiis free of charge;
(2) A "partidly toll free call" service (1-700 service) or a"collect call" service (1-800 service)."
27. Instead of article 2.3(c) shall come:
"If the subscriber and Licensee agree on payment by installments for a handset purchased by the subscriber from the Licensee and the commitment agreement of the

subscriber with the Licensee is terminated before the subscriber has completed all payments for the handset purchased from the Licensee, the Licensee shall send the
subscriber afinal bill for the Licensee's services and afterwards may send the subscriber bills only for the handset.

Amendment of Appendix E1
28. Inarticle 9.e of Appendix E1, instead of "and refunds" shall come "refunds" and "linkage and credit differences" asdetailed in article 60.8 and 83A".
29. In article 9.f the words "refund or" shall be deleted.

11




Addition of Appendix E2
30. After Appendix E1 shall come Appendix E2 attached.

Commencement

31 This amendment shall become effective March 13, 2011.

(12 December 2010)

(sgd)

Moshe Cachalon
Minister of Communications
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Appendix E1-Services Access Form

Accessform for servicesthrough the cellular handset that are charged in the telephone bill

Name of the Licensee

Methodsfor sending theform:
Address

E-mail address

Fax number

Date:

I, whose details appear below, request access to the services detailed below, for the telephone number noted in thisform as follows:

Subscriber Details

Name of the subscriber/company:___ 1.D./Company No. Address: Telephone No.

I wish to block all of the below detailed services

| wish to block some of the below detailed services

Mark X according to your choice and sign. For your information, not marking shall mean blocking the possibility to receive service except for outgoing international call services.

a. If you marked under "international calls' "open", mark whether you are interested
in allocation to a specific international operator.

O Yes("00" dialling open)
O No("00" dialling blocked)
b. If you marked "yes" in section 4a, choose an inter national operator
O 012 Smile Telecom
O 013 Netvision
O Bezek International

O 018 Xphone

O Tezar

Number Type of Service Block Open Subscriber's Signature
1. Cdllular internet data service via the handset (if you choose to block, you will not be able to o o]
receivethe service
2. Servicefrom category 1*  a. o 0]
b.
c
3. Servicefrom category 2*  a. o 0]
4. Outgoing inter national call service Qo

Signing this agreement in the presence of a Licensee representative-1 declare that thisform was
marked and signed by myself

Name of Licensee Representative:
Signature of Licensee Representative
Signature of Subscriber

*The types of categories and sub-categories of the services shall be determined after examining the treatment as set forth in the letter accompanying this license amendment
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EXECUTION COPY Exhibit 4.(a).72
SHARE PURCHASE AGREEMENT
Among
Partner Communications Company Ltd.,
Merhav Ampal Energy Ltd.
And

012 Smile Telecom Ltd.

Dated as of October 13, 2010




SHARE PURCHASE AGREEMENT

THIS SHARE PURCHASE AGREEMENT (this "Agreement") is made and entered into as of October 13, 2010, by and among Partner Communications Company Ltd., a
company organized under the laws of Israel ("Purchaser"); Merhav Ampal Energy Ltd., a company organized under the laws of Israel ("Seller”); and 012 Smile Telecom Ltd. (f/k/a
Ampal Investments and Communications 2009 Ltd.), a company organized under the laws of Israel (the "Company"). Certain other capitalized terms used in this Agreement are defined
below or in Exhibit A.

WITNESSETH:
WHEREAS, the Company is engaged in the Business;

WHEREAS, the Company has authorized 100,000,000 Ordinary Shares, NIS 1.00 nominal value per share (“Ordinary Shares’), 1,000 of which areissued and outstanding (the " Shar es")
and Seller owns all of the Shares; and

WHEREAS, Purchaser desiresto acquire all of the Shares, and Seller desires to sell the Shares to Purchaser, all on the terms and conditions set forth herein;

NOW, THEREFORE, the parties to this Agreement agree as follows:

Section 1. DESCRIPTION OF TRANSACTION.

11 Purchase and Sale. Subject to the terms and conditions of this Agreement, on the Closing Date, Seller shall sell, transfer, assign, convey and deliver to Purchaser,
and Purchaser shall purchase from Seller, (i) the Shares and (ii) the Shareholder Loan.

12 Closing. Unless this Agreement is earlier terminated pursuant to Section 9 hereof, the closing (the "Closing") of such purchase and sale and of the other transactions
contemplated hereby (collectively, the "Transactions"), shall take place at the offices of Goldfarb, Levy, Eran, Meiri, Tzafrir & Co., 2 Weizmann Street, Tel-Aviv, Isragl, at 10:00 am., on
the third (3rd) business day after all the conditions set forth in Sections 7 and 8 have been satisfied or waived, but not earlier than December 30, 2010, or on such other date, time and
place as the parties may mutually agree (the "Closing Date").

1.3 Purchase Price. The consideration (the "Consideration") for the Shares and the Shareholder Loan (including any interest accrued thereon and not paid) shall
consist of, and be paid in the following manner:

@ On the date hereof, Purchaser shall deposit an amount in cash of Thirty Million NIS (NI1S 30,000,000) in a bank account designated by Seller (such amount, including
any interest accrued thereon: the "Deposit"). The Deposit shall be held and disposed by Seller to the credit of either Seller or Purchaser, in accordance with the terms and conditions of
this Agreement. At Closing, the Deposit shall be immediately released to Seller pursuant to the terms hereof and be applied to and credited against the Consideration in accordance with
Section 1.3(b) below. If Closing does not occur, the Deposit shall be payable to Seller or to Purchaser in accordance with Section 9. If the circumstances do not result in the payment of
the Deposit to Seller pursuant to this Section 1.3 or Section 9, the Deposit shall be released to Purchaser promptly after termination of this Agreement. To the extent that Seller shall be
required to release the Deposit to Purchaser after termination of this Agreement, Seller will be entitled to withhold and deduct from the payment of any Deposit (including any interest
accrued thereon), the Tax amount required to be withheld and deducted under any applicable law which are payable on such Deposit (including any interest accrued thereon). To the
extent that amounts are so withheld by Seller, they shall be treated for all purposes of this Agreement as having been paid to Purchaser.




(b) At Closing, Purchaser shall pay to Seller, by wire transfer of immediately available funds to an account designated in writing by Seller, an amount in NIS equal to Six
Hundred and Fifty Million NIS (NIS 650,000,000) minus the Deposit.

(o) On the date hereof, the Company shall assign to Seller all of its rights to receive payments (including default interest, if any, and rights to seek enforcement and
damages if such payments are not timely made) from B Communications Ltd. (f/k/a 012 Smile.Communications Ltd.), a company organized under the laws of Israel ("BC"), pursuant to
that Amendment, Joinder and Affirmation to the Asset Purchase Agreement, dated as of January 26, 2010, by and between the Company and BC (the "BC Payments'). The parties
hereby agree that, if BC or any other third party whose consent is required for the same at Seller's reasonable discretion, does not consent in writing to the aforesaid assignment until
the Closing, then, in lieu of such assignment, Purchaser shall cause the Company, and the Company shall, (i) transfer any such payments received from BC on or following the date
hereof to Seller (net of any applicable Tax, if any, paid by the Company), immediately following their receipt, (ii) if not timely received, cooperate with Seller (including by way of
engaging an attorney selected and paid by Seller to pursue litigation), at Seller's expense, to compel BC to make such payments to the Company, and (iii) upon Seller's request, take all
other reasonable actions, including execution of an appropriate power of attorney, to assign all of its causes of action in connection therewith to allow Seller, at Seller's election and
expense, to compel (including litigation) BC to make such payments.

(d) The aforesaid Consideration to be paid to Seller is exclusive of any VAT, if applicable (i.e., plus VAT, if applicable). To the extent that the Seller shall provide to the
Purchaser prior to the Closing a valid withholding tax exemption certificate pursuant to the Israeli Tax Ordinance according to which the Seller is entitled to full exemption of tax
withholding, Purchaser agreesit shall not deduct or withhold from any consideration payable or otherwise deliverable pursuant to this Agreement any Tax.




Section 2. REPRESENTATIONS AND WARRANTIESOF SELLER AND THE COMPANY.

Seller and the Company represent and warrant, severally and jointly, to and for the benefit of Purchaser, that, as of the date hereof, other than as set out in the Disclosure
Schedule delivered to Purchaser on the date hereof, asfollows:

21 Due Organization; Etc.

@ The Company is duly organized and validly existing under the laws of the State of Israel. The Company has all requisite corporate power and authority to own and
useits assets and conduct its business as currently conducted.

(b) Other than 012 Mobile G P Ltd (P.C. 51-423764-3) and 012 Telecom Ltd (P.C. 51-370116-9) and 012 Mobile, Limited Partnership, which are wholly owned by the
Company, the Company does not have any Subsidiaries nor owns any material Subsidiary.

2.2 Charter Documents. Part 2.2 of the Disclosure Schedule contains accurate and complete copies of the Articles of Association of the Company, including all
amendmentsthereto. There has not been any violation of any of the provisions of the Company's Articles of Association.

2.3 Capitalization. All of the issued and outstanding share capital of the Company, on an actual basis and on an as-converted and as-exercised basis, taking into
consideration any and all convertible or exchangeable securities and other interests in the Company, is owned beneficially and of record by Seller. There are no outstanding or
authorized subscriptions, options, warrants, calls, rights, convertible securities, or any other agreements of any similar character obligating the Company to issue any additional shares
or any securities convertible into, or exchangeable for, or evidencing the right to subscribe for, any shares of the Company. All of the Shares have been duly authorized and validly
issued and are fully paid and nonassessabl e.

2.4 Financial Statements.

@ The Company has delivered to Purchaser accurate and complete copies of the unaudited and reviewed financial statements of the Company for the period ended June
30, 2010 attached as Part 2.4(a) of the Disclosure Schedule (collectively, the "Financial Statements').

(b) The Financial Statements have been prepared in accordance with US GAAP consistently applied throughout the periods covered and, in accordance with US GAAP,
accurately present in all material respects the financial position of the Company and its Subsidiaries, taken as a whole, as at the dates thereof and the consolidated results of their
operations and cash flows for the periods indicated.

(o) A complete list of the Company's financial borrowings, loans and loan facilities as of June 30, 2010, is set forth in Part 2.4(c) of the Disclosure Schedule. Such listis
true, accurate and complete in all material respects as at the date thereof. The total outstanding loans under the Lending Banks Loans as of the date hereof is as set forth in Part 2.4(c)
of the Disclosure Schedule, and at Closing shall not exceed NIS 800,000,000.

(d) The selected financial information of the Company as of June 30, 2010 attached as Part 2.4(d) of the Disclosure Scheduleistrue and accuratein all material respects
as at the dates thereof.




25 Absence of Changes. Except as specifically disclosed in the Financial Statements (including the notes thereto), since June 30, 2010:

(@ other than due to changes and developments relating to regulatory requirements, there have been no changes, events, occurrences or developments which,
individually or in the aggregate, have had a Material Adverse Effect;

(b) the Company has not declared, accrued, set aside or paid any dividend or made any other distribution in respect of any shares of capital stock, and has not
repurchased, redeemed or otherwise reacquired any shares of capital stock or other securities, and, other than payment of management fees to Seller, has not paid (and will not pay
through Closing) any amount to Seller (including interest to Seller on the Shareholder Loan); or

(©) the Company has not sold, issued or authorized the issuance of (i) any capital stock or other security, (ii) any option or right to acquire any capital stock or any other
security or (iii) any instrument convertible into or exchangeable for any capital stock or other security.

2.6 Properties and Assets. The Company and its Subsidiaries has valid title to, or in the case of leased properties and assets, valid leasehold interests in, all of their
properties and assets that are material to the Company and its Subsidiaries taken as awhole, free and clear of all Encumbrances except (a) such Encumbrances or other imperfections of
title, if any, as do not materially detract from the value of or materially interfere with the present use of the property affected thereby, and (b) Permitted Encumbrances. The Company
does not own any real property.

2.7 Intellectual Property.

@ As used herein, the term "Intellectual Property Rights" shall mean all intellectual property and proprietary rights throughout the world, including (i) all trademark
rights, trade dress, service marks and trade names; (ii) all copyrights and all other rights associated therewith and the underlying works of authorship; (iii) al patents and all proprietary
rights associated therewith; (iv) all inventions, mask works and mask work registrations, net lists, schematics, enhancements, designs, improvements, know how, discoveries,
improvements, designs, trade secrets, computer software programs or applications (in both source code and object code form), flow charts, diagrams, coding sheets, listings and
annotations, programmers' notes, information, work papers, work product; and (v) all registrations of any of the foregoing, all applications therefor, all documentation and all goodwill
associated with any of the foregoing.

(b) The Company does not have material Intellectual Property Rights except for trademarks and rights under third party license agreements. Such Intellectual Property
Rights do not infringe, misappropriate or otherwise violate the Intellectual Property Rights of athird party in amanner that would have aMaterial Adverse Effect.

2.8 Material Agreements.

@ A "Material Agreement" means any Contract that islisted in Part 2.8(a) of the Disclosure Schedule.
(b) Each Material Agreement isin full force and effect, and is not subject to any material default on the part of the Company, and to the Company's knowledge, no other

party to such contract isin material default with respect thereto.




2.9 Compliance with Legal Requirements.
(@ The Company isin compliance with all Legal Requirements (except where any such non-compliance shall not have aMaterial Adverse Effect).

(b) The Company holds all permits, licenses, certificates, registrations and other authorizations necessary to conduct the Business as currently conducted (except where
the absence of such permits, licenses, certificates, registrations and other authorizations would not have a Material Adverse Effect).

(o) The MoC Licenses, copies of which are attached as Part 2.9(c) of the Disclosure Schedule, are in the name of the Company or its Subsidiaries, as the case may be, are
valid and compliant in all material respects and the Company is not aware of any procedures that in the Company's opinion would be reasonably likely to cause the cancellation or
withdrawal of the MoC Licenses.

210 Tax Matters.

@ As of June 30, 2010, neither the Company nor any Subsidiary had any material liability for Taxes which have not been accrued or reserved on the Financial Statements
to the extent required to be accrued or reserved under US GAAP and neither the Company nor any Subsidiary hasincurred any material liability for Taxes since June 30, 2010 other than
in the ordinary course of business.

(b) All Tax Returns required to have been filed by the Company have been duly filed (including any extensions). The Company has paid al Taxes shown on such Tax
Returnsthat are due.

211 Employees.

(@ The Company isin compliance in all material respects with applicable Legal Requirements (including any national, industry or company collective agreement, order or
award) and agreements relating (i) to the employment of its employees, and (ii) to the proper withholding and remission to the proper tax authorities or to the proper withholding or
contribution and remission to the proper pension or provident, life insurance, disability insurance, continuing education or other similar funds of all sums required to be withheld,
contributed or remitted, legally or contractualy.

(b) The Company is not amember in any employers' organization, and no claim or request has been made of the Company by any employers’ organization. The Company
isnot aparty to, or bound by, any collective bargaining agreement or arrangement or union contract or extension order (excluding such extension orders that may apply to al employers
or employeesin Israel in general) and no such collective bargaining agreement is being negotiated by the Company. No labor union or other representative organization has otherwise
been certified or recognized as the collective bargaining representative of any employees of the Company or has applied to represent such employees or, to the Company’s knowledge,
is attempting to represent such employees.




2.12 Insurance. The Company has insurance coverage for the Business at alevel that is reasonably adequate in view of the size and scope of the Business.
2.13 Related Party Transactions.

@ Except for transactions in the ordinary course of business at arm'’s length, the Management Agreement, the Lending Banks L oans, the Institutional Lenders Loan, the
Shareholder Loan and by virtue of Seller's holding of the Shares, to the Company’s knowledge: (a) no Related Party has any direct or indirect interest in any material asset used in or
otherwise relating to the Business; (b) no Related Party is indebted, directly or indirectly, to the Company in connection with the Business; and (c) no Related Party has entered into
any material contract, transaction or business dealing related to the Business. For purposes of this Section 2.13, each of the following shall be deemed to be a“Related Party”: (i) each
Person that, directly or indirectly, has an equity interest in the Company; (ii) each individual who is an officer or director of the Company; (iii) each Family Member of each of the
individuals referred to in clauses "(i)" and/or "(ii)" above.

(b) Other than the Management Agreement, the Lending Banks Loans, the Institutional Lenders Loan, the Shareholder Loan and by virtue of the holding of the Shares,
Seller and Seller's Affiliates (excluding the Company or its Subsidiaries) are not partiesto any material contract, transaction or business dealing with the Company or its Subsidiaries.

214  Legal Proceedings; Orders.

@ There is no pending Legal Proceeding and, to the Company’s knowledge, no Person has threatened in writing to commence any Legal Proceeding against the
Company that would have aMaterial Adverse Effect.

(b) Thereisno order, writ, injunction, judgment or decree to which the Company, or any of the assets owned or used by the Company, is subject and that has any Material
Adverse Effect.

2.15  Authority. The Company has the full corporate power and authority to enter into and to perform its obligations under this Agreement; and the execution, delivery and
performance by the Company of this Agreement have been duly authorized by all necessary corporate or organizational action on the part of the Company. This Agreement constitutes
thelegal, valid and binding obligation of the Company, enforceable against the Company in accordance with its terms, subject to (i) laws of general application relating to bankruptcy,
insolvency and therelief of debtors, and (ii) rules of law governing specific performance, injunctive relief and other equitable remedies.

2.16 Non-Contravention; Consents. Other than the Regulatory Approvals, the Lending Banks Loans and the Institutional Lenders Loan, the execution, delivery and
performance by the Company of this Agreement and the consummation by the Company of the transactions contemplated hereby do not and will not violate or conflict with, resultin a
breach of or constitute (with due notice or lapse of time or both) a default, or give rise to aright of termination, cancellation or acceleration of any obligation or loss of any benefit under
(i) the corporate documents of the Company, (ii) any Legal Requirement or any order of any court or other Governmental Entity by which the Company or any of its material properties
or assetsisor are bound, and (iii) any provision of any agreement to which the Company isaparty, in each of clauses (ii) and (iii), other than in amanner that would not have a Material
Adverse Effect.




217 Brokers. No broker, finder or investment banker, for which the Company may be liable, is entitled to any brokerage, finder's or other fee or commission in connection
with the transactions contemplated by this Agreement based upon arrangements made by or on behalf of the Company or any of itsdirectors, officers, employees or agents.

2.18 Disclosure; Disclaimer. The Company acknowledges and agrees that Purchaser does not make and has not made any representations or warranties with respect to
the transactions contemplated hereby other than those specifically set forth in Section 4 hereof. The Company is aware of the significance of the transaction contemplated hereby to
Purchaser and acknowledges that time is of the essence in consummating the transaction contemplated hereby.

Section 3. REPRESENTATIONSAND WARRANTIESOF SELLER.

Seller represents and warrants to and for the benefit of Purchaser, as of the date hereof, other than as set out in the Disclosure Schedule delivered to Purchaser on the date
hereof, asfollows:

31 Due Organization; Etc. Seller is a corporation duly organized and validly existing under the laws of the State of Israel. Seller has all requisite corporate power and
authority to own, lease and operate its properties and to carry on its businesses as now conducted.

3.2 Ownership of Shares; Title. Seller isthe lawful owner, beneficially and of record of all of the Shares, and, subject to obtaining the Institutional Lenders Consent and
the Lenders Banks Consents, shall transfer to Purchaser at the Closing, all of the Shares, free and clear of all Encumbrances or as contemplated hereunder. Seller does not own any other
shares, options or other rights to subscribe for, purchase or acquire any securities of the Company from the Company or from any other Person.

33 Authority. Seller has the full corporate power and authority to enter into and to perform its obligations under this Agreement; and the execution, delivery and
performance by Seller of this Agreement have been duly authorized by all necessary corporate or organizational action on the part of Seller. This Agreement constitutes the legal, valid
and binding obligation of Seller, enforceable against Seller in accordance with its terms, subject to (i) laws of general application relating to bankruptcy, insolvency and the relief of
debtors, and (ii) rules of law governing specific performance, injunctive relief and other equitable remedies.

34 Non-Contravention; Consents. Other than the Regulatory Approvals, the Lending Banks Loans and the Institutional Lenders Loan, the execution, delivery and
performance by Seller of this Agreement and the consummation by Seller of the transactions contemplated hereby do not and will not violate or conflict with, result in a breach of or
constitute (with due notice or lapse of time or both) a default, or give rise to aright of termination, cancellation or acceleration of any obligation or loss of any benefit under (i) the
corporate documents of Seller, and (ii) any Legal Requirement or any order of any court or other Governmental Entity by which Seller or any of its material properties or assetsis or are
bound, in each case, other than in amanner that would not have amaterial adverse effect on Seller's ability to consummate the transactions contemplated hereby.




35 Brokers. No broker, finder or investment banker, for which Seller may be liable, is entitled to any brokerage, finder's or other fee or commission in connection with the
transactions contemplated by this Agreement based upon arrangements made by or on behalf of Seller or any of its directors, officers, employees or agents.

3.6 Disclosure; Disclaimer. Seller acknowledges and agrees that Purchaser does not make and has not made any representations or warranties with respect to the
transactions contemplated hereby other than those specifically set forth in Section 4 hereof. Seller is aware of the significance of the transaction contemplated hereby to Purchaser and
acknowledges that timeis of the essence in consummating the transaction contemplated hereby.

Section 4. REPRESENTATIONSAND WARRANTIES OF PURCHASER.
Purchaser represents and warrantsto Seller, as of the date hereof, as follows:

4.1 Due Organization; Etc. Purchaser is a corporation duly organized and validly existing under the laws of the State of Israel. Purchaser has all requisite corporate
power and authority to own, lease and operate its properties and to carry on its businesses as now conducted. The ultimate control of Purchaser isheld by an Israeli citizen and resident
in the manner required by applicable law to receive or maintain, directly and through the Company, the Licenses.

4.2 Authority. Purchaser has the full corporate power and authority to enter into and to perform its obligations under this Agreement; and the execution, delivery and
performance by Purchaser of this Agreement have been duly authorized by all necessary corporate or organizational action on the part of Purchaser. This Agreement constitutes the
legal, valid and binding obligation of Purchaser, enforceable against Purchaser in accordance with its terms, subject to (i) laws of general application relating to bankruptcy, insolvency
and therelief of debtors, and (ii) rules of law governing specific performance, injunctive relief and other equitable remedies.

4.3 Non-Contravention; Consents. Other than the Regulatory Approvals, the execution, delivery and performance by Purchaser of this Agreement and the consummation
by Purchaser of the transactions contemplated hereby do not and will not violate or conflict with, result in abreach of or constitute (with due notice or lapse of time or both) a default, or
giverise to aright of termination, cancellation or acceleration of any obligation or loss of any benefit under (i) the corporate documents of Purchaser, or (ii) any Legal Requirement or
any order of any court or other Governmental Entity by which Purchaser or any of its material properties or assetsis or are bound, in each case, other than in a manner that would not
have amaterial adverse effect on Purchaser's ability to consummate the transactions contemplated hereby.

4.4 Litigation. There is no judgment, decree or order against Purchaser that prevents, enjoins, or materially alters or delays the purchase of the Shares under this
Agreement and the consummation of the transactions contemplated herein.

45 Financial Capability. Purchaser has access to, and at the Closing shall have, sufficient funds or commitments to pay in cash any and all amounts necessary to
consummate the payments and transactions contemplated hereby, including the purchase of the Shares, and Purchaser acknowledges that any failure or delay to obtain financing
necessary, if any, to consummate the transactions contemplated hereby shall not constitute a defense or condition precedent to its obligations hereunder.




4.6 Regulatory Approvals. Purchaser and its Affiliates and Representatives have had adequate opportunity to review the MoC Licenses and related regulations, and have
received all information (legal, financial and otherwise) requested by them concerning the MoC Licenses and related regulations and all of the terms and conditions thereto.

4.7 Experience; Receipt of Information; Consultation with Advisers. Without prejudice to the representations and warranties of the Company and Seller herein, Purchaser
acknowledges that it has voluntarily decided to enter into this Agreement, to consummate the transactions contemplated herein and hereby confirms that (i) it has had adequate
opportunity to select and consult with its financial, tax, accounting and legal advisors regarding the terms, conditions, rights and obligations set forth in this Agreement, and (ii) it has
such knowledge and experience in financial and business matters as to be capable of evaluating the merits and risks relating to acquiring the Shares and, by reason of its financial and
business experience, it has the capacity to protect itsinterest in connection with the acquisition of such Shares.

4.8 Brokers. No broker, finder or investment banker, for which Purchaser may be liable, is entitled to any brokerage, finder's or other fee or commission in connection
with the transactions contemplated by this Agreement based upon arrangements made by or on behalf of Purchaser or any of its directors, officers, employees or agents.

49 Disclosure; Disclaimer. Purchaser acknowledges and agrees that neither Seller nor the Company makes and has not made any representations or warranties with
respect to the trasnsactions contemplated hereby other than those specifically set forth in Sections 2 and 3 hereof, including as to projections, forecasts or forward-looking statements.
Without derogating from the foregoing or from the Company's and Seller's representations under Sections 2 and 3 hereof, or from Seller's indemnification under Section 10 hereof,
Purchaser agrees that the Shares are purchased at the condition thereof on the Closing Date, whether or not any fact, act or circumstance of any nature whatsoever relating to the
Company is different than expected by Purchaser, subject only to the Company's and Seller's representations under Sections 2 and 3 hereof. Without derogating from the Company's
and Seller's representations under Sections 2 and 3 hereof, any materials and presentations made available to Purchaser or its affiliates or Representatives, do not, directly, or indirectly,
and shall not be deemed to, directly or indirectly, contain representations or warranties of the Seller, the Company or any of their respective Affiliates or Representatives. Purchaser is
aware of the significance of the transactions contemplated hereby to Seller and acknowledges that time is of the essence in consummating the transaction contemplated hereby.

Section 5. CERTAIN COVENANTSOF THE COMPANY AND SELLER.
51 Ordinary Course of Business. Except (i) as otherwise contemplated by this Agreement, (ii) as required by applicable Legal Requirements, (iii) as set forth in Part 5.1

of the Disclosure Schedule or (iv) as consented to in writing by Purchaser (which consent shall not be unreasonably withheld, delayed or conditioned), and subject to any limitations
under applicable Legal Requirements, during the period from the date of this Agreement through the Closing (the "Pre-Closing Period"):
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(@) the Company shall conduct its business and operations in the ordinary course and in substantially the same manner as such business and operations have been
conducted prior to the date of this Agreement;

(b) the Company shall use reasonable commercial efforts to preserve intact its current business organization, keep available the services of its current employees and
consultants, and maintain its relations and good will with all suppliers, customers, landlords, creditors, employees, consultants and other Persons having business relationships with
the Company, al in the ordinary course of business;

(o) the Company shall not declare, accrue, set aside or pay any dividend or make any other distribution in respect of any shares of capital stock, and shall not repurchase,
redeem or otherwise reacquire any shares of capital stock or other securities, and, other than management fees pursuant to the Management Services Agreement in an amount not to
exceed NIS 15 million per year plus linkage to the Isragli consumer price index, shall not make any other payment (including any interest or any other payment with respect to the
Shareholder Loan) to Seller or its Affiliates. For purposes of this clause (c), the term "Affiliates" shall not include the Company, its Subsidiaries or their respective directors and officers;

(d) the Company shall not sell, issue or authorize the issuance of (i) any capital stock or other security, (ii) any option or right to acquire any capital stock or other
security, or (iii) any instrument convertible into or exchangeable for any capital stock or other security of the Company;

(e the Company shall not amend or permit the adoption of any amendment to the Company's Articles of Association, or effect or permit the Company to become a party
to any Acquisition Transaction, recapitalization, reclassification of shares, stock split, reverse stock split or similar transaction;

(f) the Company shall not make any sale, assignment, transfer, abandonment or other conveyance of any asset the value of which is NIS 100 million or more, except
transactions pursuant to existing binding Contracts;

(9) the Company shall not enter into any material new customer, supplier, lease, reseller or distributor agreement other than in the ordinary course of business consistent
with past practice;

(h) the Company shall not change the terms of any employment agreements or compensation practices with senior employees of the Company or make across-the-board
changes in employment agreements or compensation practices or enter into any new (or amend any existing) employee benefit plan, program or arrangement, except in accordance with
pre-existing contractual provisions or increases in the ordinary course that are consistent with past practice;

(@) the Company shall not enter into any transaction directly or indirectly with Seller or its Affiliates. For purposes of this clause (i), the term "Affiliates" shall not include
the Company, its Subsidiaries or their respective directors and officers; and
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() the Company shall not agree or commit to take any of the actions described in the clauses above.

5.2 No Control of Other Party; Proceduresfor Requesting Purchaser Consent.

(@) Without derogating from the foregoing, nothing in Section 5.1 is intended to inhibit or otherwise restrict the Company from conducting its business during the Pre-
Closing Period in the ordinary course of business.

(b) Nothing contained in this Agreement is intended to give Purchaser, directly or indirectly, the right to control or direct the Company's or its Subsidiaries operations
prior to the Closing, and to give the Company, directly or indirectly, the right to control or direct Purchaser's operations. Prior to the Closing, each of the parties shall exercise,
consistent with the terms and conditions of this Agreement, compl ete control and supervision over itsand its Subsidiaries' respective operations.

(o) If the Company shall desire to take an action which would be prohibited pursuant to Section 5.1 hereof without the written consent of Purchaser, prior to taking such
action, the Company may request such written consent by sending an e-mail or facsimile to the individuals whose names and contact information are set forth in Schedule 5.2
("Purchaser Contact Persons'), and may not take such action until such consent in writing has been received from one of the Purchaser Contact Persons. Any request by the
Company pursuant to this Section 5.2(c) shall be made in writing (including, by electronic mail or facsimile). Purchaser Contact Persons shall use commercially reasonable efforts to
respond to such request in writing within three (3) Business Days of the receipt of such request. Notwithstanding anything to the contrary in this Section, the Company shall not be
prohibited or otherwise restricted from taking any action that was requested by the Company in the manner set forth above and to which Purchaser did not object within the
aforementioned three (3) Business Day-period.

Section 6. ADDITIONAL COVENANTSAND AGREEMENTS.
6.1 Filingsand Consents.
@ Purchaser shall, and shall cause its Affiliates to, and Seller and the Company shall, and shall cause their respective Affiliates to, (i) file and execute all applications

legally required of such Person with the Israeli Antitrust Commissioner in connection with obtaining the Antitrust Approval, within 14 days of the date hereof, and (ii) provide all
information required by the Israeli Antitrust Commissioner in connection with such filingsin atimely manner.

(b) Purchaser shall, and shall causeits Affiliatesto, (i) file within 14 days of the date hereof all applications legally required of such Person with (y) the MoC in connection
with obtaining the MoC Approval, and (z) any other governmental authority required by applicable law in order to effect the transaction contemplated hereby ((y) and (z), together with
the Antitrust Approval, collectively the "Regulatory Approvals’), and (ii) provide all information required by the MoC or other Governmental Authority in connection with such filings
inatimely manner. In the event that any such filings are to be made by Seller or the Company, they shall do the same (i.e., make filings and provide information).
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(c) Upon the terms and subject to the conditions set forth in this Agreement, the parties agree to use reasonable best efforts to obtain the Regulatory Approvals as soon
as possible, to make such filings and notifications and respond to any requests for additional information made by an authority in atimely, complete and correct manner, and to comply
with all applicable law and all requirements applicable to it of the MoC or the Israeli Antitrust Commissioner or other applicable agencies or regulatory authorities, as the case may be, to
effect the transactions contemplated by this Agreement. Each of the parties further undertake not to, and shall exercise best efforts to cause any of its controlling shareholders and
other Affiliates not to, take any action that would adversely affect its ability to effect the Closing in atimely manner or that would reasonably be expected to materially delay, impede or
prevent receipt of any necessary Regulatory Approvals.

(d) Notwithstanding the foregoing, it is hereby agreed that Purchaser shall not be required to agree to conditions imposed by the Israeli Antitrust Commissioner and/or
MoC and/or any other applicable regulatory authority, if any, which conditions are either (A) reasonably likely to have a Material Adverse Effect on the assets and operating profit of
Purchaser, and its subsidiaries, taken as a whole, compared to the assets and operating profit as reflected in the unaudited financial statements of Purchaser for the period ended June
30, 2010; (B) provide for the sale of the Company's International Telephony Business; or (C) provide for the sale of the Company's | SP Business (the " Special Regulatory Conditions").

(e) Subject to any applicable Legal Requirement, Purchaser shall provide Seller and the Company with all material correspondence and material relevant information with
respect to Regulatory Approvals; provided that any trade secrets or other confidential information shall be redacted from such updates and shall be provided to a third party trustee for
safekeeping. Purchaser shall promptly notify Seller of any material written communication made to or received by such party or its Affiliates from the MoC or the Israeli Antitrust
Commissioner or any other regulatory body regarding any of the transactions contemplated hereby; permit Seller to review in advance any material written communication to the MoC
or the Israeli Antitrust Commissioner; and shall not agree to participate in any substantive meeting or discussion with or in the MoC or the Israeli Antitrust Commissioner in respect of
any filing, investigation or inquiry concerning this Agreement or the transactions contemplated hereby unless, to the extent reasonably practicable and lawful, it consults with Seller in
advance and, to the extent permitted and practicable, gives Seller the opportunity to attend, and furnish Seller with copies of al material correspondence, filings and written
communications between them on one hand and the MoC or the Israeli Antitrust Commissioner or its respective staff on the other hand, with respect to this Agreement and the
transactions contemplated hereby. This clause (f) shall apply to Seller and the Company, mutatis mutandis, in regard to the transaction contemplated hereby.

6.2 Public Announcements. During the Pre-Closing Period, (a) neither the Company nor Seller or Affiliates or Representatives thereof shall issue any press release or
make any public statement regarding this Agreement, or regarding any of the transactions contemplated by this Agreement, without Purchaser's prior written consent, and (b) Purchaser
shall not (and Purchaser shall not permit any of its Affiliates and Representatives to) issue any press release or make any public statement regarding this Agreement, or regarding any of
the transactions contemplated by this Agreement, without Company's prior written consent. Notwithstanding the provisions of the preceding sentence, each party or any Affiliate
thereof whose shares are publicly traded shall be permitted to issue any press release or make any public statement as is required by or (in its reasonable judgment) advisable in
connection with any Legal Requirement, including, without limitation, Nasdaq rules, providedthat it first consults with the other party hereto as to the timing and substance
thereof. Each of Purchaser, the Company and Seller acknowledge that certain of the proceedings required to obtain consents to or approvals of the Transactions from Governmental
Bodies are public, and consent to the filings and disclosures required during the Pre-Closing Period pursuant to Section 6.1 hereof notwithstanding anything to the contrary in this
Section 6.2; provided that the parties hereto shall use their commercially reasonabl e efforts to cause the Governmental Bodies with which contacts may be made in order to obtain such
consents or approvals to maintain the confidentiality of this Agreement and the Transactions to the fullest extent practicable. To the extent inconsistent with the provisions of this
Section 6.2, the Non-Disclosure Agreement dated October 6, 2010 between the Company and Purchaser (the "Confidentiality Agreement") is expressly superseded hereby and shall be
deemed amended to conform hereto. In addition, the parties agree that, by virtue of execution of this Agreement, they agree that the Confidentiality Agreement shall be construed as a
mutual confidentiality agreement.
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6.3 Reasonable Best Efforts.

@ During the Pre-Closing Period, (a) Seller and the Company shall use its reasonable best efforts to cause the conditions set forth in Section 7 to be satisfied on atimely
basis, and (b) Purchaser shall use its reasonable best efforts to cause the conditions set forth in Section 8 to be satisfied on atimely basis.

(b) Without derogating from the generality of clause (a), other than the closing conditions set forth in Sections 7 and 8 hereof, the absence of any consent, approval or
authorization of any third party for the transactions contemplated hereby shall not constitute a condition precedent for Closing, a ground for terminating or not consummating this
Agreement or the transactions contemplated hereby, or a breach of this Agreement.

(o) Without derogating from the generality of clause (a), as promptly as practicable after the execution of this Agreement, Seller and the Company shall seek to obtain the
consent of the Institutional Lenders (the "Ingtitutional Lenders Consent") to the removal of the Institutional Lenders Pledges and the cancellation of the Institutional Lenders loan
agreement dated January 31, 2010, to the extent it relates to the Company and the removal of the Company as a party from such agreement at, and subject to, the Closing. Purchaser
undertakes to cooperate with Seller and the Company in that regard, including by way of executing appropriate pay-off letters to the benefit of the Institutional Lenders.

(d) Without derogating from the generality of clause (a), as promptly as practicable after the execution of this Agreement, the parties shall seek to obtain the consent of
Lending Banks to the transactions contemplated hereunder and the removal of the Lending Banks Pledges at, and subject to, the Closing (the "L enders Bank Consent"). Purchaser
undertakes to cooperate with Seller and the Company in that regard, including by way of executing appropriate documentation that would grant the Lending Banks the same level of the
Lending Banks Pledges (including guarantees and other forms of security satisfactory to the Lending Banks); provided that, subject to Purchaser's compliance with this Section 6.3,
Purchaser shall not be required to consent to acceleration of the Lending Banks Loan. Purchaser may, upon written notice to Seller and the Company of at least thirty (30) days prior to
Closing, elect to have the Company prepay, at and subject to Closing, the Lending Banks Loans and, subject to any consent, if required, of the Lending Banks, the Company shall do so
at Closing with, and subject to, the full cooperation of Purchaser (including arranging for areplaced financing to the Company, if needed). In such case, Purchaser further acknowledges
that any prepayment commission or penalty imposed by the Lending Banks shall be its (or, post Closing, the Company's) sole responsibility and, for the sake of clarity, shall not be
reduced from the Consideration.
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(e) Without derogating from the generality of clause (a), Seller and the Company shall use best efforts to obtain the consents set forth under the second and third bullets
of Part 2.16(A) of the Disclosure Schedule.

6.4 Tax Liability. Each party shall be solely responsiblefor al its respective tax obligations deriving from the transactions contemplated in this Agreement.

6.5 Notification. During the Pre-Closing Period, the Company and Seller shall promptly notify Purchaser, and Purchaser shall promptly notify the Company and Seller, in
writing of the discovery of any of the following: (i) any event, condition, fact or circumstance that occurred or existed on or prior to the date of this Agreement and that caused or
constitutes a material inaccuracy in or breach of any representation or warranty made by the relevant party in this Agreement; (ii) any event, condition, fact or circumstance that occurs,
arises or exists after the date of this Agreement and that causes or constitutes, or could reasonably be seen as likely to cause or constitute, a material inaccuracy in or breach of any
representation or warranty made by the relevant party in this Agreement; (iii) any breach of any material covenant or obligation of the relevant party; and (iv) any event, condition, fact
or circumstance that would make the timely satisfaction of any of the conditions set forth in Section 7 or 8 impossible, unlikely or postponed.

6.6 Information Rights. Purchaser shall cause the Company, and the Company shall, at the request of Seller and at its reasonable expense (if such information is not
readily prepared by Purchaser due to its own internal or legal requirements), promptly prepare and furnish (and, where applicable, cause its accountants to prepare and furnish), such
information (including audited consolidated yearly financial statements and quarterly reviewed financial statements, if required) relating to the financial condition, business and
corporate affairs of the Company as Seller may from time to time request in order to comply (including by way of making public filings of such information and reports) with applicable
legal requirements (including securities and stock exchange rules and guidance from the applicable authority or regulator)) that apply to Seller or its Affiliates. Without derogating from
and subject to the foregoing, Purchaser shall cause the Company, and the Company shall, at Seller's reasonable expense, prepare and furnish the information relating to subsequent
events, including discussions with management, management representation, representation from the current auditors, all in order to and to the extent required to enable Seller and its
auditors to comply with Legal Requirements.

6.7 Retention Plan of Senior Executives. At, but subject to, Closing, Seller undertakes to transfer to the Company or to Purchaser, at Purchaser's discretion, the amount
specified, and to be used by Purchaser and the Company, in accordance with, Part 6.7 of the Disclosure Schedule.
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Section 7. CONDITIONS PRECEDENT TO OBLIGATIONS OF PURCHASER.

The obligations of Purchaser to consummate the transactions contemplated by this Agreement are subject to the satisfaction, at or prior to the Closing, of each of the following
conditions any or all of which may be waived in writing by Purchaser:

71 Approval of (i) the MoC of the transactions contemplated hereby, either by the transfer of the existing Licenses to Purchaser or the grant of new licenses that permit
the Business to continue to be operated or the consent for the contemplated change of control (the"MoC Approval"), (ii) the Israeli Antitrust Commissioner of the transactions
contemplated hereby (the"Antitrust Approval"), and (iii) any other material Governmental Authorization necessary to effect the transaction contemplated by this Agreement (the
"Closing Regulatory Approvals'), shall have been duly obtained and shall bein full force and effect on the Closing Date.

72 No temporary restraining order, preliminary or permanent injunction, judgment or other order issued by any court of competent jurisdiction or other legal or regulatory
restraint or prohibition preventing the consummation of the transactions contemplated hereby shall bein force.

73 All of the covenants and obligations that the Company and/or Seller are required to comply with or to perform at or prior to the Closing shall have been complied with
and performed in al material respects.

74 The following consents shall have been duly obtained: (i) the Lenders Bank Consent and (ii) the Institutional Lenders Consent and the Institutional Lenders loan
agreement dated January 31, 2010, shall be cancelled, to the extent it relates to the Company and the Company shall be removed as a party from such agreement.

75 Purchaser shall have received the following documents, each of which shall bein full force and effect: (i) written resignations of all directors of the Company, effective
as of the Closing Date; and (ii) duly executed share transfer deed for transfer of Sharesto Purchaser.

Section 8. CONDITIONS PRECEDENT TO OBLIGATIONS OF SELLER AND THE COMPANY.

The obligations of Seller and the Company to consummate the transactions contemplated by this Agreement are subject to the satisfaction, at or prior to the Closing, of the
following conditions any or all of which may be waived in writing by Seller:

8.1 The Closing Regulatory Approvals shall have been duly obtained and shall bein full force and effect on the Closing Date.

8.2 No temporary restraining order, preliminary or permanent injunction, judgment or other order issued by any court of competent jurisdiction or other legal or regulatory
restraint or prohibition preventing the consummation of the transactions contemplated hereby shall bein force.
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8.3 All of the covenants and obligations that Purchaser is required to comply with or to perform at or prior to the Closing shall have been complied with and performed in
all material respects.

8.4 The following consents shall have been duly obtained: (i) the Lenders Bank Consent and (ii) the Institutional Lenders Consent.

8.5 Subject to Closing, Seller and its Affiliates shall have been released of, and Purchaser assumed, all of the guarantees specified in Part 8.5 of the Disclosure Schedule.
Section 9. TERMINATION.

9.1 Termination Events. This Agreement may be terminated prior to the Closing:

@ By either the Company and Seller or by Purchaser if a court of competent jurisdiction shall have issued an order, decree or ruling or taken any other action (which
order, decree or ruling the parties hereto shall use their best efforts to lift) and such was not at the request of the party seeking termination of the Agreement, in each case permanently
restraining, enjoining or otherwise prohibiting the transactions contemplated by this Agreement, and such order, decree, ruling or other action shall have become fina and
nonappeal able; or

(b) by Purchaser if the Closing has not taken place on or before December 31, 2010 (the "Initial End Date", as may be extended by Seller pursuant to clause (c) below);
provided however, that Purchaser may extend the Initial End Date to February 15, 2011 by written notice to Seller if and only if the extension notice is delivered no later than December
15, 2010; provided further however that the right of Purchaser to terminate this Agreement under this Section (or to extend the Initial End Date) shall not be available if Closing shall not
have occurred as aresult of any material failure on the part of Purchaser to comply with or perform any covenant or obligation of Purchaser set forth in this Agreement; or

(o) by Seller and the Company if the Closing has not taken place on or before Initial End Date (as may be extended by Purchaser pursuant to clause (b) above); provided
however, that Seller and the Company may extend the Initial End Date to February 15, 2011 by written notice to Purchaser if and only if the extension notice is delivered no later than
December 15, 2010; provided further however that the right of Seller and Purchaser to terminate this Agreement under this Section (or to extend the Initial End Date) shall not be
available if Closing shall not have occurred as a result of any material failure on the part of Seller or the Company to comply with or perform any covenant or obligation of Seller or the
Company set forth in this Agreement; or

(d) by the mutual written consent of the parties; or
(e by Purchaser, if the Company or Seller shall materially breach any obligation or agreement hereunder such that (and only if) the conditions referred to in Section 7

would not be satisfied and such breach shall not have been cured within seven (7) business days following written notice of such breach, provided that the right to terminate this
Agreement by Purchaser under this Section 9.1(e) shall not be available where Purchaser is at that time in material breach of this Agreement;
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) by Seller, if Purchaser shall materially breach any obligation or agreement hereunder such that (and only if) the conditions referred to in Section 8 would not be
satisfied and such breach shall not have been cured within seven (7) business days following written notice of such breach, provided that the right to terminate this Agreement by
Seller under this Section 9.1(f) shall not be available where Seller or the Company is at that time in material breach of this Agreement; or

(9) by Purchaser, if (i) all of the Closing Regulatory Approvals shall have been obtained prior to the Initial End Date (as may be extended hereunder) but any of which
contains any of the Special Regulatory Conditions; or (ii) any of the Closing Regulatory Approvals shall have not been obtained prior to the Initial End Date (as may be extended
hereunder) (i.e., the applicable Governmental Body has declined to issue the Closing Regulatory Approvals); provided that the right to terminate this Agreement by Purchaser under
this Section 9.1(g)(ii) shall not be available where the applicable Governmental Authority has declined to issue the applicable Closing Regulatory Approval due toPurchaser's breach of
itsundertakingsin Section 6.1 of this Agreement.

9.2 Termination Procedures. If Purchaser wishes to terminate this Agreement pursuant to Section 9.1(a), Section 9.1(b), Section 9.1(e) or Section 9.1(g), Purchaser shall
deliver to Seller and the Company a written notice stating that Purchaser is terminating this Agreement and setting forth a brief description of the basis on which Purchaser is
terminating this Agreement. If Seller wishes to terminate this Agreement pursuant to Section 9.1(a), Section 9.1(c) or Section 9.1(f), Seller shall deliver to Purchaser a written notice
stating that Seller isterminating this Agreement and setting forth a brief description of the basis on which Seller isterminating this Agreement.

9.3 Effect of Termination.

@ General. If this Agreement is duly terminated pursuant to Section 9.1, all further obligations of the parties under this Agreement shall terminate; provided, however,
that: (a) neither the Company nor Purchaser nor Seller shall be relieved of any obligation or liability arising from any prior breach by such party of any provision of this Agreement;
(b) the parties shall, in all events, remain bound by and continue to be subject to the provisions set forth in Section 11; and (c) the parties shall, in al events, remain bound by and
continue to be subject to Sections 9 and 11 and the Confidentiality Agreement.

(b) Release of Deposit to Seller. The parties agree that if the Closing Regulatory Conditions have been obtained without any Special Conditions and Purchaser determines
to terminate this Agreement pursuant to Section 9, then, in view of the difficulty of estimating with exactness the Damages to Seller or the Company which will result from any such
termination, the parties agree that as liquidated damages, and not as a penalty but as sole and exclusive remedy to Seller and the Company, solely with respect to Purchaser's
compliance with Section 6.1 of this Agreement and obtaining the Closing Regulatory Approvals, that Seller shall keep and have full title of the full amount of the Deposit and all interest
accrued thereon and Purchaser shall have no title or claim in the Deposit, without however, having the need to prove any actual damages incurred by Seller or the Company, and the
parties hereby acknowledge that such liquidated damages are reasonable to cover such potential Damages solely in respect of non-compliance of Purchaser with Section 6.1 of this
Agreement and obtaining the Closing Regulatory Approvals, and Purchaser hereby waives any right or claim in respect thereto.
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(c) Release of Deposit to Purchaser. The parties agree that if this Agreement is duly terminated for any reason other than Section 9.3(b), then Seller shall within three (3)
business days release the Deposit to Purchaser and Purchaser shall have full title of the full amount of the Deposit and Seller shall have no title or claim in the Deposit.

Section 10. INDEMNIFICATION, ETC.
10.1 Survival of Representations, Etc.

@ The representations and warranties made by the Company and Seller hereunder shall survive the Closing and shall expire twelve (12) months following the Closing
Date (the "Termination Date"); provided, however, that if, at any time prior to the Termination Date, any Purchaser Indemnitee delivers to Seller awritten notice alleging the existence
of an incompleteness of, inaccuracy in or a breach of any of the representations and warranties made by the Company or Seller (and setting forth in reasonable detail the basis for such
Purchaser Indemnitee's belief that such an incompleteness, inaccuracy or breach may exist) and asserting a claim for recovery this Section 10 based on such alleged incompleteness,
inaccuracy or breach, then the claim asserted in such notice shall survive the Termination Date until such time as such claim is fully and finally resolved; provided, further, that aclaim
for recovery in connection therewith, if not resolved by mutual consent, must be filed with a competent court by the Purchaser Indemnitee within ninety (90) days after the Termination
Date.

(b) The representations and warranties made by Purchaser hereunder shall survive the Closing and shall expire on the Termination Date; provided, however, that if, at any
time prior to the Termination Date, Seller delivers to Purchaser a written notice alleging the existence of an inaccuracy in or abreach of any of the representations and warranties made
by Purchaser (and setting forth in reasonable detail the basis for Seller's belief that such an inaccuracy or breach may exist) and asserting a claim for recovery under this Section 10
based on such alleged inaccuracy or breach, then the claim asserted in such notice shall survive the Termination Date until such time as such claim is fully and finally resolved;
provided, further, that a claim for recovery in connection therewith, if not resolved by mutual consent, must be filed with a competent court by the Purchaser Indemnitee within ninety
(90) days after the Termination Date.

10.2 Indemnification.

(@) From and after the Closing Date (but subject to the time limitations set forth in Section 10.1(a)), the Purchaser Indemnitees may seek indemnification from Seller, and
Seller shall be obligated to pay indemnification for any Damages that are suffered or incurred by any of the Purchaser Indemnitees or to which any of them has otherwise become
subject and which arise from or as aresult of: (i) any inaccuracy in or breach of any representation or warranty by the Company or Seller hereunder; (i) any failure to comply with, or
breach of any covenant or obligation of the Company or Seller or any of the Company's or Seller’s respective obligations pursuant to the Transactions; or (iii) any Legal Proceeding
relating to any inaccuracy, failure or breach referred to above (including any Legal Proceeding commenced by any Purchaser Indemnitee for the purpose of enforcing any of its rights
under this Section 10); provided, however, that (A) no Purchaser Indemnitee shall be entitled to any such indemnification unless and until the Damages sought by all Purchaser
Indemnitees exceed twenty five million NIS (NIS 25,000,000) (the "Indemnity Basket") in the aggregate, whereupon indemnification may be sought by Purchaser to the full extent of all
such Damages (including the first NIS of the Indemnity Basket); (B) Seller shall not be obligated to pay indemnification in the aggregate in excess of six hundred and fifty million NIS
(NIS 650,000,000) (the "Indemnity Cap"); (C) each Damage for which a Purchaser Indemnitee is entitled to recovery under this Section 10 shall be reduced by (and if a claim for Damage
has already been made and an amount therefor received from Seller, shall reimburse to Seller) the amount of any insurance proceeds that the Purchaser Indemnitee actually receives with
respect to such Damage, net of any deductibles; and (D) if a Purchaser Indemnitee shall be entitled to receive proceeds from athird party (not affiliated with Purchaser) that are intended
to cover a Damage for which a Purchaser Indemnitee seeks Damages hereunder, the Purchaser Indemnitee shall reimburse Seller for such payment, net of any expenses (including those
related to collecting such proceeds from the third party) up to the lesser of (i) the amount of proceeds received from Seller on account of such Damage and (ii) the amount collected from
the third party in respect of such Damage; provided that Purchaser Indemnitee shall not have an obligation to commence legal proceeding against such third party if it has duly
assigned or subrogated such cause(s) of action to Seller prior thereto in amanner that shall not prejudice such Purchaser Indemnitee's rights.
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(b) From and after the Closing Date (but subject to the time limitations set forth in Section 10.1(b)), Seller may seek from Purchaser, and Purchaser shall be obligated to
pay, indemnification for any Damages that are suffered or incurred by a Seller Indemnitee or to which such Seller Indemnitee may otherwise become subject and which arise from or asa
result of: (i) any inaccuracy in or breach of any representation or warranty by Purchaser hereunder; (ii) any failure to comply with, or breach of any covenant or obligation of Purchaser,
or any of Purchaser's obligations pursuant to the Transactions or the other transactions contemplated by this Agreement; or (iii) any Legal Proceeding relating to any inaccuracy, failure
or breach referred to above (including any Legal Proceeding commenced by such Seller Indemnitee for the purpose of enforcing any of its rights under this Section 10); provided,
however, that (A) no Seller Indemnitee shall be entitled to any such indemnification unless and until the Damages sought by all Seller Indemnitees exceed the Indemnity Basket in the
aggregate, whereupon indemnification may be sought by Seller to the full extent of all such Damages (including the first NIS of the Indemnity Basket); (B) Purchaser shall not be
obligated to pay indemnification in the aggregate in excess of the Indemnity Cap; (C) each Damage for which a Seller Indemnitee is entitled to recovery under this Section 10 shall be
reduced by (and if aclaim for Damage has already been made and an amount therefor received from Purchaser, shall reimburse to Purchaser) the amount of any insurance proceeds that
the Seller Indemnitee actually receives with respect to such Damage, net of any deductibles; and (D) if a Seller Indemnitee shall be entitled to receive proceeds from a third party (not
affiliated with Seller) that are intended to cover a Damage for which a Seller Indemnitee seeks Damages hereunder, the Seller Indemnitee shall reimburse Purchaser for such payment, net
of any expenses (including those related to collecting such proceeds from the third party) up to the lesser of (i) the amount of proceeds received from Purchaser on account of such
Damage and (ii) the amount collected from the third party in respect of such Damage; provided that Seller Indemnitee shall not have an obligation to commence legal proceeding against
such third party if it has duly assigned or subrogated such cause(s) of action to Purchaser prior thereto in a manner that shall not prejudice such Seller Indemnitee'srights.
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10.3 Defense of Third Party Claims. In the event of the assertion or commencement by any Person of any claim or Legal Proceeding (whether against the Company,
against Purchaser or against any other Person) with respect to which any of the Purchaser Indemnitees or Seller Indemnitees shall have the right to seek indemnification pursuant to this
Section 10, the indemnifying party shall have theright, at its election, to proceed with the defense of such claim or Legal Proceeding on its own, with counsel reasonably satisfactory to
the party entitled to indemnification. If such party so proceeds with the defense of any such claim or Legal Proceeding:

@ all reasonable expenses relating to the defense of such claim or Legal Proceeding shall be borne and paid by the indemnifying party;

(b) the indemnifying party shall have the right to settle, adjust or compromise such claim or Legal Proceeding with the consent of party entitled to indemnification;
provided, however, that such consent shall not be unreasonably withheld.

Each party seeking indemnification shall give the indemnifying party prompt notice of the commencement of any such Legal Proceeding against Purchaser, Seller or the Company (as
applicable); provided, however, that any failure to do so shall not limit any of the rights of the indemnitees under this Section 10 (except to the extent such failure materially prejudices
the defense of such Legal Proceeding).

10.4 Exercise of Remedies by Third Parties. No Person who is not a party to this Agreement (or any successor thereto or assign thereof) shall be permitted to assert any
indemnification claim or exercise any other remedy under this Agreement unless the applicable party to this Agreement (or any successor thereto or assign thereof) shall
have consented to the assertion of such indemnification claim or the exercise of such other remedy.

10.5 Sole Remedy. From and after the Closing, the rights of the parties under this Section 10 shall be the sole and exclusive remedy of the parties with respect to claims
resulting from or relating to any representation, warranty, covenant or agreement contained in this Agreement. Notwithstanding the above, each party hereto shall be (a) entitled to seek
any available remedy of law or equity (including rescission or restitution) with respect to fraud and/or willful misconduct, (b) entitled to seek injunctive relief to enjoin the breach, or
threatened breach, of any provision of this Agreement, and (c) entitled to seek the equitable remedy of specific performance in connection with this Agreement.

10.6 Representations not a Closing Condition. Without derogating from Purchaser's right to seek Damages pursuant to this Agreement, it is hereby clarified and agreed
that completeness or accuracy of any of the representations and warranties made by the Company or Seller hereunder are not, and shall not be deemed to be, a closing condition of
Purchaser and a breach of Sections 2 or 3 hereof shall not be a ground for terminating or not consummating this Agreement or the transactions contemplated hereby.

Section 11. MISCELLANEOUS PROVISIONS.
111 Entire Agreement. This Agreement and the other agreements referred to herein set forth the entire understanding of the parties hereto relating to the subject matter
hereof and thereof and supersede all prior agreements and understandings among or between any of the parties relating to the subject matter hereof and thereof; provided, however,

that, except as expressly provided in Section 6.2 above, the Confidentiality Agreement shall not be superseded by this Agreement and shall remain in effect in accordance with its terms
until the earlier of (a) the Closing Date, or (b) the date on which such Confidentiality Agreement isterminated in accordance with its terms.
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11.2  Further Assurances. Each party hereto shall execute and cause to be delivered to each other party hereto such instruments and other documents, and shall take such
other actions, as such other party may reasonably request (prior to, at or after the Closing) for the purpose of carrying out or evidencing any of the transactions contemplated by this
Agreement.

11.3 Fees and Expenses. Except as provided otherwise in this Agreement, each party to this Agreement shall bear and pay all fees, costs and expenses (including legal fees
and accounting fees) that have been incurred or that are incurred by such party in connection with the transactions contemplated by this Agreement, including all fees, costs and
expenses incurred by such party in connection with or by virtue of (a) the investigation and review conducted with respect to the other party's business (and the furnishing of
information to in connection with such investigation and review), (b) the negotiation, preparation and review of this Agreement (including the Disclosure Schedule) and all agreements,
certificates, opinions and other instruments and documents delivered or to be delivered in connection with the transactions contemplated by this Agreement, and (c) the preparation
and submission of any filing or notice required to be made or given in connection with any of the transactions contemplated by this Agreement, and the obtaining of any Consent
required to be obtained in connection with any of such transactions.

11.4  Attorneys Fees. If any action or proceeding relating to this Agreement or the enforcement of any provision of this Agreement is brought against any party hereto,
the prevailing party shall be entitled to recover reasonable attorneys' fees, costs and disbursements (in addition to any other relief to which the prevailing party may be entitled).

115 Notices. Any notice or other communication required or permitted to be delivered to any party under this Agreement shall be in writing and shall be deemed
properly delivered, given and received when delivered (by hand, by registered mail, by courier or express delivery service or by facsimile) to the address or facsimile telephone number
set forth beneath the name of such party below (or to such other address or facsimile telephone number as such party shall have specified in a written notice given to the other parties
hereto):

if to Purchaser and, after Closing, the Company:

Partner Communications Company Ltd.

8 Amal Street, Afeq Industrial Park

Rosh Ha'ayin 48103, Israel

Fax: 972-54-781-5951

Attention: Emanuel Avner, VP, Chief Financial Officer
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with a copy to (which shall not constitute notice):

Y ossi Avraham, Arad & Co.

3 Daniel Ferisch Street

Tel-Aviv 64731, Israel

Fax: 972-3-6963801

Attention: Yossi Avraham, Adv.

if to Seller and, until Closing, the Company:

Merhav Ampal Energy Ltd.

AbbaEban 10

Ackerstein Towers, Building C

Herzlia Pituach 46733, Israel

Facsimile: +972-9-952-6001

Attn: Yoram Firon, VP

with a copy to (which shall not constitute notice):

Goldfarb, Levy, Eran, Meiri, Tzafrir & Co.

2 Weizmann Street

Tel-Aviv 64239, Israel

Facsimile: 972-3-608-9908

Attention: Erez Altit, Adv.; Ido Zemach, Adv.

or such other address with respect to a party as such party shall notify each other party in writing as above provided. Any notice sent in accordance with this Section 11.5 shall be
effective (i) if mailed, three (3) business days after mailing, (ii) if sent by messenger, upon delivery, and (iii) if sent viatelecopier, upon transmission and electronic confirmation of receipt
or (if transmitted and received on anon-business day) on the first business day following transmission and electronic confirmation of receipt.

11.6  Headings. The headings contained in this Agreement are for convenience of reference only, shall not be deemed to be a part of this Agreement and shall not be
referred to in connection with the construction or interpretation of this Agreement.

11.7 Counterparts. This Agreement may be executed in several counterparts, each of which shall constitute an original and all of which, when taken together, shall
constitute one agreement.

11.8 Governing Law. This Agreement shall be governed by and construed according to the laws of the State of Israel, without regard to the conflict of laws provisions
thereof.

11.9 Jurisdiction. Each party hereby irrevocably submits to the exclusive jurisdiction of the Tel Aviv Court for the adjudication of any dispute hereunder or in connection
herewith or with any transaction contemplated hereby or discussed herein (including with respect to the enforcement of any of the Transaction Documents) and hereby irrevocably
waives, and agrees not to assert in any suit, action or proceeding, any claim that it is not personally subject to the jurisdiction of any such court, that such suit, action or proceeding is
improper or inconvenient venue for such proceeding. Each party hereby irrevocably waives personal service of process and consents to process being served in any such suit, action
or proceeding by mailing a copy thereof viaregistered or certified mail or overnight delivery (with evidence of delivery) to such party at the address in effect for notices to it under this
Agreement and agrees that such service shall constitute good and sufficient service of process and notice thereof. Nothing contained herein shall be deemed to limit in any way any
right to serve process in any manner permitted by law.
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11.10  Successors and Assigns. This Agreement shall be binding upon and shall inure to the benefit of the parties hereto and their respective successors and assigns (if
any). Neither party may assign any of itsrights under this Agreement to any other Person without obtaining the consent or approval of the other parties hereto.

11.11 Remedies; Specific Performance. Except as otherwise provided herein, any and all remedies herein expressly conferred upon a Party will be deemed cumulative with
and not exclusive of any other remedy conferred hereby, or by Law or equity upon such Party, and the exercise by a Party of any remedy will not preclude the exercise of any other
remedy. The Parties hereto agree that irreparable damage would occur in the event that any of the provisions of this Agreement were not performed in accordance with their specific
terms or were otherwise breached. It is accordingly agreed that the Parties shall be entitled (without any requirement to post a bond or other security) to seek one or more injunction or
other equitable remedies to prevent breaches of this Agreement and to enforce specifically the terms and provisions hereof, this being in addition to any other remedy to which they are
entitled at Law or in equity.

11.12 Waiver.

(@) No failure on the part of any Person to exercise any power, right, privilege or remedy under this Agreement, and no delay on the part of any Person in exercising any
power, right, privilege or remedy under this Agreement, shall operate as a waiver of such power, right, privilege or remedy; and no single or partial exercise of any such power, right,
privilege or remedy shall preclude any other or further exercise thereof or of any other power, right, privilege or remedy.

(b) No Person shall be deemed to have waived any claim arising out of this Agreement, or any power, right, privilege or remedy under this Agreement, unless the waiver
of such claim, power, right, privilege or remedy is expressly set forth in a written instrument duly executed and delivered on behalf of such Person; and any such waiver shall not be
applicable or have any effect except in the specific instance in which it is given.

11.13 Amendments. This Agreement may not be amended, modified, altered or supplemented other than by means of a written instrument duly executed and delivered on
behalf of all parties hereto

11.14 Severability. Inthe event that any provision of this Agreement, or the application of any such provision to any Person or set of circumstances, shall be determined to
be invalid, unlawful, void or unenforceable to any extent, the remainder of this Agreement, and the application of such provision to Persons or circumstances other than those as to
which it is determined to be invalid, unlawful, void or unenforceable, shall not be impaired or otherwise affected and shall continue to be valid and enforceable to the fullest extent
permitted by law.
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11.15 Partiesin Interest. Except for the provisions of Section 10, none of the provisions of this Agreement are intended to provide any rights or remedies to any Person
other than the parties hereto and their respective successors and assigns (if any).

11.16  Construction.

@ For purposes of this Agreement, whenever the context reguires: the singular number shall include the plural, and vice versa; the masculine gender shall include the
feminine and neuter genders; the feminine gender shall include the masculine and neuter genders; and the neuter gender shall include the masculine and feminine genders.

(b) The parties hereto agree that any rule of construction to the effect that ambiguities are to be resolved against the drafting party shall not be applied in the
construction or interpretation of this Agreement.

(o) Asused in this Agreement, the words "include" and "including,” and variations thereof, shall not be deemed to be terms of limitation, but rather shall be deemed to be
followed by the words "without limitation”.

(d) Except as otherwise indicated, all references in this Agreement to "Sections’, "Schedules" and "Exhibits" are intended to refer to Sections of this Agreement and
Schedules and Exhibits to this Agreement.

[SIGNATURES APPEAR ON THE FOLLOWING PAGE]
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IN WITNESS WHEREOF, the parties hereto have caused this Share Purchase Agreement to be executed and delivered as of the date first above written.

Partner Communications Company Ltd.

By:
Name:
Title:

Merhav Ampal Energy Ltd.,

By:
Name:
Title:

012 Smile Telecom Ltd.

By:
Name:
Title:
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EXHIBIT A
CERTAIN DEFINITIONS
For purposes of the Agreement (including this Exhibit A):
Acquisition Transaction. "Acquisition Transaction" shall mean any transaction involving:
@ the sale, license, disposition or acquisition of all or substantially all of the Company's business or assets;

(b) the issuance, disposition or acquisition of (i) any share capital or other equity security of the Company, (ii) any option, call, warrant or right (whether or not
immediately exercisable) to acquire any share capital or other equity security of the Company, or (iii) any other security, instrument or obligation that is or may become convertible into
or exchangeable for any capital stock or other equity security of the Company; or

(c) any merger, consolidation, business combination, reorganization or similar transaction involving the Company.

Affiliate. An “Affiliate” of a specified Person shall mean a Person that directly, or indirectly through one or more intermediaries, controls or is controlled by, or is under
common control with, the Person specified. For this purpose, “control,” shall mean the possession, direct or indirect, of the power to direct or cause the direction of the management
and policies of a Person, whether through the ownership of voting securities, by contract or otherwise.

" Agreement" shall mean the Agreement to which this Exhibit A is attached (including the Disclosure Schedule and other Schedules and Exhibits thereto), as it may be
amended from timeto time.

Business. “Business’ shall mean (i) the business of outgoing and incoming international telephony services, of hubbing services, and of international calling card services
and any other operations and activities conducted by the Company, including other data and other related services, pursuant to the Company’s international services license dated
December 31, 20091 and the Company’s international services licence in the Judea and Samaria region, dated February 18, 2008 (the" International Telephony Business'); (ii) the
business of local telephony using VoB access and local telephony using dedicated lines based on PRI services and any other operations and activities conducted by the Company and
its subsidiary pursuant to the domestic fixed-line license, dated December 15, 2005 and the Company’s domestic fixed-line licence in the Judea and Samaria region, dated February 18,
2008 (the"Land Line Business'); (iii) the business of the ADSL/cable/dial-up Internet and access services, the value-added services and the WiFi services and any other operations
and activities, including al other related services, conducted by the Company pursuant to its internet access license dated December 31, 20092 and the Company’s internet access
licence in the Judea and Samaria region, dated February 18, 2008 (the "ISP Business'); and (iv) the business related to end-point network services (and any other operations and
activities conducted by the Company pursuant to the network end-point licence, dated December 31, 20093, of the Company), and the VoBoC and WIMAX experimental services of the
Company and 012 Telecom Ltd. (the "Other Business"). On August 26, 2010, 012 Mobile, Limited Partnership has applied to the Ministry of Communication for an MVNO Licence which
application is currently in process. The partnersin 012 Mobile, Limited Partnership are: the Company (Limited Partner) and 012 Mobile GP Ltd. (General Partner) who iswholly owned by
the Company.

1 The Licence entered into force on January 31, 2010.
2 The Licence entered into force on January 31, 2010.

3 The Licence entered into force on January 31, 2010.
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Consent. "Consent" shall mean any approval, consent, ratification, permission, waiver or authorization (including any Governmental Authorization).

Contract. "Contract" shall mean any written, oral or other agreement, contract, subcontract, lease, understanding, instrument, note, warranty, insurance policy, benefit plan or
legally binding commitment or undertaking of any nature.

Damages. "Damages’ shall include any loss, damage, injury, liability, claim, demand, settlement, judgment, award, fine, penalty, Tax, fee (including reasonable attorneys' fees),
charge, cost (including costs of investigation) or expense of any nature.

Disclosure Schedule. "Disclosure Schedule" shall mean the schedule titled "Disclosure Schedule” (dated as of the date of the Agreement) delivered to Purchaser on behalf of
the Company and Seller.

Encumbrance. "Encumbrance” shall mean any lien, pledge, hypothecation, charge, mortgage, security interest, encumbrance, claim, option, right of first refusal, preemptive
right, or restriction of any nature (including any restriction on the voting of any security).

Entity. "Entity" shall mean any corporation (including any non-profit corporation), general partnership, limited partnership, limited liability partnership, joint venture, estate,
trust, company (including any limited liability company or joint stock company), firm or other enterprise, association, organization or entity.

Family Member. "Family Member" shall mean, in respect of a natural Person, (i) a spouse of such Person; (ii) a descendant of such Person or of a such Person’s spouse;
(iii) such Person’s antecedent; (iv) such Person’s brother or sister, or (v) aspouse of any of the Persons referred to in clauses (i), (iii), (iv) or (v) above.

GAAP. "GAAP" shall mean generally accepted accounting principlesin the United States or, as applicable, Israel, applied on a consistent basis.
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Governmental Authorization. "Governmental Authorization" shall mean any: permit, license, certificate, franchise, permission, clearance, registration, qualification or
authorization issued, granted, given or otherwise made available by or under the authority of any Governmental Body or pursuant to any Legal Requirement.

Governmental Body. "Governmental Body" shall mean any: (a) nation, state, commonwealth, province, territory, county, municipality, district or other jurisdiction of any
nature; (b) federal, state, local, municipal, foreign or other government; or (c) governmental or quasi-governmental authority of any nature (including any governmental division,
department, agency, commission, instrumentality, official, organization, unit, body or Entity and any court or other tribunal).

Ingtitutional Lenders Loan. "Institutional Lenders Loan" shall mean the loan pursuant to that Loan Agreement, dated January 31, 2010, between Seller, the Company, Harel
Insurance Company Ltd. and its affiliates and Menora Mivtachim Insurance Ltd. and its affiliates.

Institutional L ender s Pledges. "Institutional Lenders Pledges" shall mean the (i) first priority fixed pledge on the Shares, (ii) the second priority floating charge on the assets of
the Company, and (iii) the other security interestsimposed pursuant to the Institutional Lenders L oan.
Knowlegde. "Knowledge," "to its knowledge" and similar expressions shall mean, with respect to any Entity, with respect to any fact, circumstance, event or other matter in
question, (i) in the case of Seller or the Company, the actual knowledge of the executive officers listed on Part 1.1 of the Disclosure Schedule after reasonable and diligent inquiry of
those persons in the Entity that have principal responsibility over the subject matter in question, and (ii) in the case of Purchaser, the actual knowledge of the executive officers of
Purchaser after reasonable and diligent inquiry of those personsin Purchaser that have principal responsibility over the subject matter in question.

Legal Proceeding. "Legal Proceeding" shall mean any action, suit, litigation, arbitration, proceeding (including any civil, criminal, administrative, investigative or appellate
proceeding), hearing, inquiry, audit, examination or investigation commenced, brought, conducted or heard by or before, or otherwise involving, any court or other Governmental Body
or any arbitrator or arbitration panel.

Legal Requirement. "Legal Requirement" shall mean any federa, state, local, municipal, foreign or other law, statute, constitution, principle of common law, resolution,

ordinance, code, edict, decree, rule, regulation, ruling or requirement issued, enacted, adopted, promulgated, implemented or otherwise put into effect by or under the authority of any
Governmental Body.
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Lending Banks L oan. "Lending Banks Loan" shall mean the loan granted to the Company under that Credit Agreement, dated January 31, 2010, between the Company, Bank
Leumi Lelsrael B.M. and Isragl Discount Bank Ltd.

Lending Banks Pledges. "Lending Banks Pledges" shall mean the security interests imposed pursuant to that Lending Banks L oan.

Management Services Agreement. "Management Services Agreement” shall mean that certain Management Services Agreement dated April 29, 2010, by and between the
Seller and the Company.

Material Adverse Effect. A "Material Adverse Effect” shall mean a material adverse effect on the business, operations, assets, liabilities, condition (financial or otherwise) or
financial performance or results of the Company and its subsidiaries, taken as awhole, other than (a) changesin general economic or political conditions or financial credit or securities
markets in general (including changes in interest or exchange rates) whether worldwide or in any country or region in which the Company or its Subsidiaries conduct a material portion
of their business, (b) any changes in the industries in which the Company and its Subsidiaries operate, (c) any changes in GAAP occurring after the date of this Agreement, (d) any
changesin Laws applicable to the Company or any of its Subsidiaries or any of their respective properties or assets, in each case, occurring after the date of this Agreement; (e) acts of
war, armed hostilities or terrorism or any escalation or worsening of any acts of war, armed hostilities or terrorism, (f) effects resulting from the negotiation, announcement or
performance of this Agreement and the Transactions (including the impact thereof on relationships, contractual or otherwise, with customers, suppliers, vendors, employees or venture
partners), (g) any failure to meet internal or published projections, forecasts, or revenue or earning predictions for any period; (h) any litigation arising from allegations of a breach of
fiduciary duty or other violation of applicable Law relating to this Agreement; and (i) any action taken by the Company at the request of Purchaser or contemplated hereunder.

MoC. "MoC" shall mean the Israeli Ministry of Communications.

MoC Licenses. "MoC Licenses"' shall mean the following licenses granted by the MoC to the Company and/or its Affiliates, as amended from time to time: (i) International
telephony license (general license), (ii) VoB and DFL license (genera specific license), (iii) ISP license (specific license), (iv) Endpoint Network Services, (v) VoBoC experimental license.

Person. "Person" shall mean any individual, Entity or Governmental Body.
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Permitted Encumbrances. “Permitted Encumbrances’ means: (A) statutory liens for taxes not yet due and payable; (B) statutory liens to secure obligations to landlords,
lessors or renters under leases or rental agreements which obligations are not yet due; (C) deposits or pledges made in connection with, or to secure payment of, workers'
compensation, unemployment insurance or similar programs mandated by applicable law; (D) statutory liensin favor of carriers, warehousemen, mechanics and materialmen, to secure
claims for labor, materials or supplies and other like liensincurred in the ordinary course of business and not yet due; (E) liensin favor of customs and revenue authorities arising as a
matter of law to secure payments of customs duties in connection with the importation of goods not yet due and payable; (F) non-exclusive object code licenses of software in the
ordinary course of business; and (G) rights of third parties that are inherent to assets (such as software licenses, leased cars, contractual rights, etc.); provided, however, that Permitted
Encumbrances shall not, for the avoidance of doubt, include liens created for the benefit of financial institutions.

Purchaser Indemnitees. "Purchaser Indemnitees’ shall mean the following Persons: (a) Purchaser and its Affiliates; (b) Purchaser's successors and assigns; and (c) the
Representatives of the Purchaser.

Representatives. "Representatives" shall mean officers, directors, agents, attorneys, accountants, advisors and representatives.

Seller Indemnitees. "Seller Indemnitees’ shall mean the following Persons: (a) Seller and its Affiliates; (b) Seller’s successors and assigns; and (c) the Representatives of the
Seller.

Shareholder Loan. "Shareholder Loan" shall mean the outstanding amount and accrued interest of the loan granted by Seller to the Company pursuant to the loan agreement,
dated April 29, 2010, including Seller's contractual rights thereunder.

Subsidiary. "Subsidiary" shall mean a corporation, partnership, limited liability company, or other entity of which an entity directly or indirectly owns or Controls (i) a majority
of the voting securities; or (ii) interests that are sufficient to elect or appoint a majority of the Board of Directors or other comparable organ of such Person. "Control" for this purpose
shall mean the ability, directly or indirectly, to direct the activities of the relevant entity, including, without limitation, the holding of (i) more than 50% of the issued share capital, or (ii)
such share capital as carries directly or indirectly, more than 50% of the shareholder votes in a general meeting or the ability to appoint or elect more than 50% of the directors or
equivalent of such entity.

Tax. "Tax" shall mean any tax (including any income tax, franchise tax, capital gainstax, gross receipts tax, value-added tax, surtax, excise tax, ad valorem tax, transfer tax, stamp
tax, salestax, use tax, property tax, business tax, withholding tax or payroll tax), levy, assessment, tariff, duty (including any customs duty), deficiency or fee, and any related charge or
amount (including any fine, penalty or interest), imposed, assessed or collected by or under the authority of any Governmental Body.

Tax Returns. "Tax Returns' shall mean returns, reports and information statements with respect to Tax required to be filed by or on behalf of the Company with the Israel
Income Tax Commission, the Israel Value Added Tax Authority, and any other applicable taxing authority, domestic or foreign.
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Exhibit 4.(a).73
Final Version-English translation
Credit Agreement
Entered into in Tel-Aviv on January 31, 2010
by and among

012 Smile Telecom Ltd. (formerly, Ampal Investments and Communication 2009 Ltd.) (the
"Borrower") p.c. No. 514350024

and
Bank Leumi I'lsrael Ltd. ("Leumi")
Bank Discount I'l srael Ltd. (" Discount™)
each individually referred to hereinafter asthe "Lender" and together asthe "Lenders"
and
Bank Leumi L'Israel Ltd. ("Bank Coordinator")
Whereas ~ On November 16, 2009, an agreement was signed between the Borrower (through its founder — Merhav-Ampal Energy Ltd.) - and 012 Smile Communication Ltd. and Ampal
Energy Ltd., for the sale of the assets, activities and obligations of Smile 012 Communication Ltd., to the Borrower, that was amended on January 26, 2010 — all asdetailed in

the aforesaid agreement (as amended);

Whereas  the Borrower has approached the Lenders, seeking to enter an agreement with them whereby they will jointly provideit with part of the Credit required to finance the above
agreement;

NOW THEREFORE IT ISDECLARED AND STIPULATED AMONG THE PARTIESASFOLLOWS:

1 Definitions and Interpretation

11 Thefollowing termswill have the meaning set out opposite them, unless the context requires otherwise. Terms not defined in this Agreement will be given the meaning
given to them in the Credit Documents (as defined hereunder).

111 "Institutional Loan" - aloan from institutional entities (the "Financia Institutions") in a sum of NIS. 220,000,000 which Merhav intends to take by the
Closing, in order to provide the Independent Resources as defined hereunder, it is hereby clarified that in the event that the Borrower has obtained sums
by virtue of Section 11.4 of the Acquisition Agreement, then for the purpose of this Agreement, the amount set out above will decrease by an amount
equal to 22% of the sumsthat the Borrower has received according to Section 11.4 hereunder (the "Reduced Total "), and the Loan will be considered as
having been provided, ab initio, at the Reduced Total and the Financial Institutions' settlement time table as determined in Section 10.4.2.1 hereunder,
will change accordingly. It is hereby clarified that the above cal culations, including the change in the Financial Institutions time table, are prepared for
the purpose of this Agreement only and have no bearing or influence on the relationships between the Financial Institutions and Merhav and on the
payments that Merhav isto pay to the Financial Institutions in accordance with the Agreement with them.
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Ampal American - Ampal American Israel Corporation.

"Independent Resources" - asum of NIS.400,000,000 (four hundred million new Israeli shekels) derived from investment in the Borrower's share capital or
from subordinate |oans which the Borrower will use to make the payments to Smile on account of the purchase consideration.

"Stakeholder" - Asthisterm is defined in the Securities Law other than the Borrower's subsidiary companies.

"Financia Statements" - The Borrower's annual or quarterly Financial Statements, as the case may be, on a consolidated basis, prepared in New Shekels,
consistently in accordance with generally accepted accounting principals, audited (in respect of periods concluding on December 31) or reviewed (in
respect of periods concluding on other dates) asis customary in respect of reports of thiskind, by the Borrower's accountants and any other report or
explanation required according to relevant standard accounting procedures or by authorized authorities.

"Financial Statements - Solo" - The Borrower's annual or quarterly Financial Statements as the case may be, on an individual basis, prepared in New
Shekels, consistently in accordance with generally accepted accounting principals, approved on behalf of the Borrower by the Chief Financial officer of
the Company (CFO) or by the CEO.

"The Credit" - the loans provided to the Borrower from time to time in accordance with this Agreement by one of the Lenders.

"Provisions of the Law" - any provision of the law or legislation in Israel or abroad, a provision from the Bank of Israel, and any other competent
authority in Israel or abroad, agreed to by one of the Lenders and the Bank of Israel or by one of the Lenders and any other competent authority in Israel
or abroad, as may bein force from timeto time.

the"Holding" - asthisterm is defined in the Securities Law.

"Subordinated Loans" - loans provided or to be provided to the Borrower by Merhav, Stakeholdersin Merhav or a corporation controlled by any of the
aforesaid in respect of which Merhav or a Stakeholder or a corporation controlled by any of them, as the case may be, and the Borrower, undertakein
writing to the Lenders, are not discharged before full settlement of the Credit, including by way of offset, except in accordance with the provisions of this
Agreement (including by paymentsto Merhav in accordance with the provisions of Section 10.4 hereunder).
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"Known Agreement Index" means - the monthly Index for December 2009 published on January 15, 2010 at the level of 105.2.

"Acquired Assets" - as[the term] "Acquired Assets" is defined in the Purchase Agreement and subject to and in accordance with all provisions of the
Purchase Agreement related thereto.

this"Agreement" - this Agreement and all its annexes, in such form asit will be from timeto time.

the "Purchase Agreement” - the agreement drawn up and entered on November 16, 2009 between the Borrower (through its founder - Merhav Ampal
Energy Ltd.) Smile and Merhav, for the acquisition of part of Smile's operations, assets and obligations by the Borrower, as amended on January 26, 2010.

the"Guarantor" - each of: Merhav and Ampal American.

"Operating Profit to service the Debt" (EBITDA) means - the total cumulative operating profit, according to the Borrower's Financial Statements
(consolidated), in each of the four consecutive calendar quarters, the conclusion of which isthe date for assessing the latest quarterly or annual
Financial Statements, as the case may be (the "Final Date") (for the avoidance of doubt, operating profit is after payment of management feesto
Merhav), before finance costs/income (interest, linkage differential, exchange rate differential, commissions and the differential calculated on the
activated loans, at fair value), and before taxes, plus depreciation and write-downs recorded in that period and after excluding capital gains/losses,
excluding bonusesin respect of options granted to employees, excluding one-off expenses arising from reorganization; and with the total of the aforesaid
cumul ative amount being linked to changesin the Known Index where the base index is the index known on the Final Date and the revised index isthe
index known on the review date or on the relevant Assessment Date.

the"Licenses" - ageneral license for the Borrower to provide Bezeq I nternational services, ageneral license to 012 Telecom Ltd. to provide domestic
Bezeq land-line services, a special license for the Borrower to provide internet access services, aspecial license for the Borrower to provide end-user
services and any other license that may arise in place thereof, or other license the termination or suspension of which may have a harmful effect on the
Borrower's businesses, but not including alicense whose termination or suspension as aforesaid, has anegligible effect on the Borrower's businesses.
"Subsidiaries" - asthisterm isdefined in the Securities Law.

"Companies Law" - the Companies Law, 1999-5759, as amended from timeto time.

"Securities Law" - the Securities Law, 1968-5728, as amended from timeto time.

the"Accounts" - an account as specified below, opened by the Borrower with each of the Lenders, which serves solely to provide and manage the

Credit as defined above, as well as an account that may replace an account specified hereunder, but only if it serves solely to manage the Credit, as
defined above:
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11.21.1 Leumi - account no. 75920/01 at Branch 800
1.1.21.2 Discount - account no. 91885843 at Branch 10.

"Business Day" - any day except Saturday, public holidays, the two days of Rosh Hashana, the eve of Y om Kippur and Y om Kippur, the first and eight
days of Succoth, Purim, the first and seventh days of the Passover, Independence Day, Shavuot Festival, the Ninth of Av and also excluding any day
that is determined by the Bank Commissioner not to be abank Business Day.

"Closing Day" the day on which the Credit is provided by a Closing in accordance with this Agreement. It is hereby clarified that the Closing Day will
not take place on aday on which the Index is published or during the two days prior to or after, aday on which the Index is published.

"Total Debt Service Ratio" means - the quotient reached by dividing: (A) the cumulative total of the Borrower'sresidual obligations (consolidated) to the
Financial Institutions and other Lenders, other than suppliers' credit provided to the Borrower inits normal course of business, on commercial terms that
are customary in that field, and other than obligationsin respect of Subordinated Loans, as of the Assessment Date, less repayments made to Lenders,
to the extent made, on the Assessment Date, and less cash and cash equivalents (including negotiable bonds) mortgaged by the Borrower in favor of
one of such entities as such will be on the Assessment Date (it is hereby clarified that to the extent that the Assessment Date is a date on which the
Borrower will have taken the Loan (including having made use thereof or withdrawn thereon, on account of the lines of credit provided toit) froma
Financial Institution - the amounts of the af orementioned |oan/usage/withdrawal, will be included in the balance of the obligations) by (B), the Operating
Profit to service the Debt, according to the datain the Borrower's Financial Statements (consolidated) to the Final Date, as defined in Section 1.1.16
above.

"Debt Service Ratio" means - the quotient arrived at by dividing: (A), the difference between the Operating Profit to service the Debt and the lower of the
following amounts: 70 million NIS. linked to the Known Index in the Agreement or the cumulative total of net cash flow to be utilized for the investment
activities as appearsin the Borrower's Financial Statements (consolidated) in the report on cash flow during the relevant quarters; where the aforesaid
cumulativetotal islinked to changesin the Known Index and where the base index is the known index on the Final Date and the revised index is the index
known on the date of checking or on the relevant Assessment Date. (For this purpose, "net cash flow" means - cash flow to be used to acquire fixed
property, equipment and other assets, less cash flow arising from the sale of fixed assets, equipment and other assets), by (B), the Total for servicing the
Debt for the 12 consecutive months commencing immediately after the Assessment Date.
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"Inclusive Total Debt Service Ratio" means - the quotient arrived at by dividing: (A), the difference between the Operating Profit to service the Debt and
the lower of the following amounts: 70 million NIS. linked to the Known Index in the Agreement or the cumulative total of net cash flow to be utilized for
the investment activities as appearsin the Borrower's Financial Statements (consolidated) in the cash flow report during the relevant quarters; where the
aforesaid cumulative total islinked to changesin the Known Index and where the base index is the Known Index on the Final Date and the revised index
isthe Index known on the date of checking or on the relevant Assessment Date. (For this purpose, "net cash flow" means - cash flow to be used to
acquire fixed property, equipment and other assets, |less cash flow arising from the sale of fixed assets, equipment and other assets), by (B), the Total for
servicing theinclusive Debt for the 12 consecutive months commencing immediately after the Assessment Date.

"Index" means - the Consumer Price Index including fruit and vegetables, issued by the Central Bureau of Statisticsin Israel.

"Financial Institution" - means any one of the following entities: banks, including auxiliary corporations as defined in the Banking Law (Licensing) 1981-
5741, entities which are subject to the Law of Joint Investment in Trusts, 1994-5754, corporations which are subject to the Law Controlling Financial
Services ( Kupat Gemel ) 2005-5765, an insurance corporation as defined in the Law Supervising I nsurance Businesses 1981-5741, or any corporation
similar to the aforementioned which isincorporated outside I srael and which is supervised by a competent authority in the country of incorporation and
has debentures.

"Assessment Date" - any date of repayment of interest or principal of the Credit according to the Credit repayment timetable, 7 days prior to any
settlement date to Financial Lenders asreferred to in Section 10.4.2.1, and on any date on which the Borrower will take Credit (including utilization or
withdrawal on account of the lines of Credit provided to it (to the extent provided)), in asum that exceeds 5 million NIS. from aFinancia institution. The
first Assessment Date will take place on December 31, 2010 or 7 Business Days prior to the first date for making payments to Financial Institutions or the
first date of taking Credit from aFinancia Institution as aforesaid, whichever isthe earlier.

"Merger" - aMerger pursuant to the first chapter of the eighth section, or the third chapter of the ninth section, of the Companies Law, or any act the
result of which isthe acquisition of most of the Borrower's assets by an individual or corporation.

"Credit Documents" - al of the following: (a) This Agreement (with its annexes); (b) the Securities Documents; (c) all requests to be provided with Credit
A asdefined in Section 5.1; (d) al requeststo provide Credit B as defined in Section 5.2; (€) all requeststo provide Credit C as defined in Section 5.3; (f)
the General Conditions; (g) all resolutions, approvals, documents and agreements, relating to the provision of the Credit and its administration (including
with respect to opening the Accounts) signed by the Borrower or by anyone on its behalf or delivered by the Borrower or by anyone on its behalf, all of
them being in such style, on such conditions and in such form asisto the Lenders from time to time; and (h) every agreement or other document signed
by the Borrower in favor of any one of the Lendersin connection with the provision of the Credit by such Lender.
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"Securities Documents" - al of the following: (a) agreements and forms testifying to the floating charge; (b) documents and formstestifying to alien on
the Accumulation Account as defined in Section 10.4.2.2; (c) the documents and forms testifying to alien on sharesin the Borrower in accordance with
Section 8.5; (d) the documents and forms testifying to alien on shares on 012 Telecom Ltd. in accordance with Section 8.7; (€) Owners Guarantees; (f) the
documents and forms testifying to alien on certain rights under the Purchase Agreement in accordance with Section 8.2 hereunder; and the documents
and formstestifying to alien on the rights to reimbursement of the Owners L oans in accordance with Section 8.6. And, all documents related to the
aforementioned liens and guarantees.

"Event of Breach" - any event or circumstance, the happening of which constitutes grounds for the immediate repayment of the Credit in accordance
with the Credit Documents. It is hereby clarified that if such event is only determined at the end of aperiod (to the extent that the situation has not
reverted to its previous condition or the event has not been rectified) the Lender will be entitled to demand the immediate settlement of the Credit, such
event will be considered as an Event of Breach even prior to the elapse of the period indicated therefor.

"Merhav" - Merhav Ampal Energy Ltd.

"Freeand Clear" - Free and Clear of any lien, pledge, encumbrance, charge, debt, claim or any other right of any type or kind of any third party
whatsoever.

"Total Debt Service" means - the cumulative amount of payments of financial charges to Financial Institutions, in respect of the Borrower's obligations

( consolidated) existing on the Assessment Date, in respect of anticipated financial charges for the 12 consecutive months starting immediately after the
Assessment Date, together with the cumulative amount of payments on account of principal repaymentsto Financial Institutions the repayment of which
occursin the aforementioned 12 month period. It is hereby clarified that payments actually repaid on the Assessment Date will not be reckoned in the
total of Debt servicing.

"Inclusive Total Debt Service" means - the cumulative amount of payments of financial chargesto Financial Institutions, in respect of the Borrower's
obligations ( consolidated) existing on the Assessment Date, together with paymentsto Lending Institutions as defined in Section 1.1.46 hereunder, as
such are anticipated for the 12 consecutive months commencing immediately after the Assessment Date, together the cumulative amount of payments on
account of repayment of principal to Financia Institutions (for the avoidance of doubt, including in respect of paymentsto Lending Institutions as
defined in Section 1.1.46 hereunder) the repayment of which occursin the aforementioned 12 month period. It is hereby clarified that payments actually
repaid on the Assessment Date and payments to Lending Institutions effected 7 Business Days after the Assessment Date will not be reckoned in the
total of Inclusive Debt servicing.

"Smile" - 012 Smile Communications Ltd.
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"Owners Guarantees" - the Guarantees specified in Section 8.4, in the format attached as Annex 1.1.39 .

"Applicable Interest" the rate of interest before the addition of any kind of profit, used by Leumi to establish the interest to its customersfor providing
credit - in an amount, of such kind and for such period as are identical to the amount, kind and period of the relevant Credit, and this on the date that
such credit is provided, renewed or replaced, as the case may be (the "Determining Date"). The aforesaid applies both in respect of credit bearing interest
at afixed rate and credit bearing interest at avariablerate. In the event that the relevant credit bears interest that includes a component of customarily
basic interest whatsoever, that islikely to change during such credit period (for example - credit based on Prime interest) the Applicable Interest will be at
the aforesaid interest rate plus or minus the fixed rate (the "Fixed Supplement") when the rate of the Fixed Supplement will be determined on the
Determining Date; thus the Applicable Interest will be in accordance with the principal s detailed above in this sub-Section and the rate of the Fixed
Supplement will vary above or below the af orementioned basic interest during that credit period. A notification by Leumi regarding the Applicable
Interest will be binding on the Borrower and may not be protested or appeal ed.

"Rate of Participation” - the percentage set out below in respect of each Lender:

Bank Leumi L'Israel Ltd. - 80%

Bank Discount L'Israel Ltd. - 20%

or as such may vary as stated in Section 2.1.6 or 5.3.5 hereunder.

"Control" - asthisterm is defined in the Securities Law.

"Related Corporation™ - acorporation, including a partnership or promoter, in which the Borrower has Control aswell as any corporation (including a
partnership or promoter) whose obligations the Borrower guarantees towards any entity whatsoever or in respect of the failure of such corporation
(including a partnership or promoter) to comply with adebt or obligations, [the Borrower] has undertaken to indemnify any entity whatsoever.

"Areaof Business' - meansthe field of communicationsin Israel only, including television services through the infrastructure of theinternet or asimilar
service. Itisclarified that apart from television services through the infrastructure of the internet, any investment or provision of servicesin the field of

media, including television, will not be included in the Area of Business.

"Genera Conditions" - the general conditions of each of the Lenders for opening and managing the Account, and, also, with respect to Leumi, the
Accumulation Account as defined in Section 10.4.2.2.

"Payments to Financial Institutions" - the cumulative total of payments of interest and principal that Merhav must pay in respect of the Financial
Institutions' loan, during the relevant period.




1.1.47 "Closing" - the closing (completion) of the transaction that is the subject of the Purchase Agreement.

12 General: relationship between documents

121 Headingsin this Agreement are added for the sake of convenience only and are intended for its interpretation.
122 The preamble and appendixes to this Agreement constitute an integral part hereof.
123 Every reference in this Agreement to an annex or Section will be understood, except if the context requires otherwise, as areference to an annex or

Section in this Agreement, respectively.

124 Any information, reporting, notice, demand, agreement or application pursuant to this Agreement, shall be given in writing even if no written request is
specified as aforesaid.

125 Subject to the provisions of Section 1.2.6 hereunder, the provisions of this Agreement are in addition to the provisions of other credit agreements and do
not derogate therefrom.
126 In the event of a specific contradiction between the provisions of this Agreement and the provisions of any of its annexes or between the provisions of

this Agreement and provisions of any other credit agreements, the provisions of this Agreement will prevail.
2. Consortium'sRules

Subject to the fulfillment of the Borrower's undertakings under this Agreement and to the fulfillment of the preconditions detailed in Section 4 hereunder, in accordance with the
Borrower' requests to be provided with credit according to this Agreement, each of the Lenderswill provide the Borrower, at the Rate of Participation, the Credit specified in Section 5
hereunder.

212 The Borrower undertakes that any borrowings in respect of the Credit to be provided to the Borrower in accordance with the provisions of this
Agreement, will be effected from each one of the Lendersin parallel and that thiswill be at the Rate of Participation and on identical terms. Furthermore,
the Borrower undertakes that each repayment of the Credit (including early settlement under Section 6 hereunder) aswell as any reduction in the
outstanding amount or the renewed outstanding amount as stated in Section 5.3.5 or 5.3.11 hereunder, will be implemented with each of the Lendersin
parallel and at the Rate of Participation.

213 For the removal of doubt, the Lenders and the Bank Coordinator are obligated to verify that the amounts of the Credit provided in accordance with the
provisions of this Agreement or the amounts of repayment, actually comply with the Rate of Participation that applies to each of the Lenders, or are on
termsthat are identical for each of the Lenders and that the responsibility for thisis enforced on the Borrower.
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Unless specifically stated to the contrary, it is hereby clarified that any payment to the Lendersor to the Bank Coordinator according to the provisions
of this Agreement will be implemented without offset, lien, cross-claim or any other right from any source and that the sums to be paid to each of
the Lenders or the Bank Coordinator will be Free and Clear.

Unless specifically stated to the contrary, the obligations and rights of the Lenders under the Credit Documents are individual, are not reciprocal, are not
inter-connected and are not dependent on one another. None of the Lenderswill bear the costs of a breach of the obligationsin this Agreement by one
of the other Lenders. A breach of the obligations contained in the Credit Documents by one of the Lenders, does not constitute, of itself, a breach of the
other Lenders' obligations, and unless specifically stated to the contrary, will not affect the obligations and rights of the other Lenders.

Notwithstanding the aforesaid, it is hereby agreed that if on the Closing Day, Bank Discount does not provide itsfull part of the Credit according to the
Rate of Participation which appliesto it, pursuant to a breach of this Agreement or due to one of the events specified in Section 7 hereunder, applying to
it, or for any other reason - Leumi will provide, inits place, thefull part of credit as aforesaid, L eumi's Rate of Participation will change accordingly and
such Lender will cease to be aparty to this Agreement. It is hereby clarified that an occurrence such asthe aforesaid will not, of itself, constitute a
ground for non-provision of the Credit by the remaining Lenders in accordance with the Rate of Participation for each Lender.

In any event that the agreement of the Lendersis required according to the Credit Documents, the notice in respect of agreeing or refusing to give their
agreement, will be issued to the Borrower by the Bank Coordinator.

A notice concerning exercise of the right to make immediate settlement of the Credit or part thereof, or the right to increase the rate of interest according
to Section 5.4 hereunder or in the matter of taking measures to exercise a security out of the Securities, will be issued to the Borrower or to a Guarantor,
asthe case may be, by the Bank Coordinator. It is specifically clarified that notwithstanding anything stated in this Agreement (including Section 2.15
above), exercise of the rights detailed above in this Section 2.18, will apply pro ratato al the Lenders.

Each of the parties will appoint someone to represent it and to act on its behalf in all matters relating to the implementation of this Agreement (the
"Representatives"). The following personswill serve astheinitial Representatives of the Parties: (a) for Leumi or the Bank Coordinator - the head of
L eumi's communications department; (b) Discount - the business manager. Details of how to communicate with each of the Representatives are as
specified in Section 19.3 hereunder.

2110 Each of the parties will be entitled to replace its Representative by giving anotice, in writing, to the other parties which includes contact details for the new Representative
on its behalf, and the date of replacing the Representatives.




2111 Each of the Lenders and the Bank Coordinator will be entitled to rely on any notice or instruction given in the name of the Representative. None of the Lenders or the Bank
Coordinator will be required to obtain any further proof of the genuineness of any fact, issue or calculation included in any notice or instruction given to it by one of the
other Lenders' Representatives or a Representative of the Bank Coordinator.

2112 The Lenders hereby declare to the Borrower that as of the date of entering this Agreement, thereis no restriction or impediment, of any kind whatsoever, to providing all the
amounts of credit under this Agreement to the Borrower, in full and on the due dates, including on the assumption of the adoption of any anticipated regulations (including
Basel I1).

2113 The Lenders hereby undertake that exercising their rights under the liens specified in Sections 8.1, 8.5 and 8.7 hereunder, including their actualization, will not cause any
adverse effect whatsoever to the provision of services under the Licenses, and in any event, exercise of their rights as aforesaid will be subject to all the limitations existing in
law and in the Licenses in connection therewith.

3 Object

The provision of the Credit to the Borrower on the Closing Day will serve the Borrower solely for the purpose of acquiring the activities, assets and obligations of Smile in accordance
with the provisions of the Purchase Agreement and subject to itsterms.

4. Preconditionsfor providing the Credit on the Closing Day

The provision of any amount on the Closing Day on account of the Credit under the provisions of this Agreement is conditional upon the fulfillment of all the following pre-conditions
(which, if not stated specifically hereunder are due to be fulfilled on the Closing Day), to the complete satisfaction of the Lenders:

411 The Borrower will have provided to the Lenders, two Business Days prior to the Closing Day, aletter from the Borrower's attorney relating to the Loans
and including its confirmation that all consents, authorizations, approvals and other requirements (to the extent required) have been received in
accordance with the Provisions of the Law and in accordance with the Borrower' incorporation documents for the purpose of entering the Purchase
Agreement and for the implementation of the Credit Documents in accordance with and subject to, the provisions thereof.

412 On the Closing Day, the Borrower will have deposited the Independent Resources in its account with the Bank Coordinator and signed on the
irrevocable instructions attached as Annex 4.1.2 to this Agreement. The Independent Resources will be transferred by the Bank Coordinator to Smile
together with the transfer of the amounts of the Credit, as stated in Section 5 hereunder.

413 The Borrower will have effected (signed on) the Securities, as detailed in Section 8 hereunder, in favor of the Lenders.

414 The Guarantors will have signed the Owners Guarantees, as detailed in Section 8.4 hereunder, in favor of the Lenders.
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415 Merhav will have activated the liens as detailed in Sections 8.5 and 8.6 hereunder, in favor of the Lenders.
416 The Borrower will havefulfilled all its obligations under the Credit Documents.
417 Cancelled
No Event of Breach will have taken place and/or will there be, to the Lenders' knowledge, any great likelihood of there being an Event of Breach.

The Borrower's board of directorswill have passed the resolution in the form attached as Annex 4.1.9 and the Borrower's attorney will have signed a confirmation in the form
and on the terms that are acceptable to the Lenders.

The Borrower will have opened the Accounts and signed on the authorizations, confirmations and declarations required by any of the Lendersto that end.
The Closing Day will be not later than 22.6.2010.

If and to the extent that the Borrower is aware, that one of the conditions of the conditions prescribed in this Section has not been fulfilled, the Borrower will give notification
thereof to the Lendersimmediately after it becomes aware of the non-fulfillment of such condition.

The Creditsand their Conditions

Subject to that stated heretofore and hereinafter in this Agreement, at the behest of the Borrower, the Lenders will provide the Borrower, on the Closing Day, credit in NIS up to atotal
cumulative amount (for each of the Lenders) of NIS 800 million, split as detailed below. Each Lender will provide the Borrower with a portion of any credit in accordance with the Rate of
Participation of such Lender:

51 LoanA, intheamount of (overall for each of the Lenders) NIS 500 million which will be provided on the Closing Day.
511 The principal of Loan A will belinked to the Index and will be settled in 14 continuous and equal, semi annual instalments (with the addition of linkage
differences for each instalment). Thefirst principal payment with respect to Loan A will apply upon the lapse of 6 months from the date of providing
Loan A and the final payment will apply upon the lapse of 84 months from the date of the provision up thereof (“ The Final Credit Settlement Date”).

51.2 Loan A will bear annual interest at afixed rate of 2% above the Applicable Interest with the addition of index linkage differences. Asan indication only,
the Lenders confirm that as at the date of the signing of this Agreement, the Applicable Interest is[2.2] %.

513 Theinterest on Loan A will be paid every three months, commencing from the lapse of three months from the date of providing the loan.

514 The remaining terms and conditions of Loan A will be as detailed in the Loan Application, Annex 5.1.4 to this Agreement.




5.2 LoanB, intheoverall cumulative amount (for all the Lenders) of NIS 200 million which will be provided on the Closing Day.
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The principal of Loan B will belinked to the index and will be settled in one instalment at the final credit settlement date.

Loan B will bear annual interest at afixed rate of 2% above the Applicable Interest with the addition of index linkage differences. Asan indication only,
the Lenders confirm that as at the date of the signing of this Agreement, the Applicable Interest is[3.1] %.

The interest on Loan B will be paid every three months, commencing from the lapse of three months from the date of providing the L oan.

The remaining terms and conditions of Loan B will be as detailed in the Loan Application, Annex 5.2.4 to this Agreement.

The line of Credit C, under the terms and conditions as detailed below, and in an overall and cumulative amount (for all Lenders) of NIS 100 million (the “ Outstanding
Renewed Amount”), which will be exploited in full, on the Closing Day.
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Line of Credit C will be exploited by the Borrower by means of taking out an unlinked loan in NIS, (each loan will be designated a“Loan C") for a period
of 3, 6 or 12 months, at the Borrower's choi ce (each of the periods will hereinafter be designated — “ The period of Loan C”) as long as the date of final
settlement of the loans that will be provided within the line of Credit C, will commence after the lapse of 42 months from the Closing Day (the “ Final Loan
C Settlement Date”).

Each application to be provided with aLoan C will be submitted by the Borrower to the Lenders at |east 4 Business Days prior to the date requested for
providing the loan.

Thetotal cumulative amount of the unpaid balance of Loan C will not exceed, at any time whatsoever, the Outstanding Renewed Amount or the Revised
Outstanding Renewed Amount, as the case may be.

At the behest of the Borrower, as detailed above, the Lenderswill put at the disposal of the Borrower the requested amount (each Lender in accordance
with its Rate of Participation) aslong asin addition to that stated in the sub-section of Section 5.3, the following terms and conditions will ensue
cumulatively: a) If upon the date of providing the (new) loan, thereis an unpaid balance of Loan C, the settlement date of which occurs at that time, the
(new) loan will beinitially used to settle the principal of Loan C, the settlement date of which occurs at that time, and if the amount of the (new) loan will
be higher than the unpaid balance of Loan C, the settlement date of which occurs at that time, or, at that time, there is no applicable date of settlement of
Loan C; then the balance of the (new) loan will serve the Borrower solely for the execution of investmentsin the Area of Business and b), up to that
point in time, no instance of abreach has occurred and c) the cumulative amount of the unsettled balance of Loan C that will be conducted by each
Lender immediately after providing the requested (new) loan, will not exceed the Rate of Participation of each Lender of the cumulative unsettled balance
of Loan C that will be conducted by each Lender immediately after providing the requested (new) loan, and d) at that time, thereisno limitation, as
detailed in Section 7 below, on the part of any of the Lenders.
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It is hereby agreed that, other than at the time of providing the loans on the Closing Day, with respect to which that stated in Section 2.1.6 above applies,
should any of the Lenders not put at the disposal of the Borrower, the loan as detailed in Section 5.3 above, (whether as aresult of the breach of this
contract by the Borrower or whether alimitation, as detailed in Section 7 below, exists), thisfact in itself will not constitute aground for non-provision of
the Credit by the remaining Lenders. It is hereby clarified that should an event as stipulated above occur, as of that date, the Outstanding Renewed
Amount or the Revised Outstanding Amount, as the case may be, will automatically be reduced by the total of the amount not provided by the Lender as
stated above, aswell as, commencing from such date, the Rate of Participation of the Lenderswill be updated in accordance with the ratio that will bein
place at that time (immediately after providing the loan by the remaining Lenders, or part thereof), whether the unsettled balance of the Credit with each
of the Lenders or the total amount of the unsettled balance of the Credit.

The principal of each Loan C will be settled in one instalment at the end of the period of the respective Loan C.
Loan C will bear annual interest at afixed rate of 2% above the Applicable Interest.
Theinterest on Loan C will be paid every three months, commencing from the lapse of three months from the date of providing the applicable loan.

The remaining terms and conditions of Loan C that will be provided on the Closing Day will be as detailed in the Loan Application, Annex 5.3.9 to this
Agreement. The remaining terms and conditions of Loan C that will be provided thereafter will be as detailed in the Loan Application to be signed by the
Borrower with each Lender asis acceptable at that time to such Lender.

The Borrower will pay the Lenders (to each Lender in accordance with the rate of the Lender’s Participation), with respect to the unexploited balance of
Line of Credit C, non exploitation commission as detailed in Annex 12 of this Agreement. The commission will be calculated on the balance of the
unexploited Line of Credit C. The checking of the total unexploited Line of Credit C will be carried out on adaily basis and the payment of the commission
with respect thereto, will be carried out retrospectively at the end of each calendar quarter. It is hereby clarified that should that stated in Section 5.3.5 be
upheld, then commencing from that date, the Borrower will cease paying non exploitation commission to the Lender who has not provided its share in the
new Loan C, as detailed in the above stated Section 5.2.5.

At any time at which there will be an unexploited balance of Line of Credit C, the Borrower will be at liberty to notify the Lendersin writing that it isthe
Borrower’s desire to reduce the amount of the Line of Credit C by the amount of the unexploited balance or part thereof. Commencing from the date of
the receipt of the above stated notification, the amount of the Outstanding Renewed Amount will beirreversibly reduced accordingly. (the “ Revised
Outstanding Renewed Amount”).
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Notwithstanding the aforesaid, should an instance of abreach occur, in respect of which a period [to remedy] is determined, only at the end of that period (to the extent
that the situation has not reverted to its former state or the incident has not been rectified), will the Lender be entitled to demand the immediate settlement of the Credit,
then, commencing from the date of the occurrence of the incident as stated and up to the earliest of the following dates: the date upon which the situation reverted to
its former situation, or the date upon which the incident was rectified or the date upon which the Lendersissued a L etter of Waiver with respect to the breach (should
such have been issued), or the date upon which the Lenders demanded the immediate settlement of the Credit, the interest rate determined for Loan A, Loan B and Loan
C will increase by 2% per annum above the rate of interest determined for such loan, in accordance with Section 5.1.2 or 5.2.2. above, respectively, as such will be at that
point in time. That stated in this sub-section above will not apply in the case of that stipulated in Section 11.3 or 11.2 occurring.

It ishereby clarified that in any case that the immediate settlement of the Credit will be demanded, on any date whatsoever, then, from that date, the unexploited balance
of the Credit will bear arrearsinterest.

The Bank Coordinator will inform the Borrower and each of the Lenders regarding the change in the rate of interest by virtue of Section 5.4 above and the Bank
Coordinator’'s notification obligates the Borrower and the Lenders.

Early Settlement of the Credit

Itis hereby agreed that Article 13 (b) of the Mortgage Law, 5727 — 1967 will not apply and that the Borrower will be at liberty to settle, by means of early settlement, the lines
of Credit or any part thereof, subject to the following cumulative terms and conditions:

6.1

6.2

The order of the execution of early settlement will be asfollows:

6.1.1 The settlement of Loan C.
6.1.2 If, at the date of the execution of the early settlement, there is no unsettled balance of Loan C — the settlement of Loan B.
6.1.3 If, at the date of the execution of the early settlement, there is no unsettled balance of Loan C or Loan B, the settlement of Loan A by means of settlement

on account of each of the outstanding principal instalments of Loan A in an equal manner, thus each instalment will be reduced by an identical amount.
In the stated case, no changes in the dates of the payments and in the period of Loan A, will apply. Upon the execution of early settlement the Lenders
will provide the Borrower with anew settlement time-table and thiswill obligate the Borrower.

The amount that will be settled by means of early settlement will not be less than NIS 5 million.




6.3

6.4

6.5

6.6

6.7

6.8

6.9

6.10

The early settlement will only be done upon adate for the payment of interest.

The early settlement of the New Israeli Shekel, index linked credit can only be executed after the lapse of one year from the date of providing the Credit, and thison a
calendar date that overlaps with the date of the provision thereof (and should this date not be a Business Day, then the general termsinforming the matter of the
bringing forward or moving back to coordinate a Business Day, will apply.).

The Borrower will notify the Lendersin writing regarding the execution of the early settlement, 7 Business Days in advance.

On the date of the early settlement, the Borrower will pay the Lenders the full amounts of the interest and the commissions that have accumulated up to that time.

On the date of the execution of the early settlement, commission that will be calculated in accordance with the formula appearing in Annex 6.7, will be paid to each of the
Lenders.

The early settlement by the Borrower will be carried out in amanner that will maintain the relevant Rate of Participation of each of the Lendersin the remaining credit.
Any notification issued by the Borrower regarding the intention of the Borrower to carry out early settlement will be non-revolving and irreversible.
With the exception of amountsthat will settle Loan C, by means of early settlement and which, at the behest of the Borrower, will be provided anew [by the Lenders],

subject to and in accordance with that stated in Section 5.3.2 above, any amount that will be settled by means of early settlement will not be provided anew [by the
Lenders].

Change in the Owner ship of the Borrower
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In any case that as aresult of any change in the Provisions of the Law (as defined hereinafter), aswell asin any case that as aresult of the fulfilment of ademand,
provision or request of any kind — issued to or referred to any of the Lenders by the Bank of Israel or by any other qualified Authority, or as aresult of the fulfilment of
any undertaking on the part of any of the Lenders to the Bank of Israel or to any other qualified Authority, whether the fulfilment of the stated undertaking, the
provision, the demand or the request results from any change whatsoever in the law as stated or whether it results from an agreement that has been drawn up or will be
drawn up from time to time, between any of the Lenders and the Bank of Israel, or other qualified Authority:

711 The Lenders, all or part thereof, will be obligated to hold or deposit liquid assets of any type or the amounts or value of the liquid assets, that any of the
Lendersis obligated to hold or deposit, will be raised; or

712 The amounts of the Credit that any of the Lendersisat liberty to grant or to continue to maintain will be limited or reduced, or the amounts of the
depositsthat any of the Lendersisat liberty to deposit with others[will be limited or reduced)]; or

713 Any demands whatsoever will beimposed or will apply to any of the Lenders (or there is a change that, in the opinion of any of the Lenders, resultsin,
from the point of view of the Lender, stricter requirements whatsoever) with respect to the ratio of the reserves of the relevant Lender, on the one hand,
to the Credit therelevant Lender is at liberty to grant or to continue to maintain, or to the assets or deposits that the relevant Lender is permitted to hold
or to receive — on the other hand; or
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714 Should interest payments, fines, levies, or other payments be imposed or apply to any of the Lenders, or should any of the Lenders be required to pay
such (or, should a change occur that, in the opinion of any of the Lenders, constitutes, from that Lender’s point of view, stricter requirements for these
payments).

And such Lender will determine that, as aresult of the above stated, the cost or the expenses of such Lender will increase with respect to the provision of the Credit (in
whole or in part) or with respect to the continued existence of the Credit (in whole or in part), or should the amounts of the principal and the interest that that Lender is
entitled to receive with respect to the loan, will decrease, then such Lender will be at liberty to refuse to put the Credit, in whole or in part, at the disposal of the
Borrower — the Borrower will pay such Lender, from time to time, upon the first demand, such an amount which will, in the opinion of the Lender, indemnify for the
increase in the costs and expenses of such Lender with respect to the Credit or regarding the reduction in the principal and the interest as stated, and the amount of the
indemnification, aswill be determined by such Lender, from time to time, as stated, will obligate the Borrower. It is clarified that the Lender in this matter will be at liberty
to make use of itsrightsin accordance with the above stated, on condition that at the same time, the Lender will make use of theidentical rights granted to the Lender
with respect to other customers who were granted credit of such type, by such Lender, in asimilar scope to the Credit and which was characterized in asimilar
classification in all matters related to the matter of requirements for reporting to the Bank of Israel.

For the purpose of this Section 7, the term “any change in the Provisions of the Law” — including a change as stated in the interpretation of the Provisions of the Law,
by the Court or other Authority of the State as stated, qualified to this end or charged with the execution or the upholding of the Law, Regulation or Provision or Rule
as stated.

If, at any time whatsoever, any of the Lenderswill determine (and the stated determination of such Lender will obligate the Borrower) that as aresult of any amendment
whatsoever to the Law, the provision of the Credit, in whole or in part, at the disposal of the Borrower, or —if the Credit, in whole or in part, has been put at the disposal
of the Borrower — the continued existence of the Credit, will become, for such Lender, illegal, then such Lender is at liberty to refuse to put the Credit, in whole or in part,
at the disposal of the Borrower, or — if the Credit, in whole or in part, has already been put at the disposal of the Borrower — such Lender will be entitled to demand, of
the Borrower, the settlement of the unsettled portion of the Credit (together with interest up to the actual date of settlement) and the Borrower hereby undertakes to
repay all the above stated amounts, to such Lender, within 90 days of the date of first demand in writing on the part of such Lender aslong asin the above stated
demand, it will be stipulated that it is based on the provisions of this Section and an appropriate explanation will be attached to it. It is clarified that in the stated case,
the Borrower will not be required to pay early settlement commission or other payments with respect to the early settlement. It isalso explicitly clarified that, in the
above stated case, the Borrower will not be required to also settle the parallel credit granted by the remaining Lenders should theillegality not be relevant to them.




Guarantees

The guarantees detailed in this Section below, that will be produced for the Lenders, will serve to guarantee the full and precise settlement of the Credit and of all the
remaining amounts owing and that will be owing to any of the Lenders by the Borrower, in accordance with the Credit Documents and al so to guarantee any debt or other
undertaking, from any source whatsoever, of the Borrower with respect to any of the Lenders:

8.1 Generd first ranking floating charge, without limitations on the amount, on all the existing and future assets and rights of the Borrower and afirst ranking fixed charge,
without limitation in the amount, on the unpaid share capital and the equity of the Borrower (the "Floating Charge”). The Charge will be imposed on the assets, the
rights, the unpaid share capital and the equity, they being free and clear, with the exception of “Permitted Liens’, as this term is defined in the Purchase Agreement.

8.2 Firstranking fixed charge on all therights of the Borrower in accordance with the Purchase Agreement to receive amounts of indemnification in accordance with the
provisions of Section 11.4 of the Purchase Agreement aswell as the receipt of indemnity amounts in accordance with alternatives (i) and (ii) of Section 11.2 of the
Purchase Agreement. The Borrower will transfer, to each of the Lenders, irrevocable instructions signed by the Borrower and referred to Smile and authorized by its

signature, in the wording attached hereto as Annex 8.2, to transfer any amount that will be owing to the Borrower in accordance with the stated clauses of the Purchase

Agreement, directly to the Borrower' account with each of the Lendersin accordance with its Rate of Participation. It is agreed that amounts that will be received in
accordance with Section 11.4 of the Purchase Agreement will be handled as follows — atotal of 66.66% of this amount will be used for the early settlement of the Credit
under the terms and conditions as detailed in Section 6 above, with the following change: The Credit that will be settled against Loan C that was granted within the

framework of Credit C will not be provided anew, and the Outstanding Amount or the Revised Outstanding Amount, as is appropriate, will be reduced accordingly, and

the balance can be used by the Borrower for any purpose whatsoever, including distribution to shareholders, directly or indirectly, in the Borrower, in any manner
whatsoever, and without any limitations whatsoever. Amounts that will be received in accordance with the alternatives (i) and (ii) of Section 11.2 of the Purchase

Agreement will be used in full for the early settlement of the Credit under the conditions as detailed in Section 6 above with the following change: The Crediit that will be

settled against Loan C that was granted within the framework of Credit C will not be provided anew, and the Outstanding Amount or the Outstanding Renewed
Amount, asis appropriate, will be reduced accordingly.

8.3 First ranking fixed charge on account of the accumulation as defined in Section 10.4.2.2. below, on all the monies credited or to be credited in favor of the accumulation

account and all the Borrower'srightsin respect thereof. Aswell as afirst ranking fixed charge on account of the securities linked to the accumulation account on all the

securities and the rights charged and which will be charged to the credit of the securities account and all the Borrower's rights with respect thereto.

84 Unlimited permanent guarantee of the amount that will be signed on by Merhav and unlimited permanent guarantee of the amount that will be signed on by Ampal
American Israel Corporation in the wording attached as Annex 1.1.39, which, in spite of that stated at the beginning of this Section 8, will only guarantee the amounts

aswill be detailed in the letter of guarantee. The Borrower undertakes to produce to the Lenders by no later than March 15, 2010, an authorization from Ampa American

Israel Corporation's lawyer attesting to the fact that the guarantee is valid and obligates Ampal American Israel Corporation under the applicable law.
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8.6

8.7

Second ranking fixed charge after charges that will be created for the benefit of the Institutions, on all Merhav shares existing on the Closing Day, and on all the rights
derived therefrom and relating thereto, including and without derogating from the stated generality, the rights to receive dividends or any other distribution with
respect to the shares as well as the undertaking on the part of Merhav to create, for the benefit of the Lenders, acharge of the ranking as detailed above, on all
additional sharesthat it will receive (directly or indirectly) in the Borrower and this together with the receipt thereof. It is hereby agreed that the charge will be subject to
the limitations detailed in Annex 8.5 to this Agreement; it is clarified that aslong as the Lenders have not realized the above stated charge, all the amounts or assets that
Merhav will receive from the Borrower in the wake of a“distribution” (as defined in the Companies Law), with respect to Merhav's sharesin the Borrower, will be
released to Merhav for its requirements.

First ranking fixed charge on al the rights of Merhav to the Borrower with respect to the loans provided by Merhav to the Borrower as well as the undertaking by
Merhav to create, for the benefit of the Lenders, acharge of the ranking as detailed above, on all the rights for the repayment of the additional loansthat will be granted
to the Borrower, and this together with their being provided. It is agreed that Merhav will be at liberty to use the amounts received under the provisions of Section
10.4.2 below for the purpose of the payments to the Financial Institutions.

First ranking fixed charge on all the shares that will be transferred on the Closing Day to the ownership of the Borrower in 012 Telecom Ltd. and all the rights derived
therefrom and related thereto, including, and without derogating from the stated generality, the rights to receive dividends or any other distribution with respect to the
shares. It is hereby agreed that as long as no Instance of Breach has occurred, the Borrower will be at liberty to use the cash dividend amounts that will be transferred
to the Borrower from 012 Telecom Ltd., for any purpose, subject to the provisions of this Agreement.

8.7.1 The Borrower undertakes that by no later than the lapse of 30 days from the Closing Day, Article 37awill be added to the 012 Telecom Ltd. Articles of
Association, in the following wording: “ That stated in Articles 36 and 37 will not apply to the realization of any charge whatsoever created and / or which
will be created with respect to the sharesin the company, in whole or in part, for the benefit of abanking institution. For the avoidance of doubt, itis
clarified that any realization of acharge as stated, will be executed subject to obtaining the approval of the Minister as defined in the specia general
license issued to the company for the provision of internal land line based Bezeq services on December 21, 2005, as amended and / or will be amended
fromtimeto time.” “ Banking I nstitution ” — as defined in the Banking Law (Licensing) 5741 — 1981.

Declarations by the Bor rower

The Borrower declares and undertakes to the Lenders asfollows:

9.1

9.2

The Borrower is a private company incorporated and registered in accordance with the laws of the State of Israel.

On the Closing Day, there are no claims, arbitration, discussions or administrative process pending against the Borrower, with the exception of an application to
authorize an arrangement under Article 350 of the Companies Law 5759 — 1999, of December 15, 2009 and the Borrower is not aware of any claim, arbitration, discussions
or administrative process pending against Smile with the exception of the above stated application and the claims detailed in the Purchase Agreement and all its
appendixes and with the exception of that as detailed in Annex 9.2 of this Agreement. Furthermore, no information has been received by the Borrower with respect to
the intention to open a process, as stated, against the Borrower or against Smile.




9.3

9.4
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9.6

9.7

9.8

On the Closing Day, thereis no lien or mortgage of any kind on the assets of the Borrower, (subject to that stated in Section 8.1 above), thereis no undertaking on the
part of the Borrower to create alien or mortgage of any kind on any of the assets of the Borrower, and no entity whatsoever has aright of financial security or other
right in any of the assets of the Borrower and there is no undertaking on the part of the Borrower to impart, to any entity whatsoever, rights of financial security or
similar right in any of the assets of the Borrower, with the exception of liens created and / or which will be created by the Borrower in favor of the Lenders under the
terms of this Agreement, and the current second ranking chargein favor of the Institutions with respect to the loan by the Institutions that will be subject to limitations
asdetailed in Annex 9.3 to this Agreement.

Neither the Borrower nor Merhav have any ground for the cancellation of the Purchase Agreement in accordance with the grounds for cancellation detailed therein. Itis
clarified that should the Borrower and / or Merhav are aware of aground as stated up to the Closing Day, then even if the Borrower will decide to not realizeitsright to
cancel the Purchase Agreement, the Borrower must inform the Lendersin writing regarding the ground as soon as possible after becoming aware of the ground for the
first time, and the Lenders will be entitled not to provide credit and to cancel this Agreement.

Asat the Closing Day, all the agreements, the permits and the authorizations required with respect to the execution of the Purchase Agreement, have been given to the
Borrower by the Anti Trust Authority aswell as by the Ministry of Communications and no additional authorizations whatsoever are required from other regulatory
authorities.

Merhav isthe holder of 100% of the issued share capital of the Borrower, and is the sole direct controlling shareholder in the Borrower.

The Borrower hasthe legal powers, the authority and the rights to contractually associate under this Agreement and to fulfil all its provisions and conditions, and all
the Borrower's undertakings under this Agreement which are, in the framework thereof or in connection therewith, are legal, effective, valid, obligating and enforceable
on the Borrower in accordance with all its terms and conditions.

All the agreements, the authorities, the permits and the authorizations required under the Provisions of the Law, in accordance with the Borrower’s documents of
incorporation, in accordance with the Purchase Agreement, and in accordance with any other agreement that the Borrower or the controlling shareholdersin the
Borrower isaparty to, for the purpose of contractually associating in the Purchase Agreement and the execution thereof in accordance with the provisions thereof, for
the purpose of the signing of this Agreement by the Borrower, for the purpose of obtaining credit from each of the Lendersin accordance with this Agreement, for the
purpose of creating the Securitiesin favor of each of the Lenders as detailed in this Agreement and for the purpose of granting prioritiesto the Lenders over third
parties with respect to the above stated Securities (with the exception of the permitted liens existing over the mortgaged assets within the framework of the floating
charge as stipulated in Section 8.1 above and with the exception of the lien on the Borrower’s shares, as stated in Section 8.5 above, which will be only of second
ranking) and for the purpose of the execution of all that stated in this Agreement.




9.9

9.10

9.11

9.12

9.13

9.14

9.15

9.16

That by the Closing Day, the authorization of the Court will be obtained with respect to the application of December 15, 2009, submitted by the Borrower under Article
350 of the Companies Law and that the confirmation of the Borrower’s attorney of the fact that up to the Closing Day, no objections to the execution of the arrangement
were submitted to the Court and that the period for the submission thereof, by law, has ended, will also be obtained. That the Borrower has carried out all the actions
and has taken all the decisions and authorizations required for the purpose of the signing the Credit Documents and the execution thereof, and that the signing on the
part of the Borrower on these documents obligates the Borrower to all intents and purpose. That each of the Credit Documents, after they will be signed by the other
parties to the Agreement, will constitute an obligating and valid legal undertaking on the part of the Borrower, and will be enforceable on the Borrower in accordance
with the terms and conditions thereof.

Thereis no limitation or exclusion under the law or in accordance with any agreement for the upholding of all the undertakings of the Borrower in accordance with this
Agreement, and thereis no limitation and / or exclusion as stated for the provision of the Securities in accordance with this document and that there are no limitations to
therealization of the Securities in accordance with this document, on the part of any of the Lenders, with the exception of limitations in accordance with the Licenses
and the limitations as stated in Annex 8.5 to this Agreement.

The Purchase Agreement has been legally signed and, as at the Closing Day, isvalid, to all intents and the purpose, and obligates all the partiesto it in accordance with
itsterms and conditions.

That all the information and the documents handed over to the Lenders or to the Bank Coordinator or to anyone acting of their behalf, in accordance with the Credit
Documents, were correct, in full and precise at the time of the handing over thereof.

With the exception of their undertakings in accordance with the Purchase Agreement, no undertaking has been given on the part of the Borrower and / or on the part of
the controlling shareholdersin the Borrower, with respect to Smile, and the purchase consideration will be paid in full by means of the Credits and by means of the
Independent Resources.

The Borrower is not in possession of information, that is not in the public domain, with respect to Smile or with respect to the Acquired Assets and / or with respect to
the Purchase Agreement, which was not brought to the attention of the Lenders, and which, to the best of the Borrower's understanding, if it had been brought to the
attention of any of the Lenders, would have lead to the Lenders, all or some thereof, to refrain from providing the Credit for the benefit of the Borrower, or would have

lead to their not agreeing to rely on the Securities detailed in this Agreement.

To the best of the Borrower’s knowledge, no Instance of Breach has occurred.

As at the date of the signing of this Agreement, all the terms and conditions and all the representations detailed therein, with the exception of the terms and conditions
that are to be upheld after this date, are being upheld. The Borrower is not in breach of the terms and conditions and undertakings detailed in this Agreement. With
respect to all the terms and conditions that must be upheld in accordance with this Agreement, after the date of the signing of this Agreement, there is no exclusion to
executing and / or upholding them in full and on time.




10.

Additional Undertakingson the Part of the Borrower.

Without derogating from the Provisions of the Law and the provisions of the Credit agreement, the Borrower undertakes, to each of the Lenders, to uphold the following
undertakings, at all times up to the settlement of all the Credit amounts:

10.1 Financial Information

The Borrower undertakes to submit to each of the Lenders:

1011

10.1.2

10.1.3

No later than April 7 each year, the annual Financial Statements as at December 31 of the previous year. The following will be attached to the above
stated Financial Statements: a). A confirmation, in the name of the Borrower, from the Chief Financial Officer (CFO) or from the Chief Executive Officer
(CEO) of the Borrower, in accordance with which, the Borrower has complied with all the financial bench marks detailed below. b). Details of the relevant
data and an exhaustive explanation with respect to the manner of the calculation of the Borrower complying with the financial bench marks. c). Solo
Financial Statements referring to December 31 of the previous year, insofar as the Borrower customarily does, during the period related to the matter,
draw up solo Financial Statements as stated, including for itsinternal use and d). Details of the Related Corporations existing as at December 31 of the
previous year.

No later than 61 days after the end of each quarter, the Financial Statementsrelating to the preceding quarter, aswell as: Details of the unsettled balance
of Loan A, of Loan B and of Loan C aswas the situation on the last day of the preceding quarter, with respect to each of the Lenders separately, details
of the management fees paid by the Borrower during the course of the preceding quarter, insofar asthisisnot detailed in the Financial Statements
relating to the matter, and insofar that, at the Closing Day, the Borrower selected the alternative as detailed in Section 5.3.2 — details of the unexploited
balance of the Line of Credit C that was (insofar asit was), on the last day of the preceding quarter, with respect to each of the Lenders separately.
Furthermore, the following will be attached to the above stated Financial Statements: a). A confirmation, in the name of the Borrower, from the Chief
Financia Officer (CFO) or from the Chief Executive Officer (CEO) of the Borrower, in accordance with which, the Borrower has complied with all the
financial bench marks detailed below. b). Details of the relevant data and an exhaustive explanation with respect to the manner of the calculation of the
Borrower complying with the financial bench marks. c). Details of the Related Corporations existing as at the end of the quarter to which the Financial
Statements refer, as stated.

No later than 2 days prior to the Assessment Date, all the relevant data for the purpose of the calculation of the compliance of the Borrower with the
benchmarks stipulated in Sections 10.3 and 10.4.2, signed, in the name of the Borrower, by the Chief Financial Officer (CFO) or by the Chief Executive
Officer (CEO) of the Borrower.




10.1.4

10.15

10.1.6

10.1.7

10.1.8

10.1.9

10.1.10

Should the Borrower not draw up solo Financial Statements, for any particular fiscal year, then the Lenderswill be at liberty to demand of the Borrower,
and the Borrower will be obliged to arrange for the Lenders, a presentation — on adate that will be set in coordination with the Lenders and the Borrower,
but no later than May 31 — with respect to the solo financial data of the Borrower for such fiscal year, accompanied by explanations and notes insofar as
will be demanded by the Lendersin that context.

Should one of the Lenders notify the Borrower that, in accordance with the demands of the Bank of Israel, the submission of Financial Statementsis
required at an earlier date than any date stipulated above, the Borrower undertakes to bring the submission of the Financial Statement forward to such
date.

The Borrower confirmsthat it has been informed of the demands of the Bank of Israel with respect to the submission of Financial Statements on time and
that adelay in the submission of the Statementsislikely to cause any of the Lenders, inter aliaadditional costsand/ or to obligate any of them to make a
provision in their books.

The Borrower will submit, to the Lenders, areport regarding any management agreement or other agreement that gives the controlling shareholdersin the
Borrower theright to any payment whatsoever from the Borrower or from the companies under its control, immediately after the signing thereof. For the
avoidance of doubt, it is hereby clarified that there is nothing stated in this Section to permit the payment of any payment whatsoever to the controlling
shareholdersin the Borrower, except in accordance with, and subject to, the limitations detailed in Section 10.4 below.

The Borrower will submit, to the Lenders, acopy of every authorization, notification, report or any other document that the Borrower is obliged to submit
to the Registrar of Companies and / or to the Securities Authority and / or to the Stock Exchangein Tel Aviv and/ or to the Ministry of Communications
and/ or to any other Authority and which isintrinsic for the purpose of examining capability of the Borrower to meet its obligationsin accordance with
this Agreement and this as soon as possible after the producing thereof to such entity. If the notification or the report are published on the date of the
submission thereof to the relevant Authority, on the Authority’s website, the Borrower will inform the Lenders in writing regarding the submission of the
report or notification, as stated, to the relevant Authority and submit a copy thereof to any of the Lenders, at its behest.

The Borrower will submit to the Lenders, at the end of 30 days after the Closing Day, a proformareport of the Borrower that will reflect the execution of
the Purchase Agreement, signed in the name of the Borrower, by the Chief Financial Officer (CFO) or by the Chief Executive Officer (CEO) of the
Borrower.

The Borrower will submit to any of the Lenders, at the reasonable demand of the Lender, subject to and in accordance with the Provisions of the Law,
reports, documents, information and clarifications which, in the opinion of such Lender, are relevant for the purpose of the management of the Credits,
the charges and the Securities, insofar aswill be demanded by the Lendersincluding, but without derogating from the generality of the above stated, any
information and documents with respect to the business and the financial state of the Borrower and of the corporations under its control and the
Financial Statements of the corporations under the control of the Borrower, insofar as the above stated corporations generally draw up, at that time,
Financial Statements on a separate basis.




10.2

10.1.11 The Borrower undertakes to transfer to the Lenders, a notification, in any case that the Borrower will become aware of the occurrence of an Instance of
Breach, and this close to the time of the Borrower becoming aware of the breach.

10.1.12 The Borrower will submit, to the Lenders, acopy of every notification or essential material that the Borrower will submit to its shareholdersin their
capacity as shareholdersin the Borrower (that is, any material that the shareholdersin the company have aright to peruse, as stated in Article 184 of the
Companies Law), close to the time of the stated submission.

10.1.13 The Borrower will transfer to the Lenders, any notification in writing received from a Government or Administrative Authority, with respect to the
Licenses or any one thereof, with respect to a breach or apparent breach of the terms and conditions of the Licenses or any one thereof, the cancellation,
suspension thereof or intrinsic change thereto, and thisimmediately after the receipt of the above stated notification.

All the documents and the data required of the Borrower in accordance with this Section 10.1 will be drawn up to the satisfaction of the Bank Coordinator. In order only
to eliminate doubt, it is hereby clarified that, subject to the remaining provisions of this Agreement, the handing over of the above stated documents and information is
subject to the obligation of banking confidentiality customary in Israel.

Accessto Data

The Borrower will enable the Lenders, including their employees and office holders (hereinafter — the “ Representatives of the Lenders”), access to the books,
documents, data or other information whatsoever in its possession, and the Borrower will also enable the Lenders or the representatives of the Lenders as stated, to
obtain copies of the stated material, insofar as the matter will be deemed by the Lenders or their Representatives required to execute this Agreement or to manage the
Credit and the Securities or to protect the rights of the Lenders in accordance with the Credit Documents.

In addition, the Borrower will enable the Lenders professional consultants nominated with the consent of the Borrower who have entered into confidentiality
undertakings towardsiit, access to its books, documents, data or information of any kind in its possession, and will also enable the aforesaid consultants to be provided
with copies of such material to the extent that it seems to the consultant, arelevant requirement for the purpose of providing the services that they have agreed with it,
to the Lendersin connection with its executing this Agreement or managing the Credit and Securities or protecting the Lenders' rights according to the Credit
Documents.




The Borrower will not refuse to give its agreement to the appointment of any consultant whatsoever for reasons that are not reasonable. Furthermore, in any case of refusal, the
Borrower will justify itsrefusal in writing. The Borrower hereby agreesin advance that Leumi Partners Investigations Ltd., will serve as an consultant subject to its signature on anon
disclosure agreement in awording acceptabl e to the Borrower and to that fact that the workers who will be employed to this end at Leumi Partners Investigations Ltd. will not carry out
work for, or with respect to, any of the Borrower’s competitors, within the framework of which, the above stated workers will be in contact with any of the competitors or the office
holders therein.

In addition, the Borrower will cooperate and will cause the office holders, consultants and relevant workers acting on behalf of the Borrower, to cooperate with the
Lenders, their consultants or representatives of the Lenders as stated, will meet with them from time to time and will transfer to them any information or material as
stated, all as the Lenders, their consultants, or representatives will deem necessary for them, and subject to the above stated limitations.

The Borrower declares that there is nothing in the appointment of the consultants acting on behalf of the Lenders as stated, and in the reports or information of any
kind whatsoever, that will be handed over by those same consultants to the Lenders, in order to release the Borrower from any obligation whatsoever imposed on the
Borrower, with respect to the Lenders, in accordance with the Credit Documents, whether an undertaking to transfer reports and information or with respect to any
other undertaking whatsoever, or in order to impose on the L enders or on the representatives of the Lenders or on the consultants acting on their behalf, any obligation
whatsoever, or any liability with respect to the Borrower — with the exception of the obligation of confidentiality imposed on the consultants as will be detailed in the
non disclosure agreement that will be signed by them as stated above — or in order to constitute awaiver of any kind on the part of the Lenders, or any estoppel
whatsoever with respect to the Lenders or other allegations and such forth.

In order to only eliminate doubt, it is hereby clarified that, subject to the remaining provisions of this Agreement, the handing over of the documents and the
information as stated above is subject to the obligation of banking confidentiality applicablein Israel.

10.3 Undertaking to Comply with the Financial Benchmarks (an Example of the Manner of the Examination Attached as Annex 10.3)

The Borrower undertakes to the L enders to comply with each of the financial benchmarks detailed in this sub-section below, which will be examined at each
Assessment Date:

1031 The Operating Profit to service the Debt (EBITDA) of the Borrower will not be less than atotal of NIS 220 million, this amount being linked to the index,
commencing from the Known Agreement Index.

10.3.2 In accordance with the data of each of the calendar quarters detailed below, the Debt Service Ratio of the Borrower will not be less than the value
stipulated in the following table with respect to such quarter.




2010
2011
2012
2013
2014
2015

2010
2011
2012
2013
2014
2015

With Respect ~ With Respect With Respect ~ With Respect

to Q1 to Q2 to Q3 to Q4
1.230 1.230 1.251
1.251 1.281 1.281 1.322
1.322 1.361 1.361 1434
1434 1510 1510 1.547
1.547 1.582 1.582 1.614
1614 1.648 1.648

Itisclarified that the unsettled balance of the principal of Loan C will be deducted from the Debt Service Ratio.

1033 In accordance with the data of each of the calendar quarters detailed below, the Debt Service Ratio of the Borrower will not exceed the value stipulated in
the following table with respect to such quarter.

With Respect ~ With Respect ~ With Respect ~ With Respect

to Q1 to Q2 to Q3 to Q4
3.830 3.830 3.651
3.651 3425 3425 3.208
3.208 2,981 2.981 2.786
2.786 2111 2111 1.936
1.936 1.752 1.752 1.587
1.587 1.410 1.410 1.246

Itisclarified that for the purpose of the examination of the compliance on the part of the Borrower with al of the financial benchmarks detailed in Sections 10.3.1, 10.3.2
and 10.3.3 above, in each of the quartersin 2010, the cumulative Operating Profit to service the Debt (EBITDA) as at the Closing Day, will be taken when adjusted by an
annual calculation.

The financial benchmarkslaid down in Sections 10.3.1, 10.3.2 and 10.3.3 above (* The Benchmarks”), are based on accounting standards, accounting rules, estimates
and accounting policies (“ Financial Reporting ") asimplemented in the most recent Financial Statements of the Borrower, as at the date of this document (* The Most
Recent Statements™).

A different financial reporting from that on which the drawing up of the most recent Statements was based, including, but not limited to, in the wake of the
implementation of the International Financial Reporting Standards (IFRS), new / other / any financial reporting standardsin Israel or abroad, achangein estimates and /
or achangein financial reporting policies (all the above stated will be hereinafter called, jointly and severally - “ New Financial Reporting "), islikely to bring about
changes which will have ramifications on the benchmarks.

Therefore, the Borrower agrees as follows:

At any timethat it will transpire in the perception of the Lenders, at their sole discretion, that changes have been made and / or are about to be made to the Borrower’s
Financial Statements, in the wake of the New Financial Reporting, they will be at liberty, after consulting with the Borrower and upon obtaining the agreement of the
Borrower, to determine what are the changes required in the benchmarks (* The Amended Benchmarks™) in order to adjust them to the stated changes, and thiswith
the intention of adjusting them to the original financial purpose for which the benchmarks were determined.
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Should the Bank Coordinator inform the Borrower what the amended benchmarks are — these will obligate the Borrower commencing from the date of the submission of
the notification by the Bank Coordinator and will view this appendix asif it includes, commencing from the date of the submission of the notification by the Bank
Coordinator, the Amended Benchmark.

It is hereby agreed that in any case that a difference of opinion between the Borrower and the Lenders will become apparent, with respect to the changes required in the
benchmarks in the wake of the New Financial Reporting, the parties will appoint an expert who is an independent auditor, belonging to one of the big five auditing firms
in lsrael, who will determine what the Amended Benchmarks are and his ruling will obligate the parties. The Borrower will bear the cost of the fees of the above stated
expert.

Undertakings with respect to Payments to Stakeholders

104.1 With the exception of that detailed in Sections 10.4.2 and 10.4.3 below, the Borrower and any Related Corporation, will not pay, directly or indirectly, in
any manner whatsoever, to any of the Stakeholdersin the Borrower or to arelative of an Stakeholder and / or to a corporation (including a partnership or
enterprise) under the control of any of them, (not through the Borrower) and / or to a corporation (including a partnership or enterprise) under the control
of any of them together with others (not through the Borrower) and / or to athird party who will replace them or act on their behalf, dividends,
repayments of owners equity, salary, expenses, management fees, consultancy fees, participation fees, commissions or and amount owing and / or will be
owing to them, with respect to any other ground whatsoever, whether in money or money equivalents, and will also not allow then to withdraw a
monetary amount or monetary equivalent amount, as stated, without obtaining the prior written agreement of the Lenders. In spite of that stated in this
Section above, it is hereby agreed that the Borrower aswell as a Related Corporation, will be entitled to pay the CEO of the Borrower or of a Related
Corporation, salary with respect to his office at the Borrower or at a Related Corporation and also to pay adirector in the Borrower or in the Related
Corporation, or to a Stakeholder or to the relatives of the Stakeholder, as the case may be, acceptable salary with respect to his position as adirector or
other officer in the Borrower or in the Related Corporation. Furthermore, the Borrower or the Related Corporation will be at liberty to pay amounts to the
Stakeholders and their relatives, as stated above, with respect to transactions and contractual associations that are conducted in the course of the
regular business of the Borrower or the Related Corporation and of the Stakeholder and under market conditions.




104.2 It ishereby agreed that the Borrower will be at liberty to pay Merhav payments as detailed below subject to the upholding of all the following terms and
conditionsin accumulation:

10421

10422

10423

On every date of institutional payments as detailed in the settlement table attached as Annex 10.4.2.1 to this Agreement, or as will be amended
in accordance with that stated in Section 1.1.1. (* Financial I nstitutions Settlements Time Table"), the amount of payment to Financial
Institutions relevant at that date. It is hereby agreed that in the case that Merhav will alter the terms and conditions of the Financial I nstitutions
loan and, as aresult thereof, the amounts that will be required to be settled with the Financial Institutions every three months will be lower than
the amounts detailed in the Financial Institutions Settlements Time Table, and also in the case that Merhav will replace the loan from the
Financial Institutions with credit from another financial institution, and the amounts that it will be required to settle with respect thereto, every
three months, will be lower than the amounts detailed in the Financial I nstitutions Settlements Time Table, the Financial Institutions Settlements
Time Table will be replaced in accordance with the amended or replaced credit terms and conditions as is appropriate, and the new Financial
Institutions Settlements Time Table will apply and obligate from such date. At the date of the replacement of the Financia Institution
Settlements Time Table as stated above, the partieswill sign on an amendment to this Agreement for the purpose of changing the definition of
theloan from the Financial Institutions and the institutional payments accordingly.

By no later than 2 Business Days prior to the date of the execution of the payments to Financial Institutionsin accordance with sub-section
10.4.2.1 above, the Borrower will deposit, in a separate account, (the “ Accumulation Account”) which will be conducted in the name of the
Borrower at the Central Tel Aviv Branch (800) of the Bank Coordinator, an identical amount to the amount of the payments to the Financial
Institutions for such date. The obligation of the Borrower to deposit the amounts as stated in the sub-section will be until the amounts that will
be accumulated in the accumulation account will reach the accumulated amount — as the above stated amount will be estimated by the Bank
Coordinator — of the interest that the Borrower will have to pay to the Lenders with respect to Loan A, Loan B and Loan C at two consecutive
payments dates of each of the above stated loans, that apply after the date of the execution of the payment to the Financial Institutions related
to the matter.

Together with the first deposit in favor of the accumulation account, the Borrower will create, in favor of the Lenders, afixed charge of first
ranking, on the accumulation account and on all the monies that will be deposited into the stated account and all the rights with respect thereto,
for the purpose of guaranteeing its debts and undertakings with respect to the L enders regarding the Credit Documents. The charge will bein
the wording and under the terms and conditions as will be acceptabl e to the Bank Coordinator and the company will produce for the Bank
Coordinator, upon the creation of the lien, any authorization and agreement as will be demanded by the Bank Coordinator.

In thismatter it is clarified that:

The Borrower will be at liberty to invest the moniesin the accumulation account in short term banking deposits, short term loans, or negotiable
securities or negotiable Exchange Traded Notes issued by the State of Israel. To this end, the values of the short term banking deposits and / or
the securities and / or the Exchange Traded Notes will be considered in accordance with their closing price on the Tel Aviv Stock Exchange, 2
Business Days prior to each payment date to Financial Institutions. Surpluses that will accumulate over and above the amounts required as
stated in Section 10.4.2.2. above, will be able to be withdrawn by the Borrower.




2010
2011
2012
2013
2014
2015

2010
2011
2012
2013
2014
2015

104.24 Asat the[date of the] Financial Statements known at the date of the relevant payment to the Financial Institutions, the overall Debt Service
Ratio will not be less that the value stipulated in the following table, with respect to the quarter that is the subject of the above stated Financial
Statements:

With Respect ~ With Respect ~ With Respect ~ With Respect

to Q1 to Q2 to Q3 to Q4
1.293 1.293 1.209
1.209 1.146 1.146 1.183
1.183 1.161 1.161 1.216
1.216 1.274 1274 1.306
1.306 1.336 1.336 1.365
1.365 1.39%4 1.3%4

Itis hereby clarified that the unsettled balance of the principal of Loan C will be offset from the Debt Service Ratio.

10.4.2.5 Asat the[date of the] Financial Statements known at the date of the relevant institutional payment, the total Debt Service Ratio will not exceed
the value stipulated in the following table, with respect to the quarter that is the subject of the above stated Financial Statements:

With Respect ~ With Respect ~ With Respect ~ With Respect

to Q1 to Q2 to Q3 to Q4
3.377 3.377 3219
3.219 3.043 3.043 2.850
2.850 2.801 2.801 2,619
2.619 1.999 1.999 1.833
1.833 1.672 1.672 1514
1514 1.356 1.356 1.199

10.4.2.6 Asat the date of the payment of the relevant I nstitutional payments, the amount of the Operating Profit to service the Debt will not be less than
an amount of NIS 230 million, with this amount being linked to the Known Agreement Index.

Itisclarified that for the purpose of the examination of the compliance of the Borrower with each of the financial benchmarks detailed in
Sections 10.4.2.4, 10.4.2.5, 10.4.2.6 above, in each of the quarters applicable during 2010, the cumul ative Operating Profit to service the Debt
(EBITDA) from the Closing Day will be taken, it being adjusted by an annual calculation.
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10.4.4

10.4.2.7 Commencing from the lapse of 36 months from the Closing Day (and after the payment to the Financial Institutions and the payment to the
Lenders due at that point in time) and aslong as Loan C, insofar as such exists, has not been settled, the payment to the Financial Institutions
will be dependent, in addition to that stated heretofore and hereinafter, upon obtaining the prior authorization of the Lenders, in writing, for the
execution thereof. The Lenderswill not withhold such authorization, provided that the Borrower satisfies them, prior to the execution of the
payments to the Financial | nstitutions, with respect to the Borrower’s ability to settle the unsettled balance of the principal of Loan C, in full
and on time.

10.4.2.8 At thefirst date upon which the payment to the Financial Institutions will be executed, the Lenderswill bein possession of the Financial
Statements referring to the preceding quarter, and the data that will be included in the Financial Statements as stated, will indicate the fact that
the Borrower was an active company during a minimum period of three months.

10.4.2.9 The Borrower has complied with all its obligations to each of the Lendersin accordance with the Credit Documents.
10.4.2.10 No Instance of Breach has occurred.

Furthermore, it is hereby agreed that the Borrower will be entitled to pay Merhav, a Stakeholder in the Borrower (as defined in the Securities Law) or
bodies related to them, management fees, the cumulative total of which, in acalendar year, will not exceed NIS 15 million, linked to the Known Agreement
Index (the “Maximum Management Fee Amount”) as well as the payment of the Value Added Tax, against an invoice that Merhav will produce to the
Borrower, with respect to the interest paid on the Subordinate L oans, subject to all the following terms and conditions: (a) The terms and conditions
detailed in Sections 10.4.2.9 and 10.4 2 10 will be upheld, (b) the Lenderswill bein possession of Financial Statementsindicating the fact that the
Borrower was an active company during aminimum period of three months. It is hereby clarified that the amount of the management feesrefersto each
calendar year separately. Should management fees not be paid in a particular year — not as result of the Borrower failing to comply with the terms and
conditions detailed in Sections 10.4.2.9 and 10.4 2 10 above — all or part thereof, the Borrower will be entitled to pay them subject to the upholding of the
terms and conditions as stated above, only in the subsequent year.

The Borrower and any Related Corporation will not carry out, directly or indirectly, exceptional transactions as defined in the Companies Law (including
provision of loans by the Borrower or a Related Corporation), with any of the Stakeholdersin the Borrower, or arelative of a Stakeholder and / or with a
corporation under the control of any of them (not through the Borrower) and / or with a corporation under the control of any of them together with
others (not through the Borrower) and / or with athird party that will replace them or act on their behalf, without obtaining the prior authorization of the
Lenders. Itisclarified that, in the matter of the definition of “exceptional transactions’, the market conditions and the regular course of business will be
examined relative to each of the parties to the transaction.




10.5 Conducting the Business of the Borrower.

10.6

105.1

10.5.2

10.5.3

10.54
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10.5.6

10.5.7

The Borrower will not alter thefield of its activities from the Area of Business except subject to that stated in Section 10.5.2 below.

The Borrower undertakes that, without the prior written agreement of the Lenders, the Borrower will not carry out significant investments that are not in
the Area of Business, except after obtaining the prior written agreement of the Lenders. In the matter of this Section 10.5.2, “significant investments’ —
investments of an annual cost of acumulative total exceeding NIS 5 million (linked to the Known Agreement Index), in each calendar year.

For the avoidance of doubt, and without derogating from the obligations of the Borrower detailed in the remaining Sections of this Agreement, or in the
Security Documents, it is hereby clarified that all the activities purchased by the Borrower in accordance with the Purchase Agreement will be carried out
and managed by the Borrower directly and will, at all times, be under the ownership of the Borrower.

The Borrower undertakes that any corporation that the Borrower is, or will be, a Stakeholder therein, including partnerships that the Borrower will,
directly or indirectly, be the owners thereof, at arate of 5% and over, will only deal in activitiesin the Area of Business.

The Borrower undertakes not to execute, not to undertake to execute, and not to institute any procedures whatsoever to execute a Merger (with the
exception of in accordance with the application submitted to the Court on December 12, 2009, for an arrangement in accordance with Article 350 of the
Companies Law 5759 — 1999) without obtaining the prior written authorization of the Lenders for this purpose. To this end, the Borrower undertakes to
transfer to the Lenders, immediately, any information and document, required by the Lenders, at their discretion, with respect to the requested Merger, in
order for them to determine their position with respect to the Merger.

The Borrower undertakes that no Related Corporation will create, for the benefit of any entity whatsoever, alien of any kind whatsoever, on its assets or
on part thereof, including on equity and non-paid up share capital.

The Borrower undertakes that it will not sign any guarantee to secure debts or undertakings of a corporation (including a partnership or venture) in
which the Borrower is not a controlling shareholder, with respect to any entity, and neither will the Borrower undertake to indemnify any entity
whatsoever with respect to the non-upholding of a debt or undertaking of the corporation (including a partnership or venture) as stated, with respect
thereto, without obtaining the prior written authorization of the Lenders.

Undertaking to Produce Valuation

The Borrower will produce for the Lenders, at their behest, in which the Lenders will stipulate that it derives from a provision or demand from the Bank of Israel, and no
more than once ayear, an assessment of the value of the Borrower, (by cash flow capitalization, DCF, and in accordance with additional requirementsthat will belaid
down by the Bank Coordinator in light of the provisions or demands of the Bank of Israel, as such will be from time to time), by an independent val ue assessor, who will
be agreed upon by the Lendersin advance. For the avoidance of doubt, it is clarified that the Borrower will bear all the costsrelated to the value assessment as stated.




11. Immediate Settlement

Itisagreed that in each of the events detailed hereunder, the Lenders (as required by each of them) are entitled to adopt one or more of the reliefs detailed hereunder. For the avoidance
of doubt, it isclarified that if the Lenders abstain from adopting a specific relief, thiswill not detract from their right to do so on any future occasion; al at their discretion and without
time limitation. Notwithstanding the aforesaid, it is hereby agreed that notwithstanding the occurrence of an Event of Breach, the Lenders, not having adopted any of thereliefs
available to them and the Event of Breach having been rectified or no longer subsisting by the date on which the Lenders seek to adopt any of the reliefs available to them, then the
Lenderswill not be entitled to adopt such reliefs. Itis clarified that nothing in the aforesaid shall derogate from the Lenders' rights to adopt any relief whatsoever in respect of another
Event of Breach, if and to the extent there is such:

(@ Not to provide the Borrower with any additional credit that they have undertaken to provide under this Agreement;

(b) Todemand the immediate payment of the balance of the undischarged Credit or part thereof, together with linkage differentials, exchange rate differentials, interest
cumulative up to such time and not yet paid, expenses, other obligations and commission that have accumulated up to such time and have not been paid, plus arrears of
interest applicable to such credit (but arrears of interest will only be paid on the Credit actually provided up to immediate settlement and applicable from such date to
the extent that it has not been paid), aswell as any additional sum whichis, in the Lenders' opinion, available to them in respect of any damage caused to them pursuant
to early settlement of the Credit;

(c) Toincreasetherate of interest applicable to the Credit, or any part thereof, as specified in Section 5.4 above;

Itisfurther clarified that the Events/circumstances specified above in the sub-sections of this Section 11 (as may be amended by the parties in writing from time to time) and the Events
entitling the demand for immediate settlement as detailed in the debenture charge entered into by Telecom under Section 8.7 above and the floating debenture charge entered into under
Section 8.1 above as amended by the parties from time to time (the "Credit Grounds"), are the sole grounds for establishing the right of the Lenders to demand immediate settlement. It is
hereby clarified that if grounds are found other than the Credit Grounds, in other documents that are not referred to above, they will not be applicable in respect of the Credit.

Thesearethe Events:

11.1 If the Borrower does not pay to any of the Lenders any amount whatsoever that is due to any of them according to the Credit Documents on the date determined for its
payment and if such amount is not paid within 7 Business Days from the payment date.

11.2 If asequestration or any action by the Execution Office isimposed on the Borrower's assets or the assets of any Related Corporation or on part thereof or if the
Execution Office initiates any action in respect thereof, in a sum that exceeds 20 million NIS,, linked to the Known Agreement Index and it is not rescinded within 45
days, of if the sumislessthan 20 million NIS. linked to the Known Agreement Index, and it is not rescinded within 90 days.




11.6a

11.3

114

115

11.6

If an application isissued for aliquidation or the prior appointment of a provisional liquidator, receiver, special administrator or freezing processes or the granting of an
order to seize assets, and no objection to such application is submitted within 30 days, or the objection is overruled, or if awinding-up order isissued against the
Borrower or a Related Corporation, or afreezing order.

If the Borrower or a Related Corporation requests that awinding-up order be served on it, or afreezing order, or if the Borrower or a Related Corporation convenes a
meeting of creditors for an arrangement with it, (unless the Lenders' prior written agreement has been given for ameeting of creditorsin order to make achangein
structure or for reorganization) or if the Borrower or a Related Corporation resolves on dissolution, or commits an act of bankruptcy.

If the Borrower or a Related Corporation resolves on aMerger, or adivision or an arrangement, or if control or ownership of the Borrower changes, directly or indirectly
compared with that which is detailed in Section 9.5 above, without the Borrower having obtained the prior written agreement therefore, of the Lenders.

"Splitting" - as defined in Part E(2) of the Income Tax Ordinance (New Version) or any Provision of the Law that succeedsit.
"Arrangement” - as defined in Sections 350 and 351 of the Companies Law 1999-5759, or any Provision of the Law that may succeed it.

If the Borrower's or a Related Corporation's business activities or commercial activity is discontinued and not recommenced within six months from the date of
discontinuation.

If the Borrower or a Related Corporation infringes or failsto fulfill the undertakings under the Credit Documentsin away that is not mentioned in any of the other sub-
Sections of this Section 11 and which, in the opinion of one of the Lenders, is afundamental undertaking towardsiit, and the breach thereof is not rectified within 30 days
from the date on which the Lenders give warning thereof in writing.
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11.8

11.9

If isclarified that there is a declaration or confirmation by the Borrower contained in the Credit Documents, that is "fundamental” in the sense that had the Lender been
aware of it on the date of providing the Credit to the Borrower, the Lenders would not have given the Credit, whether contained above in this Agreement or contained
in any of the other Credit Documents.

If the Borrower issues bearer securities without the Lenders' prior written agreement.
If aLicense/franchise that the Borrower or a Related Corporation has received, is rescinded or postponed, or if thereis any change is made in the conditions of the

License/franchise that the Borrower of the Related Corporation has received, which is, in the opinion of the Lenders, fundamental, and, in the opinion of any of the
Lenders, pursuant to such change or rescission, as the case may be, thereislesslikelihood of the Credit being repaid in full and on time.




11.101f at any time, an event or circumstance should occur that would, in the opinion of the Lenders, threaten or endanger, in afundamental way, the likelihood of full and
timely repayment of the Credit to the Lenders, including the aforesaid circumstances that could result in there being a high probability of an adverse effect on the
financial position and/or the activities and/or the businesses of the Borrower, or if, in the opinion of the Lenders, thereis ahigh probability that such event or
circumstance is expected to occur, whether the occurrence of the event or circumstances as aforesaid is dependent on the Borrower or not; but only if, to the extent
that the event or circumstance is dependent on the Borrower, after the lapse of 30 days from the date on which the Lenders have given the Borrower notification of its
existence, the Borrower hasfailed to establish, to the Lenders' compl ete satisfaction, that the measures required to assure the likelihood of the Lenders' being repaid in
full and on time, have been adopted.

11.11 If an event of any kind occurs, the result of which could entitle a Financial Institution, in accordance with any document whatsoever signed and/or to be signed by the
Borrower or by aRelated Corporation, to require the immediate settlement of the indebtedness and obligations of the Borrower or of a Related Corporation towards
such entity, the cumulative total of which isnot lower than 50 million NIS., and also if such entity does not exercise the aforesaid entitlement - on condition that the
Financial Institution has not issued to the Borrower or the Related Corporation, within 25 days from the occurrence of the event, awritten confirmation according to
which it does not require immediate settlement of the Credit due to the occurrence of the event.

11.12 If aFinancia Institution has required immediate settlement of the indebtedness and obligations of the Borrower or of a Related Corporation towards such entity, the
cumulative total of which isnot lower than 10 million NIS. (linked to the Known Agreement Index).

11.131f an application is submitted against any one of the Guarantors, for liquidation or the prior appointment of a provisional liquidator, areceiver, aspecia administrator or
the freezing of proceedings or the granting of an order for the appropriation of assets, and an objection to such request is not submitted within 30 days or if the
objectionisrejected, or if awinding-up order or an order to freeze proceedingsisissued against any of the Guarantors.

11.141f Ampal American adopts aresol ution regarding Merger, Splitting or Arrangement without obtaining the prior written approval of the Lenders therefore. In thisregard,
"Arrangement” is as defined in Section 11.5 above and " Splitting", as defined in Part E(2) of the Income Tax Ordinance (New Version) or any Provision of the Law that
succeedsit, excluding however, transactionsin the normal course of Ampal American's business.

11.15 If Ampal American breaches or does not fulfill any of its obligations whatsoever towards the Lenders, detailed in Annex 11.15 of this Agreement and the breach is not
remedied within 30 days from the date on which the Lenders give warning thereof in writing.

11.16 In the event that a Financial Institution requiresimmediate settlement of the indebtedness and obligations of Ampal American towards such entity, the cumulative total
of which isnot lower than 100 million NIS. (linked to the Known Agreement Index).




If any of the events whatsoever detailed in Section 11 above, should occur, for which aremedial period is determined, the Bank will giveits clients prior written notice of its requirement
for immediate settlement, and the Bank will be entitled to require immediate settlement only if the Event of Breach has not been remedied by the end of the remedial period. However, if
the Bank is of the opinion that its rights under the Credit Agreement are likely to be materially impaired as aresult of its postponing its actions during the remedial period, the Bank will
be entitled to require immediate settlement immediately upon the occurrence of the Event of Breach. For the avoidance of doubt, the remedial period will be calculated from the date on
which the Event of Breach occurs and not from the date of the Bank's notification, except in cases specifically noted to the contrary in Section 11.

12. Commission

The Borrower will pay the Lenders the commissions specified in Annex 12 to this Agreement. In addition, the Borrower will pay to each of the Lenders, the other commissionsinvolved
in the management of the Borrower's Accounts and in managing the amounts of Credit and the Securities, asis customary from time to time with the Lenders.

It isagreed that additional commissionswill be charged in the event of any changesin the Credit Documents after their signing, if any from timeto time, and in such sumsaswill be
agreed between the Lenders and the Borrower.

13. Authorization to charge an Account

13.1 The Borrower hereby grantsirrevocable consent to debit the Accounts at each of the Lenders with the amounts due therefore according to the provisions of this
Agreement, whether the relevant Account isin credit or in debit.

13.2 If one of the Lendersimplements aright of offset available to it under one of the Credit Documents or under any other source, in respect of the amounts |odged with
such Lender, (a) it will usethe offset amount to settle the Credit, in respect of which it has exercised the right to offset as aforesaid, with all the Lenders at the Rate of
Participation of each of them, and (b) the offset amount will not reduce the amount of Credit with the Lender that exercises the right of offset, by an amount that exceeds
the Rate of Participation of such Lender initsamount of Credit.

The provisions of this Section constitute an irrevocable instruction by the Borrower to transfer offset sumsto the other Lenders for settlement of the balance of the relevant
undischarged amounts of Credit at the Rate of Participation of each of the Lenders.

14. M anagement of the Accounts and their computation

14.1 Each of the Lenders will manage the Accounts and will carry out computationsin accordance with their customary procedures regarding credit and each amount that is
repaid by the Borrower to such Lender. In the absence of any obvious error, prima facie , any written notification given by any of the Lendersin respect of the
management of the Accounts and their computation as specified in this Section, will constitute prima facie evidence of the accuracy of its content.

14.2 The Borrower declaresin respect of the relationship between it and each of the Lenders, in any legal or administration proceeding regarding the Credit Documents: (a)
in the absence of any obvious error, prima facie , the Accounts managed by such Lender and the computations carried out by it in respect of these Accounts
constitute prima facie evidence of the accuracy of their content, and (b) a declaration by an authorized Representative of the Bank Coordinator in respect of the
Applicable Interest for the periods to which it refers, constitutes a conclusive presumption of the accuracy of its content.




15.

TheBank Coordinator

15.1 Appointment of the Bank Coordinator and its powers

1511

Each of the Lenders appoints the Bank Coordinator to act on its behalf in accordance with the powers extended to the Bank Coordinator as specified in
the Credit Documents.

15.2 The powers, rights and authority extended to the Bank Coordinator in this Agreement are solely of an administrative nature. Without derogating from the generality of
the aforesaid, the Bank Coordinator will not have the power to bind any of the Lenders by any obligation whatsoever under the Credit Documents and will not be
entitled to sign on them on behalf of the Lenders. The Bank Coordinator will not have the power to represent any of the Lenders or to bind any of them in any legal or
administrative proceeding related to the Credit Documents.

15.1.3

The Bank Coordinator is entitled to exercise its powers in accordance with this Agreement through its employees or representatives.

15.2 The Bank Coordinator's responsibilities

1521

15.2.2

15.2.3

15.24

The Bank Coordinator, its employees, functionaries, directors, share holders or representatives will not be held responsible to any of the Lendersin any
regard of: (a) the validity, reliability or enforceability of the Credit Documents; (b) the collection of amounts owing to the Lenders under the Credit
Documents; and (c) the accuracy of any declaration or representation that is given, whether in writing or orally, relating to the Credit Documents.

The Bank Coordinator will not be held responsible for its acts or omissions relating to the Credit Documents, other than an act or omission as aforesaid
that constitutes extreme negligence or is perpetrated maliciously. The parties undertake not to initiate any proceeding or request for indemnification or
other relief under any law, against the Bank Coordinator's employees, functionaries, directors, shareholders or representativesin respect of any claim
they may have against any of them (even if based on extreme negligence or a malicious act by one of them) under the Credit Documents.

Each of the Lenders undertakes to indemnify the Bank Coordinator, in accordance with the Rate of Participation, for any claim, expense, loss or payment

imposed on it that arises, directly or indirectly, from its appointment or from the performance of its office (except in the event of extreme negligence or a
malicious act by the Bank Coordinator).

The Bank Coordinator is entitled to perform any action or to refrain from the performance of any action, the performance of or refraining from which, as
the case may be, constitutes, in its opinion, abreach of any law applying to it or which is required for the fulfillment of any condition under law applying
toit. Without derogating from the generality of the aforesaid, the Bank Coordinator is entitled to refrain from disclosing information in his possession
relating to the Borrower, if, in its opinion, such disclosure constitutes a breach of the confidentiality undertakings applying to it or a breach of any law or
that could constitute the basisfor aclaim against it.




16.

Amendments, changes and waivers

16.1

16.2

16.3

16.4

16.5

Except as specifically stated to the contrary, in every instance where there is arequirement for the Lenders' agreement or approval under this Agreement or the Security
Documents or in an instance where there is arequirement for their agreement in respect of awaiver in relation to the provisions of this Agreement or of the Security
Documents, theintention is for agreement to be given through the Bank Coordinator to implement the action requiring the agreement of the Lenders. In any instancein
which the Borrower is required to implement an action pursuant to an instruction, request etc. from the Lenders under this Agreement or the Security Documents, the
intention is for the request, instruction etc. given through the Bank Coordinator.

It is specifically clarified that any notice, confirmation or agreement given by the Bank Coordinator to the Borrower will be conclusively presumptive asif given on
behalf of the Lenders.

Any provision included in the Credit Documents can be amended or changed only in a document testifying to the amendment or change is signed by the Borrower and
by each of the Lenders.

The amendment of a provision that bestows rights of any kind to the Bank Coordinator, a change to or waiver thereof, or an amendment, change or waiver of additional
obligationsimposed on the Bank Coordinator or an extension of the existing obligations, will not comeinto effect without the Bank Coordinator's written agreement to
the said amendment, change or waiver.

A waiver by one of the Lenders of a prior breach or the non-performance of one or more the Borrower's obligations or the non-fulfillment of any condition whatsoever
under the Credit Documents, will not be considered as agreeing to afurther breach or to the further non-fulfillment of any such condition or obligation; the failure of the
Lendersto exercise any right whatsoever available to them under the Credit Documents or according to any law, will not be regarded as awaiver of such right.

No easement or waiver of any condition whatsoever of these conditions, will be binding on the Lenders, unless given in writing.

17.

Changein the parties; the Bank Coordinator'sobligations and rights
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17.2

The Borrower
Therights and obligations of the Borrower included in the Credit Documents, cannot be transferred without the agreement of all the Lenders.

The Lenders
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1722

17.23

Each of the Lendersisentitled at its exclusive discretion, to transfer its rights under the Credit Documents, in whole or in part, to Financial Institutionsin
Israel (a"Transferee"), on condition that the Transferee, as aforesaid, is subject to all components of the Credit (Loan A/Loan B/ Loan C and the
Outstanding Renewed Amount) and the remaining cumulative unsettled balances of all credit (plus any Outstanding Renewed Amount or any of the
Revised Outstanding Renewed Amount, as the case may be) immediately after the implementation of the transfer, both with the Transferor and the
Transferee shall not fall below 12.5% of the balance of Cumulative unsettled balance of all the Credits plus the total unused amount of Credit C with each
of the Lenders, asit will be at that time. The Borrower and the other Lenders will take all actions and sign all documents required to bring the transfer
transaction as aforesaid into effect or to refineit, to release the transferring Lender from its transferred obligations and to transfer them to the Transferee
or to bestow the transferred rights on the Transferee. It is hereby agreed that in any event where the Transfereeis not a banking corporationin Israel, the
Lenderswill be entitled to implement the transfer transaction as aforesaid only after receiving the Borrower's prior written consent. For the purpose of
this Section 17.2, "transfer" - the transfer of rights or obligations by a sale, check, endorsement, transfer or lien in any way whatsoever, either in whole or
in part, either directly or indirectly (including by way of asale of rights to participate in the above rights (participations) or in any other manner). The
transfer can be made to one Transferee or to a number of Transferees, on the same date or from timeto time.

Thetransfer as aforesaid in this Section 17.2.1 above, shall not be implemented unless a prior written notice has been issued to the Borrower not less
than 3 Business Days in advance and the Transferee has accepted the transferor's obligations under this Agreement.

A Lender will be entitled, at any time, to reveal Information, (as defined hereunder) regarding atransfer transaction to any person or entity that
corresponds to the definition of a"Transferee" when the Lender is conducting or is likely to be conducting with it, negotiations to implement a transfer
transaction. Furthermore, such Lender will be entitled to reveal Information to anyone advising him and/or anyone on behalf of such person or entity and
to companiesinvolved in [thefield of] credit rating, for the purpose of rating the rights. Disclosure of Information will be subject to the recipient of the
Information signing a confidentiality undertaking, in aform that is acceptable to the Lenders and to the Borrower. For the purpose of this Section,
"Information” means - any information currently in the Lender's possession or that islikely to beinits possession in the future, including information
that is passed to the Lender by the Borrower, which, in the Lender's opinion, is essential or desirable to be passed regarding the transfer transaction,
including information regarding the Credit, the Loans and any other banking service given or to be given to the Borrower, information on the liens and
Securities given or to be given to secure [the Loans] and information regarding the Borrower.

It is hereby agreed that notwithstanding the aforesaid, the Lender will be entitled to transfer this Agreement to others without a confidentiality
undertaking needing to be signed.

In the event of atransfer of part of the rights of one of the Lenders, the proportion of the relevant Rate of Participation of such Lender between it and the
Transferee will be pro rata.




17.3 Third parties

This Agreement is not intended to impart, does not impart and shall not be interpreted asimparting, any right whatsoever to a person who is not a party to this Agreement, even though
itisspecifically referred to by name in this Agreement for any purpose whatsoever. None of this Agreement's provisions shall be interpreted as applying to the benefit of any person
who is not a party to this Agreement.

18. Expiration of the validity of the Agreement
If, by and including 22.6.2010, the prior conditions for the provision of the Credit have not al been fulfilled, this Agreement will bevoid ab initio , without the requirement for any action
on the part of any of the parties hereto. In such event, as of the date of expiration, the Lenderswill not be obliged to provide the Credit to the Borrower under this Agreement and all

those actions taken up to such date, to the extent taken, will be annulled ab initio , and no party will have any claim or demand in respect thereof against the other parties.

19. Miscellaneous

19.1 The Borrower agrees that the Lenders and the Bank Coordinator may share any information regarding it amongst and between themselves, including any document that
any one of the Lenders or the Bank Coordinator receives or any information regarding its commercial situation or itsfinancial situation, and there will be no contention
in respect thereof.

19.2 Inthe event that a provision from the Credit Documents' provisionsis determined to have been rescinded, is unlawful or unenforceable, thiswill not affect the validity
of the remaining provisionsin the Credit Documents.

19.3 Any notice sent by one of the partiesto any of the others, will be considered to have reached its destination on the date of hand delivery, one Business Day after
delivery by facsimile — on condition that confirmation of its receipt has been confirmed by telephone, or within three Business Days from the date on which it is sent by
registered mail.

The parties' addresses for the purpose of this Agreement will be as specified hereunder (unless advised otherwise):

Tothelenders:

Bank Leumi L'Israel Ltd. Bank Discount L'lsrael Ltd.
Attention: Head of Communications Department Attention: Business Manager

Tel: 03-514-8398 Tel: 03-514 4724

Fax: 03-514-9017 Fax: 03 -514-4053

Address: Yehuda Halevi 34, Tel-Aviv Address Yehuda Halevi 23, Tel Aviv

Bank Coordinator

Bank Coordinator —Bank Leumi L'Israel Ltd.
Attention: Head of Communications Department
Tel: 03-514-8398

Fax: 03-514-9017

Address: Yehuda Halevi 34, Tel-Aviv




TheBorrower:

Attention: Deputy Finance Dir ector

Tel: 072-2002021

Fax: 072-2002060

Address: Hasivim 25, Petach Tikvah, 49170

19.4 This Agreement may be signed on one page containing the signatures of all the parties, and may be signed on separate pages which, when attached to this Agreement,
will, together, constitute the parties' valid signing thereon.

19.5 The Credit Documents will be governed by the laws of the State of Israel and the courts of Tel-Aviv-Jaffo will have exclusivejurisdiction.

19.6 ThisAgreement will be considered as adraft by all the parties.

19.7 This Agreement and the Credit Documents contain, embody, merge and cause all the conditions agreed upon by the parties. No pledges, agreements, written or verbal,
undertakings or representations in connection therewith, given or made by the parties prior to the date of executing this Agreement, shall increase the parties
obligations and rights as set out in this Agreement and the other Credit Documents or arising therefrom, or derogate from or change them, and the partieswill not be
bound by them as of the date of signing this Agreement.

IN WITNESS WHEREOF the parties have validly signed on the date set out in the preambl e to this Agreement

Bank Leumi L'Israel Ltd. Bank Discount L'lsrael Ltd.
By: /s RinaVahaba By: /s Natalia Hagendorf
/s Gadi Sivani /9 Orit Alster

Bank Coordinator - Bank Leumi L'Israel Ltd.

By: /s/ RinaVahaba
/s Gadi Sivani

012 Smile Telecom Ltd.

By: /d/ Irit Eluz
/sl 'Y oram Firon




Exhibit 12.(a).1

I, Yacov Gelbard, certify that:

(€] | have reviewed this annual report on Form 20-F of Partner Communications Company Ltd.;

2 Based on my knowledge, this report does not contain any untrue statement of amaterial fact or omit to state amaterial fact necessary to make the statements made, in light of the
circumstances under which such statements were made, not misleading with respect to the period covered by thisreport;

(3) Based on my knowledge, the financial statements, and other financial information included in this report, fairly present in all material respects the financial condition, results of
operations and cash flows of the company as of, and for, the periods presented in this report;

4 The company’s other certifying officer and | are responsible for establishing and maintaining disclosure controls and procedures (as defined in Exchange Act Rules 13a-15(e)
and 15d-15(e)) and internal control over financial reporting (as defined in Exchange Act Rules 13a-15(f) and 15d-15(f)) for the company and have:

@

(b)

(©

(d)

designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed under our supervision, to ensure that material
information relating to the company, including its consolidated subsidiaries, is made known to us by others within those entities, particularly during the period in which
thisreport is being prepared;

designed such internal control over financial reporting, or caused such internal control over financial reporting to be designed under our supervision, to provide
reasonable assurance regarding the reliability of financial reporting and the preparation of financial statements for external purposes in accordance with generally
accepted accounting principles;

evaluated the effectiveness of the company’s disclosure controls and procedures and presented in this report our conclusions about the effectiveness of the disclosure
controls and procedures, as of the end of the period covered by this report based on such evaluation; and

disclosed in this report any change in the company’s internal control over financial reporting that occurred during the period covered by the annual report that has
materially affected, or isreasonably likely to materially affect, the company’sinternal control over financial reporting; and

(5) The company’s other certifying officer and | have disclosed, based on our most recent evaluation of internal control over financial reporting, to the company’s auditors and the
audit committee of the company’s board of directors (or persons performing the equivalent functions):

@

(b)

all significant deficiencies and material weaknesses in the design or operation of internal control over financial reporting which are reasonably likely to adversely affect
the company’s ability to record, process, summarize and report financial information; and

any fraud, whether or not material, that involves management or other employees who have asignificant role in the company’sinternal control over financial reporting.

Date: March 21, 2011

By: /¢ Yacov Gelbard

Y acov Gelbard
Chief Executive Officer




Exhibit 12.(a).2

I, Emanuel Avner, certify that:

(€] | have reviewed this annual report on Form 20-F of Partner Communications Company Ltd.;

2 Based on my knowledge, this report does not contain any untrue statement of amaterial fact or omit to state amaterial fact necessary to make the statements made, in light of the
circumstances under which such statements were made, not misleading with respect to the period covered by thisreport;

(3) Based on my knowledge, the financial statements, and other financial information included in this report, fairly present in all material respects the financial condition, results of
operations and cash flows of the company as of, and for, the periods presented in this report;

4 The company’s other certifying officer and | are responsible for establishing and maintaining disclosure controls and procedures (as defined in Exchange Act Rules 13a-15(e)
and 15d-15(e)) and internal control over financial reporting (as defined in Exchange Act Rules 13a-15(f) and 15d-15(f)) for the company and have:

@

(b)

(©

(d)

designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed under our supervision, to ensure that material
information relating to the company, including its consolidated subsidiaries, is made known to us by others within those entities, particularly during the period in which
thisreport is being prepared;

designed such internal control over financial reporting, or caused such internal control over financial reporting to be designed under our supervision, to provide
reasonable assurance regarding the reliability of financial reporting and the preparation of financial statements for external purposes in accordance with generally
accepted accounting principles;

evaluated the effectiveness of the company’s disclosure controls and procedures and presented in this report our conclusions about the effectiveness of the disclosure
controls and procedures, as of the end of the period covered by this report based on such evaluation; and

disclosed in this report any change in the company’s internal control over financial reporting that occurred during the period covered by the annual report that has
materially affected, or isreasonably likely to materially affect, the company’sinternal control over financial reporting; and

(5) The company’s other certifying officer and | have disclosed, based on our most recent evaluation of internal control over financial reporting, to the company’s auditors and the
audit committee of the company’s board of directors (or persons performing the equivalent functions):

@ all significant deficiencies and material weaknesses in the design or operation of internal control over financial reporting which are reasonably likely to adversely affect
the company’s ability to record, process, summarize and report financial information; and
(b) any fraud, whether or not material, that involves management or other employees who have asignificant role in the company’sinternal control over financial reporting.
Date: March 21, 2011 By: /s/ Emanuel Avner

Emanuel Avner
Chief Financial Officer




Exhibit 13.(a).1
CERTIFICATION PURSUANT TO
18 U.S.C. SECTION 1350,
ASADOPTED PURSUANT TO
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

In connection with the Annual Report of Partner Communications Company Ltd. (the “Company”) on Form 20-F for the period ending December 31, 2010, as filed with the Securities
and Exchange Commission on the date hereof (the “Report”), the undersigned hereby certify that to the best of our knowledge:

1. TheReport fully complies with the requirements of Section 13(a) or 15(d) of the Securities Exchange Act of 1934; and
2. Theinformation contained in the Report fairly presents, in al material respects, the financial condition and results of operations of the Company.

Date: March 21, 2011

By: /s/ Y acov Gelbard

Name: Y acov Gelbard
Title: Chief Executive Officer

Date: March 21, 2011

By: /s/ Emanuel Avner

Name: Emanuel Avner
Title: Chief Financial Officer
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