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,2010 97982 NY2NN YT DY IPANT DT GTH NS NYT TV GTHN PPYN TN (N NITO) 23NN MDN
2N MNNY N7Y 400,000,000 SW 5515 293 TIVA (T NITO) 2IN MDN ,NYNRIN IO NYSH NIT NN
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1N MMNX 1,460,000,000 TY §THN PPYN 29 DY PXIND TPRYI NIIND NN ,WIPN (1oNY 5 Pyoa

MO ("N NITO) 2IN MX 1,040,000,000 TYI MODM (T NITO)
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TTAD NTINN NPNRY (' NITO) 23NN TN I (2010 312 30 DY 7PN NYNRIN
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TYINN SNN L, IIMNNN (INPN TYNN) DT GTNH NYSN NIT O DY MPINNY ("N NITO)
WN . MNNIAY (N NITO) 23N MDNX DY TN PNYI I12T 930 NNN NITO ) NPDN
ND 1% 9T NYND N7YT 9 DY MY (N NITO) 23NN MNN OPPINN ,PID 10N
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ANPOYN TYIN DIV DN DN NINIY

MIPNY NORYI XNN NIINN YR (N NITO) 23N MNNX )Y N7Y 84,000,000 TV
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2 n1ya NYPNNNY 172N VANN PY N (N N7TD)

1.2.2

1.2.3

1.2.4

1.2.5
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919 10 PYO INT - NN MDD NPT MTIN DXOI2Y

T9¥0 N9 HYSH 19N

APN2 VNN, 0TI DOIVIIN NV NIND DIYNIN TIVN MM

("1 DYT9) DINH MIIN —

13991

AYND DNPNI NIND AN DY S 172 NDYY MYNIN (T 1ITO) 1IN MNX

NN

NNAN 99 2Py T N 1,000 NNa MTA> 140,000-2 MYV (T NITO) 2NN MDN
MOV MNYR TPIMY TP ARUYND LT DATO) DN DN MDY IN 1Y)

2.1

2

;03-6374344 :0P9 ;03-6386894: 1NAYV ;AN YN ,46-48 X2 DN TIT : NN :ININ OY MIYPNN S0 oD
20D MY WP WK ; giyoral@bdo.co.il : 0PN INYT

-5-



DTN PN DY 31510 SY 7172 ,1.20% DY ONIY NNIN NIDINA MY NPNRN NXIVN
YIPMIN PINNNY IN YN PNNNY) NTIND NYY 988-N NN KD IWUR (71 19991)
(771 N97) 2NN MR NTNY

("D NITO) DIND MVN — 2 319N

NYSN NPNA NIXRD ,NTPNXR DYSN DY TIT2 NDXY MYSH (/N NITO) NN MIN
K} i)

NN 9 ) 7Y Y 1,000 N2 MM 560,000-2 MYNI (N NITO) 1IN MIN
1979) 23N MR MDY IN 7APH%7) 5.50% W NYWI NYIAP T D2 INYIN
DTN NPY 996-n NN XY AWR (772 $991”) DTN PN DY 190N DY 1111 ,(('N

(70N N1979) NN MIIN NN S991N PNNDY IN 798N 9PHNN”)

(2 Y7971 1 1990) D1I199N Y35 DN MANMWNI MINIIN

: (2 39991 1 ¥991) DX¥I190NN TON D 12)5 191N NINAN MNNN

PNN NN D) VIO UpAn XINY MTNN 19010 NN MININA PN Poin 55 .2.3.1
DTN PNRY TN OIWINND PNNIN NN XD AWUR ID-DY YD DTN
UM ROW MININD NMIND NPV AN MWD PNNNN T N2 YNINY

NWID PON M2 YNNY NN . TAD2 MNOY MITN DYDY NINTH WD N .2.3.2

1PIN TA22 MNOYN NITAN 190N 227 NUNNN NINTND NNIN IND DTN DY

2YNNI0N N2 HHI) KD IDIND ININ IND N2 PN DTN DV INWID Pom N3
222NN KXY, NNX DTN NN NN N2 DRI NITN 190N0Y NI

NP WX NOY TAD) , NN DMWY DXPNNI NI YWHIND OXYI 7D PN Dy .2.3.3
L0901 PNNNN NN RO IWNR DTN PNNI) NTND DY DXPNN IVIDYN
NY TN )PNY VMDY 9D DMNYN DITIDND OXRNNA NTND PNHY NNITHI NN
NITON NNND INY INRY NI 2IPIN DTN PN OIYIIN PNHRNN MIND

.NVN XATI NAVIPN DTN PN NVTNID INY ,NTNN >IPNN

DPNNI MTN> NYIDIY MYSN VWIND 1 N7y 1.00 Y¥ a1 — 1 33010
.INDD 191,990,989 ,988 Hv NN

DPNNA NMTNY NYIDIY MYSN VWHND 11 N7y 1.00 YY M1 — 2 13010
.INDD 191,998,997 ,996 DV NN

AONNN PN AYN PHIN DO .MINN ONDA PN MDD NmNN .2.3.4
PON IN NIRDND NMIYNN DRNIND 1D NPSPINY MTMHN IN VIO ImMNINa
NN DYYY 2NN AWNM) ,NYNNIN NYIT IR GTHN PPYN OXIND OXNNA MDY
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NN DX MY NNNIN NVIND NNPNN ,9THN PPYN MXNND DRNNA
4 D2 NN NN DMIONN NNDN NN MY L, (' NITO) W (T NITD)
MT DIDID TYINND MNAY INDH MYV 5 NN INXD) 14: 00 Nywa ,2011 >NN2A
MNOHNN NIV NI I917) 16:00 NYWA DY ININI OONOM ()TN NYSN
199 MYNNNI NI2IND MYNN DIND DX TN NI DM .("199190 SV
IN DYPI2 9D MYNNIND IN (PND DY NYSN MTY 3.1 PYDA INITHND) NPANN
DO NMD TIINND MR XD L (HOMAN HAN”) DDA OAINN DN
10720 72N YN PYNY DY 1M DNIN DYDYV Y1) DY 30NN HY NIdNND
SV MNINNN NNYI N0 TYIN INKRD NONIAN 2N YIX YIAPNNY NI
NNOYI NID TN INKD OOPNYWN INY NPANN 197 DINX YIAPNNY N 19000

.I2NN YT DY YN RD ,T99010 DY MO NNN

1979 DNRIAN 1Y L(NPPYDN D) 2011 ONNA 5 DY DMINNA 12: 30 NYWn TY
TN MY ONN NYINN NINNN NIYH DX ,NDNAN 12N MYSHNI ,NPINN
YNNI P20 IWUN

PYD INT NN MNX OW ADHN PRN Y 11007 190 MTIN G0N VYDA
TN PPYNY 1.22.2

PPYNY 1.22.3.1 — 1.22.3.3 DY XTI ,MPNON DIRIPN 19N NP Pid
9THN

NN GTHN NYNN NYTI9-DY (N NITO) IND MNNY (T NITO) 2NN MNNX NYNN
.0YN’N1 HNVLIN

2.3.5

2.3.6

2.3.7

2.3.8

2.3.9

021991 %2 MYN INY NPOIN 199

MIIND P32 PN (N NITO) 2NN MNVNY (T NITO) 2NN MMDN NPANY NPANN 397 3.1
(DY 5THN) 2ANR-51 ,9 DYN TAN /NI (D1IRIY ¥/ 597 1TN) 1Y IRIVID

D799 D91 01N (N NITO) 1IN MDNI (T NITO) 1IN MNVNX MM NYWDIY ONdDNN 3.2
DM MYN YO PN

IMN NNDNI MIYXIND 2IN NN IPAIY RY ,DONNND DITIDNNN TAN D11 v Npna 3.3
NN, TN ININD WP DOWPYNRNN GO N KDY NONAA INDND MV XD 190N

NN 39907 DY I19PINN Y10 YDan
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WYNY) PPN 4.10 PYDIAY N2V DXVNII DNPMNVY 10N DNITIND ,0NONDN DIWPYN
2011 NP2 1 DY DHTPIN MIAPNNNA 1IAPNND (7OIMNTNN DIWPYNNY DT PYDI
VNN DT TN NYSN NIT 9 DY NDIND MYNIND NN NNNIN DMIYN DX1I190 WIND

oY 4 pyoa

NYSH NYT TYIND 1193 .NDED NYSNN DNPND 1 PYD IMYNWYND NN 7IN0N Wpun”
MY TIY NI NDIND NYSNA WIDTD URIND IONNNY D IDD 7IN0N WPYR? §100
95 NADINA DIVON DN TN DY 1IN XINY TI52) MNAD N7Y 299N 800 DV 1905

STV MY PINY (2)(2)N15 PYDA NN TIND N IN TIY M) PINd (1)(2)R15 Pyo

NNSPNN XNN ,NTNX NYSNA N> NN DY NIPNI NN DYSNN NNPN 19-Dy
SPAPITI MY DN NN MITON NNKX D35 DN DINDNHN DYPYNID

DY IWNNY NDIDN NITON TIVN MM MND P2 DN — 74N HNSHN” M3 4 PYD1
NIV 7292 ,NITO NNMIND NPIVND NINNY MNON PIAY ,YaAPIv DTN NN NN
NV 970 NYSN MITA NYINY TIVD M) MND — 7AMYNY NANNY MNN7 TNN DY NYIY
DY WNNY NITON NMND TIVN N MND NN NNONY INRD ,NNMIDN NITON

VAPV DTININ NN MDD DTND NN NNIN

19INA NV NIV NNTPID MAMNND 292 INON 3”PV)D7 INSPD 9D YN Sv [ARI%AR!
Bl

(100%) DOXVINN NNND MDN WYPWN DI INPY ,WNN DY 9N NdNN NNYY XD (N)
MON WPWN DI5INPY ,WNN DY AN NINN NNYY ;¥ NNNY MNOIN
1090 2NNNY MNONN (50%) DININN DIWIIN

(N) P7D2 NN IRSPND NPXADN NPIND NINNY TIVD MM MND DN XD (3)

YONN NPIN 1935 ONINDNN DWPYNY NPIVND NINNY MNIN NNPIN NN DV

NN ININ WNNY MNTPINND MMNNNN TO NN NNTPID MAPNNN DI HY

TNDNN OP-DY WNNY MINT MIAYNN ONINDNN DOWPWNI MIMN DTN

NN PNN DINDNN DWPWNDY IRNPNN . TPNRD NIINN PNN NYIP TNND
19992 YAPIY 95 TNRND NN

NN OINDHRN DWPWHRN NN NMIAYMN AN NONN AN XOW 7Ipra - ()
.DOPNINY TIVN M NPIYN TNXY NN OT-5Y IWNIY NININD 371907

NNYYY 0T PYO 29 5y DNY NNYNN DNONDNN DWPYNNN MNTPIN MNIAPNNN NP
SMNXY NYSNN NNPNA DOAPN NMINIPYN 29 DY

4.1

4.2

4.3
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NPIN N 5y NN MM MND 19NN TN PHINY DIRYY DIMNON DWPYN
TUN K9 NMIPY MATIY MDA DX ,MPAN DYDY NNTPN DMI»nnna
NN T HY WNNY MIDIND NIX,GTHN NYSN NIT 1YY DNNDHD DWPYHN NN

NPANN 1070 12N MTNON PI2 OONONN DOWPWNHN T DY OWNY NN
TPOM DMINNA 12: 30 NYWN TY (NPPD0N DY) 2011 >8NA 5 0P ,NDINAN 112N MYNNHNI
TNXY 25,902V (TN PPYND 1.20.2 PYDI DT NN NITIND) MINN) NIYNI VT DY
NN NTPONA NIAND NXIN ,TAVA DT TIHSDY,INND MDN DY DO INDND 10w

.172NN YTD NMNNN NIVND ,NNIND NNNNIN PNIAYNA INT MNIN NPAN

DNY INPYY MM OXDIYIN TIVN MM NN NDND DONYY P DIMDNN DOWPYNN
PON MINNN ONOY IDINY XY DDA INDND DN TVINH DNN

MAANNN NNDNL 1IAPNNN YR ,ONONDN OWPYN ,NDNY NYNN MNPNY DRNNA
DY OORYI DT TN NYSN MT O3-DY DX TIY M) NYWDID MINTN WIND NHTPIN
N7Y 1.00 DY NNITH ,NNTPINN DMPNNNL 2PNV DTN PNNN DN MOYNY 199010
1999 2N52 YN NPON T DY ,NNTPIND OMAMNNNA APNY DTN PNNN NMYD

PN

N7NNN 0.50% SV NPV NRTPID MAANNN NDNYD OINIT P DNNDNN OWPYNIN
DWPYNN I1IPNNN JPOX ONIAY MTNN P2 DIAPNNY VN2 NONON MTHHN
.1 NTO) INN MMXI (T NITO) 2IND TN 1PIA NN WIND DONONN

: DMI99NN TN Y30 DN DPIMIAPNNM ,DIMNDNN DOWPYNN VIV PND

("1 DIT70) DN MN .4.10.1

LITOD PRNN DY 19902 NDXY MYNINN (T NITO) IND MDIN TN INN
DONDN OWOPYNN NI NNTPIND MAPNNN MNP MTN> 104,330-HY ©nd2
NN DNONDNN DOWPYNN IV DD [ PNOY NPV DVNN DNPMNYY
DNV TYD VNN DY, NN KDY DTN N7YA NN NN XY NN MTNYD

(N7W) AR5 NN | MTINN MNS MNONN YPYNN ov
1,002 4,800 (*) n7ya MYPYN 19VI1 .O.X
990 5,000 (*) N"ya MYpPWN 1YYI1 .0.N
996 10,400 (*) MNVYN N2 MNIAON
999 4,000 1Y DNY 1DIVOIN
990 4,000 1Y BNY A9IVOIN
995 8,320 (*) 97y NNNNI NP DIVOPN
988 25,000 1IVON - DWOWIN PIA
992 4,450 (*) N7y MYPYN 917 HV9P PIa
988 5,950 (*) D1y MYPYN 917 SVap P13

4.5

4.6

4.7

4.8

4.9

4.10



(n7Y) NTNYY NN MmN H10 MO YPYNN OV

999 10,940 1792 TIY MM INDY DIDIN HNIN

988 4,550 NNNNI NP DX KD

990 2,080 17Y2 DPIN DN MYPWN N2 N

988 1,000 (*) N7y TIY MM THIV VN

988 2,721 (*) N7y (1982) NININI NP ) 2V

989 3,564 (*) N7y (1982) NINNI NP ) 2VN

989 1,555 157¥2 N0 NN OV

997 3,000 DY MYPYN DIN NIOPINY

990 3,000 (*) D7Y2 NN DN MYPYN DD MDY
104,330 200

N MTN 46,205 N0 MNTPID NMIONNN NI HIN TO2 .0XX9NY NYPN INDN ) (*)

=2 TINNNN ,NH2N Y YHya DPNRY TN DON9NID DXMNMYPN DMINDND D3N YT-9Y (T NITO) 2N
Y-Sy NMTPIM NMIPNNN ]ﬂ’l)b NIV (T NITO) INND MR MTN> TON 44.29%
.DOMNMON DWPYN
N0 DIMNDN OWOPWN T-DY NNTPID MAPNNND NN ,DOY0 MNINN NIND
-5Y NN MYNINN MTNN TON 74.52%- NNNNON (T NITO) 1IN NN MM

JYINN MT 9

(D NITO) DINH MHDN .4.10.2

IO POND DY 19902 NINY MY (N NITO) DINND NN M TINn
DYNDN OWOPYNN NI NNTPIND MIAPNNN NN MTN 402,043-H5 ONd2
MINTN OONDNN DOWPYHRN W MY 1PNdY 1YV DOVNON DIPMNYY
LDNY TNY VNONN Y, NN NOY NTND N7YA NN NNON XDV NN MTNMY

(n7Y) NPNYY 9PN MNP MMNONN YPYNN oY

998 2,000 THE DRAGON VARIATION FUND L.P
997 2,000 THE DRAGON VARIATION FUND L.P
996 1,000 THE DRAGON VARIATION FUND L.P
1,014 9,800 (*) N7Y2 MYPYN JHVLII .O.N
1,002 9,600 (*) 97¥2 MYPYN PVLIL.D.N
999 13,800 (*) N7y2 MYPYN VI .O.N
MNP NNMT TIINRN PYYNN ST DY MY DTN

999 5,000 17¥2 519
1,001 1,430 1792 NNR NP DI TV NT THNTN
997 5,000 (*) N7y2 MYPWN N1 ON.ILIN
1,000 10,000 (*) NDNIMPYOINIIIN
998 1,500 (*) 1572 2N MNP - TON VIIVIN
997 1,500 (*) 157Y2 2N MNP - THN VIIVIN
996 2,000 (*) 1572 2NT MNP - TON VITVIN
1,004 5,000 172 DNWY 12IWOIN
997 5,000 17¥2 DNV INIVOIN

'10'




(N7W) NN 99NN MTNYD MND MUNN WPYNHN oV

999 14,965 17V NN MNP DIN DNY INWOIN
1,002 3,000 DY DINN MINN
999 1,560 D7Y2 (1986) MINNIA NNIP 91 - LONJININ DDVIN
1,002 1,740 (*) 1H7¥2 NINNI NP DIVOPN
998 22,950 (*) 157¥2 NMINNI NP DIVOPN
998 815 (*) 11772 DIVHPNPOIP 12
997 815 (*) N7Y2 DIVIPIVIP 12
1,003 19,000 (*) D7y¥2 MYPYN Y17 HVaP PIa
999 15,000 (*) n7ya MYpwn 9177 YVX9P PIa
999 8,010 17¥2 9133 YN
997 10,000 VNPT P2 YV 9P MY NHaN
999 1,800 20/80 Py
997 1,800 20/80 P2y
996 1,800 20/80 P12y
998 1,500 (*) DY DINPN HVP DIPITY
997 1,500 (*) n7ya ©INPN HVLIP DIPY
996 2,000 (*) N7¥2 DINON HVXAP DIPIIV
996 12,000 (*) 197¥2 9103 MNP 911 MTAY P
998 20,000 (DYINIY) N7Y1 MV NN DY
1,008 7,500 17Y2 (2004) MYPYN 911 DM DI KD
1,005 4,500 D7Y2 (2004) MYPWN 5113 DTN DOVIVI YYD
997 4,500 17Y2 (2004) MYPWN D113 DTN DXDIVY YYD
999 7,550 NN NP DOOINS K95
998 10,000 9130 N2Y - N7V NN NI HY
998 10,000 70390 72Y - 7Y 5NN PO 595
998 2,500 (*) N7ya (1993) MpPan V179
1,003 2,000 7Y 1M1 YN VIN
1,000 5,590 1792 NNNI NP DTN
997 6,000 1H7¥2 NNN) NP DTN
998 2,110 D7Y2 DN 911 MYPWN N2 N
996 3,000 (*) n7ya nnn
1,001 1,300 (*) N2NY N2V - N7Y2 (1982) NINNI MYIP 71 2VMN
999 815 (*) NAN5 N2V - N7Y2 (1982) MINKI NNIIP Y9I IVIN
1,000 5,699 (*) N7ya (1982) MINNI NP 91N 2V
998 1,260 (*) 07y (1982) MINNI MNP 91723 20D
997 3,756 (*) n7ya (1982) MINNI NP 91N AVN
1,011 5,355 1D7Y2 )10 NN YV
1,002 1,555 1792 1120 1N YOI
996 73,597 1D7Y2 TIY M) NN
1,005 6,000 D1V MYPYN 917 NPIOPINY
997 3,815 D1V MYPWN 9117 NRYOPINS
DYV IAYN NVIDIDNRD PTAWD DLINN NP

997 815 0y
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(n7Y) NPNYY 9PN N MND MNONN YPYNN oV
DWW MI2YN NVIDININD PTID DMINN NP
996 850 JaloVal
996 10,226 V71521 57525721y DY DY9103N NP
999 1,050 D72 5N MNP YINMNY NN YAPN XANY NOOUNN )IP
996 815 Xy P SELECT 15wom
996 2,000 (*) 97Y2 (LW.N) DINPN IMPY PIND
1,000 3,000 (*) N7y NN HINIYIA MYPYN NON XMV
402,043 270
DYMXR MTN? 153,850 NWIIID MNTPI NIMAMNND NI YN TO .0IX9ND NWPN INON 9N (*)

TN 172N PY Y9¥a DPRY TN DIHANT DNWPN DINDN 09N YP-9Y (N 17170) 2N
YT-OY MNTPID MMIAPNND DY NIV (N 1ITO) 1NN MDX MDN> Ton 38.27%
.DONDN DYPYN

NI DIMNDN DWOPWYN T-DY NNTPIN MAPNNND NN DO MNINRN NIND
MNDXY MYXIIN MTNN TON 71.79%-2 INNNN (N NITO) 1IN MNDX NN
YNNN NYT9-DY

199190 INNY NOYI ANEPN .5

M 5.1

5.2 PYDA VNONI) DNMNDN DOWPYND ON PA ,TI19101 INND NIV NNNPN YA 7D
,(10N2 N NYNN MTY 5.3 YDA VNOND) DPNINN HHID DX P (POND 1T NYSN MTD
Y9 DY MPONN YN TN (N NITO) 1NN MN) (T NITO) INN NN DY Y100 ToN

..y N1 9,100,000,000 Dy NYY> RO MY NYSD NYT

DINDN DYPWNI NIDN NINNPN 5.2

DXPOYN DY DN TY TRV RN NIINN ,20¥0 N NYSN MTY 5.1 PYO MRMND 9902
,INDNY DOYNIND TIVN MM DIV TIINND ININY XD NDND INRNPNN INNKOY NUNRIN
951 1IN NN DYDY NHRTPIY MIAPNNNA 1PNNNY DINDNN DWPWNRD MNPNY
DY NYSN NYIT Y9 DY OMI190NN TR D2 NYHINY MNDNN 15% TY DY NI MND 39910

1912 VYPAN 29D, ("DINDNY NADNN ARSPNN : NT NYSN NITD 5.2 Pyoa)

(T DTO) 23N MMX 2IPY T N7W 21,000,000 TY HW NODY MND — (T NITO) 2IN MNMN
(' MITO) 2IN NN P TIY N7Y 84,000,000 TY DY NODM MIND — (N NITO) 1IN MMN
THN PPYNY (1)(N)1.22.4.1 PYD2 VNN JDINA IYYIN DMNDNY NODNN NNIPNN

TN PPYNY 1.22.4.1 PYO NI DINDNY NSO IRSPNN 1DIN MTIN DD DX0IY

-12 -



DYNWIN HHIY NODN INNPD 5.3

Y NYNN MTY 5.2 PYO2 NNINRN DY QDN D0 N NYSN NYTY 5.1 PYD MXNNY 91902
TR NIIND RN ,NDKD NYND NNPNA NNITHND AN NPNN RN 12 NIPNI D00
IN CTAND NN NN DN MNDX DYDY NNNID IIVINY OIPNINND HDI0 MNPD
-NVMIN DY DOV NOW 5915 PPN 2N MR DY NADN MND ,NNN MAXN NN PHNI
L, QTN NYSN MIT Y9 DY DOIDNNN TAR 9 29 DY NYXIN MNINN (15%) DOINX WY
: N2 VAN 1Y ,DXINNNN DNPYI ,GTIN PPYNT 1.22.4.2 PYDY DRNN INPY TUN

(M NYTO) IN MINMN .).Y N7YW 84,000,000 T (T NITO) 23N MMNX N"Y 21,000,000 Ty

DT 9 NYSH MY I9-HY DIYNINNN TIVN MY NN .6

("1 D170) DIND MIPNONIN - .6.1

TN ONIND OXT DT TN NYNN AT 9 5y MY (T NITO) INN MDNXONIN .6.1.1
JDYURIN QTR NYSN MIT 9 DY 1PN IWN INNNIAVY (T NITO) INN

192 NIZIPANN NYRIN NYSNN MT 29 IY PN IWKR (T NITO) DINND MDNX - .6.1.2
NYNN NYT Y9 DY MYNIND (T NITO) 1IN MNX ,NTND MIYINN PNNA AWNNN1
MIPANN NV JoN» 957 (N2> 1IP) OXINKN 120 DNNN MY 1T TN
NMNON2 MIADN (T NITO) 1IN MVNX TNYA NIAND PN 12 NIPN2 .M

QTHN PPYND 1.37 Py MNIRD DRNNA NIINN HYON 11722 NITO NANIN

MT NINDNI NITO NANIN DY TIT2 MPANN WK, (T NITD) IND MMNIPNNN .6.1.3
NIVN DY DMDYN NDAPO DINDY P XD ,9THN PPYN 19 DY DY TN NYSN
TVIND OTIP DN DX OMOWUND YIPN TINNY ,MIMNNRD IND DX PHA N1

SN PN

MT NNON NITO NANIN DY TITA MPANN IWKN (T NITO) DIND MDNOPIND .6.1.4
,DYURD YA NPT OWVWN NYAPD OINRIT P ,9THN PPYN 29 DY MY TN NYSN
S NYNDN NYWN IO NYYY ;2011 512 30 DY, NPOIDN YNDAN YIPN NI DY
(7T DITO) NN MIHDX INN MNDX MRV DIMNX MINYNN DPTIVD NN
YN POINK PYNRIN TN NYSD NIT I DY IPANN IWNX MINNIY

ONPON TYINND L, MNNN DT DYSN MIT Y9 DY MPINNY (T NITO) NN MMN .6.1.5
INNNA PPV NIAND DY (T NITO) IND MNN DY PO 72T 990 NN NITO
SMNNIAVY (T NITO) 2IN MTNNOININD OOXNT P 1NN PN TYINa

,9TN PPYNY 1.32 PY0 INT (T 11TD) 2NN MIN ONIN 1272 DI0N DVIY  .6.1.6
13 2010 57982 15 DP2 DNMNY NNHBXIN IOV 19 PYUNIN 97N NYSD MT

-13-



2 NODID 278NN IW TSN NIYA (1975) NMINKY PPONIN PAY TAN T8N NIINN
YRIN GTHN NYSN MTY

('D NITO) 1IND MIINININ

MM ONINY OO MY GTN NN NPT O HY MYNINN (1 1ITO) 2INN TN XN
DYURIN GTHN NYSN NIT 29 9Y 1PN TWN MNNNIAY (N NITO) NN

2% ROD IPANT PNYNRIN NYSNN NIT 29 DY 1PN WX (N NITO) IND MIN
NYSN MYT Y9 5y MYSIN (N NITO) IN MNDN DTN YYD NN AWNNN2
MIPONN NV JON» TI95) (M 1IP) OXINND 1IIYD INNN MY 1T TN
NNONI MIADN (N NITO) IN MVN TNYA NIIND PXAN 12 NIPNL .M

TR PPYND 1.37 PyD1a 7NN OXNNA NIAND DYaN ,11°I22 NITO NININ

MT NNDNA NITO NINTIN DY TIT2 MPINN WX, (N NITO) 2IND TN SP2INND
NIYN Dy OMOYN NYAPD OIXIY PN NI TN PPYN 29 DY NV 97N NS
TVIND OTIP DN DX DIMOWUND YIPN TINNY ,MIMNINRD IND NN 1P)A NP2

S MNIND INPAN

MT NNONA NITO NIANIN HY TITA MPANN IWN (N 1ITD) NN MIN SPRNN
YV NN TP DIYYN NYAPY DINDT P ,9THN PPYN 29 9Y MY 9T NYSN
MY 1N NPWY 2011 M2 30 DY ,NPYION NN YIPN NI BY [ PIUNRA
AWUN MNNIAY (N 17TO) NN TN MXYD IMN NXIDD ST I8ND PN

DYUNRIN G0 NYSN NYT 9 Y 1PN

ANPON TIINND L NMNN DT IYSD NIT 09 DY MIPANNY (N NITO) NN MMN
MINNA PIMY NIINN DY (/N NITO) IND MR DY PNV 12T Y30 NNX NITO
ANNNIAY (D NITO) 1IN MNNX ONIND O P JIPXIM PN TYINI

L9700 PPYNY 1.32 PYO INI (N NITO) 2NN MINNX ONIN 12T DD DXV
72NN 2 2010 51982 15 D2 ONNIY NNNNIN TOWY NYRIN TN NYSH NYT
MT2 ) NADID 2780N NV T8N N7YA NPNNNID NN VIR PV P TNN TN

YR TN NYSD

5y NNWYNXIY IPANN ITNNIAVY (N NITO) 2NN MM D) MNNIAY (T NITO) 2IND NN
PO NOY L9095 93N PNWYURIN GT0HN NYNHD NITY9

POV NV 4T NYND NITY DXNNA MYNIND (D NITO) 2INH MNNY (T NITO) IND TN
DTN PNN DY (NHRNN 2 ¥191D) 1 3990) DX1I100N MXNIND OXNNA Yyap»y PNna
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6.2.1

.6.2.2

6.2.3

.6.2.4

.6.2.5

.6.2.6

6.2

NoMm

7

7.2



VNN 1PN MPANN (N NITO) NN MNNX XA (T NITO) 2NN MNMRY 9D
YOIND DRNNA NIAND DYAN ,NNRNNA D0 DY TN NYSN NITY 6.2.2-) 6.1.2 DXPYD2
3919 VNN ,HNRIYI DD MYIN NDDPY

YV PAY ATONY DNV DXONN MY NN NN NI12NN NYDP 2011 99N 4 O»2
(Y PYD PNY) (N NITO) IND MDNY (T NITO) 2NN TMNDNX DY DN 158D 11NN
NNN 95 NPANN YONIN PN NPV NN NYOPYNN NNDN 29D yap» (72NN MIIN
MVYTNN 21NN MK NPMNN YDA 1IN NPV “INPNN 1NN INNR MITON

A9N2 VNN, (HOPIVNN 1193930 NYIY :1ONY) NIONNY DI ,NITO NNIND

1999930 0V :ONY) NPNPNRN IND MNDN I NPANA IXNY Y NPHN 1IN D10
NNNN PIAD ,DNPNPHN NN MNP TIY TO PAY WIDNN DIDDI yap» (79Npnn
NYNPNRT INT MDX I INNY 1PN NV .NPNPNRN 2INN DX X2 DPIN
TV 702 PN NINWI PNPNRN PININ DID0 WD L(7IPNRN 1193990 NYIY” :PNd)
779992 19NN NPNPNRN 2IND MNDN) N7 1D 921 . NPNPNRN IND MDNX HY 1PN

ADNN DAN) 0% NP YNPRN TPININ NV ,ORMND 2IPIN 19V N

595 (VNN 19%0 81907 1 PNY) MYTNN 2NN MNP IHY 1PINN DD
L7ARSPNN TN OND) MVTNN 2IND MDN DY YN NNNPNN TYINIA yap» PPy
NINVO ,MYTNN INN MNDN DY 1PN TN TO PAY WI9NN R WTINN 11PN DIO0
NN MNDNX DY NPNANN NNNN PAD ,ANNPNN TND 1Y 2INN NINN ONIN 19D ONINN
27252 21N NIN YISNN DN D15M NP DN NN 7Y DNNMNY INNDY MYTNN
D20 N (PYINN 199930 NYIY” 1OND) MYTNN INT DX 1PI2 INNY PN MY
YNIN 9D ONINKD MYTNN 2IND NN DY NP TIVN TO2 POINKD NINYWD WINN 1IN
IN NI NMPANN MYTNN INN NN OX D WHITY .ARNPIN TYIND TY 1IN MDN

MNNX DIAR) 0% N> GONN 1NN MWW, ONINNDN DPIN DIV

$ POV NNONN Y9-5Y YaP» S5PIWNM 110N NV

NN MNXRD *NNHPN OTPN X MYTNN NN MNX 1P TV TO X ¥INN 110N NYY)
(MYTNN/MO0NN
+
{1n17PND IND MNP TIW TO X ONPND 1IN WY |

7Y IO + (MYTNN NN MDRY *NPN OTPR X MYTNN 1NN MHX P TIY T0)
NPNPHN NN MHN DP)

7.3

7.4

7.5

YN NYT Y9 5y NNWNID NN NPPOINY (N 17TD) 2INN NYNNY (T NTD) 2IND DN - 7M1 NPNn 20D MTINY
DOM0 DY QTN NYNN MTD X122 ININNDI NYNRIND GTIN

DOWPYNY IN NDXY PXANY NIANT NNV (N NITO) INN MNX) (T 1ITO) INN TMNDN- ZMYTND DND MIINY
% NYSN NI0NI MY ,NTTO MIANIN HY TIT72 OO TOM

-15-
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NIONN AT, PPN 290 MYTNN INT MNNX DY (Y1 DMN TYN) N7NNN P DN NXIN NPN B1Pn *
DPNPNRN NN NN HY

NINYIN 7272 STYH AT NNDNA DDIAN NI2NN ,2-1 ,1 DI MRIN NYIAP INND 7.6
('N NITO) INN MM (T NITO) INT MMN NPAN YAPMY 1IN NV DX, NPANN
NNN D95 TARN SOPIVNN 11NN MY NR 1D ,YAP»Y 535 ;DT G710 NYSN NIT 29-DY

209 NVMNANN NNDNY DORNNA N TN MITON

PN DYWN TN DHN NN 92T DXV MDNN MOYWN 7271 qON VYD 7.7
)2 MY, GT0 NYSD NYT 29-9Y MYSIN MITONN 2NN NN TY 11T NPIDN
TN PPYNY 1.37 PYD INT ,N7TO MANIN 1P 7PIPY 99,1032 119N

SDINN S3-99 SIRYTASTIN NIPHY 95NN 1NIM IR 1253 5955 13510 91910 PP PYNI NNON
9-9Y IWNPY TP M) WIAY UPann Y35 \Imn pun Y35 nYNHNsH maroiy ab oova
29 DOWA 1YY 1IN AUN DN MNKIN NN PNANY NIN-YY SMNPN NIPHY MY ,AYsnn M

SSINN TIYN 993 HYI WPUND HY HONINID PMIOIY

NN MIIN NNVIN

ANVYOD NINK NNV IN TIAYYA NNV PR (N NITO) DINN MDNY (T NITO) INND MDIN
TN PPYNY 1.34.4 Py D) W)

TNNN NN ,INA XD AN DYDY ,)PNAY NN NN KD JININ DY 1D 9N PAD 10N Wwnd
VININ ,TIIYD UPIANI KD 1IN 2NN DX OPIINNY DMDYNN NNVIND NNV NTHYNI
YPOY ANNY TWNIA NPLAVYN N THIRNIYN 19355 (Due Diligence) MmN Np>Ta Ty XY Y91
YPNNND PYINID WNYY JININ NNODNAY ,NT NNHN) TOWI IMIYPNNA NN MIIN X 172NN
TIYD NIANT DY NNDIDD AUNI ,YRNWN IN YN 19INI INYT INNNK PN YINIT ,2INND MDN
IN/Y T 9259 DY IR MDIND YINND 2T NN PR 2NN MDN IP2NN 295D PNNINNNA
9559 5y YININ DY NON D NINY 53) JININ DY INDIND V1IN 2T N2 PR M2 MNNIN IOV
NYID YAWND YTD DN WOV 53D TN PPYNN TIRNN NIINA DNV DY DNYIVN )INID (PT

- INN MMN OIPIINND MHNMNNNN TNYD NIANN DY NN DY

D970N0 NYYIN MVINN’N

792 DNYONND IR GTHN NYSN MT DY DNYINNI OXIAMNNND OMNIVPIPTM NH1aNN 9.1
TN MM NYSN DY WP ,THN NYNN NITA DX2IND DPRY DITON NN YIIND
PNIYNDN YINOIND DAMNNMD NN DN ONNON , TN NYSH MT 29-DY DIYSIND
WO TIVD T NN NIND TN NYNN NIT 29-DY DXSIND TIVD NI OWIIH M
THN NYSN NYITA VNI 12N

TI92 ONYINND INA GTHN NYSN MIT DY ONYOINNI OXIAMNNN OMNVPIPTN NH1aNN 9.2
TOVN T NYSN OY IWPA /) TS DY DNY WD ITON DI DY Ty MM MY WD
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INND MAANNNN INX IMON , NN DNV ONNIN ,THN NYSN MT 29-5Y DIVIND
Y9 9.1 Pyoa

9932 DNYNNZ INA §THN NYSN MT Yy DNNNA DXAPHNND DNVPPTM 1NN 9.3
NYSN MT X9-9y DIYKINM TIVN M DY DY WP INWID 1) T8 DY IWpPNnon yndnd
9.1 PYDI NNNY TINIA DTON TIY DNYT 2090 295YW ,ND¥I DNV DNNON ,9THN

o20Vp)

NI
Standard & Poor’s ) Standard & Poor’s Maalot Ltd. nyap ,2011 YMoNa 14 ova

1.2 1Y 5% 9p>Na /N =17 ) MITO NININ YV 7172 230 MR Npany 'ilAA-' »71>7 ("Maalot
192NN T DY IPAPY NY TINDMN

Standard & Poor's ny7n w3 ,Standard & Poor's Maalot ny»ap mTIX D900 DOVIYD

»95 (http://www.maalot.co.il/reports/495/B14042011.pdf) 2011 Y1aNa 14 oypn Maalot

M Standard & Poor’s Maalot .(2011-02-123774 NNONONR) DN ININA NIAND X7 HY PNTY
NYTY /N NADID GNNN NN PRYN,NT G0 NYSD NITY NPTN NITH PRYD NN NNNOON
M

DXNYINY OINN

MM NN (T NITO) NN MHBX NN INDNRY N2 DIWIY NWPaa NOMIY DS 1Hann . 11.1
7Y MY NN MINY NDNAM MY TR NYSN MIT X9-5Y MY (N NITO) 2NN

ATAN NYSN MTA OIRND_DOVI90 NYINR NONIN IV NAND NYINI IINID PR .11.2

MM HY D2V HY IN NIANN DY SNVYDD NYT NYAN DIVNH I PN DMNIYIY DNNDINNY

LDV DN I PNNN IY I GTHN NYNN MTA DWNIND TIVD

DN DYYN .

S(PPYN ©I019Y AN NN NYPA NDR) T MM NNPNY NG PN MINNNY ONNN2
(7 DITO) 2NN MMN TY2 NNRD NADIN NN T M) MWD 0OVN NIaNN ,1995-NvNn
Y 9T NYSN NYT NNONI MYXINN (N NITO) 23NN MMNIN)

NPAYNN NN .

N (T NITO) IND MR MTN DY NNIN) N DPAIN NIAND NNOND NINNN - 131
MADN MNIPN PNIYNI NNPY D) ,MIYIPAN NYSNN MTI MYHINN (N NITO) 2INN
NN ,NPAN2 NN NMIRXIN MDA ,(PONY 5.3-1 5.2 DYDI VNI 37991 O INND

2PN VNOND
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n»Y 99N 700,000-5 (Y01712) NN NINNN

N"YO9ON 4,338-2 D95) NNOXM NXON,NNTPIN MAMNNN NYNY NN
*(O9vwnv

n»Y 9N 831-5 MINK MXXIN MDD
N”7Y 999N 694,831-5 (03) NMaYN NYIMNN

3PN 13.2 9P¥02 VI N *

(1993) DYIMN NRIVI DIVOPKN N7y OINN DX DY 1nrya DHNN DNVIS MDIND
MPAN 2V ,NPYa MPAM DINN IR 2 OX DO N7Ya DINN DVP P2 ,07Ya
OPOON ,N7YA (1993) MPAN ATD 107y ((W.N) DINPN STIPY PIND ,H7Y1 DI
S TN PND) D7Y2 DINN SVX9P DIPII H7Y2 MYPYN 1PVI .D.X DY 171N DINN
TN NYSN MT Y9-5Y DOYXIAN TIVN MM NYSN PRIYY DINANI WNHY — (1DI89NnH”
YOI NOSION NXTHNPN NININNN 0.2% SW 5915 TO 008991 VAP DIPMPY NIY .M
(07yN NHDIN) GTHN NYSN MT 29 DY MIPNNY IND MNN DI P 591 HapnnY

(roo8rann nHny”)

MTYHN DINNN 0.05% SV NYOWA [, NNOSN NONY DI9NY DNIVNY JoN» qONIa
MTY GTHN PPYN 23 DY MPANNY INT MDN DI PH2 DY HAPNNY VI NONON
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14. Information about the Offering and the Company
14.1 Forward Looking Statements

Some of the information contained or incorporated by reference in this shelf
offering report and in the shelf prospectus filed with the Israel Securities Authority
(ISA) on September 3, 2009 (the "Initial Shelf Prospectus", and as amended on May
23, 2010 and on September 20, 2010, the "Amended Shelf Prospectus", and together
with the Initial Shelf Prospectus, the "Shelf Prospectus") contains 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 shelf offering report
and in the Shelf Prospectus, including the statements in "14.5 Risk Factors" below and
in "ltem 4. Information on the Company" and "Item 5. Operating and Financial
Review and Prospects" in our Annual Report on Form 20-F for the fiscal year ended
December 31, 2010 (the "2010 20-F"), incorporated by reference into this shelf
offering report and in the Shelf Prospectus, and elsewhere in this shelf offering report
and the Shelf Prospectus and in the 2010 20-F 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 preferences in cellular telephone usage, trends in the
Israeli telecommunications industry in general, the impact of current global economic
conditions, and possible regulatory and legal developments.

For a description of some of the risks we face, see "14.5 Risk Factors" below
and "Item 4. Information on the Company", "Item 5. Operating and Financial Review
and Prospects", "Item 8A. Consolidated Financial Statements and Other Financial
Information - Legal and Administrative Proceedings" and "Item 11. Quantitative and
Qualitative Disclosures about Market Risk" in our 2010 20-F incorporated by
reference into this shelf offering report and in the Shelf Prospectus. In light of these
risks, uncertainties and assumptions, the forward-looking events discussed in this
shelf offering report and in the Shelf Prospectus 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 a result of new
information, future events or otherwise.

14.2 Summary Information Regarding the Company
You should read the following summary together with the more detailed

information regarding us and the securities being offered hereby, including the risks
discussed under the heading "14.5 Risk Factors," contained in this shelf offering
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report. You should also read carefully the consolidated financial statements and notes
thereto and the other information about us that is incorporated by reference in this
shelf offering report and in the Shelf Prospectus, including our 2010 20-F and our
Form 6-K furnished to the Securities and Exchange Commission (“SEC”) on April
14, 2011 regarding 012 Smile Telecom Ltd.’s financial results for the year ended
December 31, 2010 and containing our unaudited pro forma condensed consolidated
statement of financial position as of December 31, 2010 prepared as though our
acquisition of 012 Smile Telecom Ltd. had occurred as of December 31, 2010 and our
unaudited pro forma condensed consolidated statement of income of the Company for
the year ended December 31, 2010 prepared as though our acquisition of 012 Smile
Telecom Ltd. occurred as of January 31, 2010.

Our Company

We were the first GSM mobile telephone network operator in Israel. We
received our mobile telephone license in 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 3.16 million subscribers, representing an estimated 32% of total Israeli
cellular telephone subscribers at those dates. 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 subscribers in 2009. At December 31, 2010,
approximately 72.5% of our customer base (approximately 2,290,000 subscribers)
was represented by post-paid 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, we also had more than 1,549,000 3G
customers (included in the subscriber data above).

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 modems in laptops) and
related equipment and accessories; and

- the fixed line business segment, which includes a number of services
provided over fixed line networks including transmission services; Primary
Rate Interface ("PRI") lines for business sector customers, Voice over
Broadband telephony services (“VOB”), and Internet Service Provider
services (“ISP”). Approximately 63,000 VoB and ISP 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 ISP 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 is licensed 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
awareness in Israel. We have also received awards recognizing our high standards of
customer service. In 2010, we were named by Globes, a leading 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, as well 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 enables the packet transfer of data.

Our 3G network offers a wide range of services, such as video calls, a new
portal of content services including a rich selection of video-based services under the
“orange time” sub-brand, and the transmission of data.

Our principal executive offices are located at 8 Amal Street, Afeq Industrial
Park, Rosh Ha’ayin 48103, Israel (telephone: 972-54-7814-888).

Our Strategy

We intend to continue to enhance revenues and profitability, and to continue to
create value for our shareholders, customers and employees. In order to accomplish
this, we intend to:

. Evolve into a Diversified Multi-service Communications and Media
Service Provider. We are continuing to broaden and diversify our portfolio of
products and services to evolve into a diversified 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, ISP services and
other accompanying telecom and media services. The recent acquisition of 012
Smile Telecom Ltd. (“012 Smile”) will enable us to continue to focus on our
current core business while 012 Smile will continue to focus on its current
International Long Distance (“ILD”), ISP and VOB businesses. We also intend
to further enrich our media and content offerings in 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
enable us to provide a wide range of services that will potentially be used to
create a bundle 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 Use and Our Subscriber Base. The penetration rate in
Israel is very high; however, we believe that we can increase our revenues
from our existing customer base and also add new subscribers to our network.
We believe that a major source of growth for us is additional revenues from
our 3G and data card subscribers consuming more data and content services.
We are leveraging our outstanding reputation for network quality, innovation,
and customer service to develop our 3G business in 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 a focused 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 customer service, innovation and advanced technology.

Competitive Strengths

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

. Wide variety of communication products. We believe that our offering of
VoB, ISP and VOD services, as well as our ILD services which will be
provided by 012 Smile, strengthens our position in the communications
market. Offering a wide 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. 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 operations in
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
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been NIS 1,021 million and NIS 1,472 million for the years ended December
31,2009 and 2010, respectively.

. Strong and Motivated Management 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.

14.3 Recent Developments
Acquisition of 012 Smile Telecom Ltd.

On March 3, 2011, following the receipt of the approval from the Ministry of
Communications and the Israeli Antitrust Commissioner, we completed our
acquisition of all of the outstanding shares of 012 Smile from Merhav-Ampal Energy
Ltd. 012 Smile is a leading Israeli telecommunications operator, which provides
international telecommunication services and local telecommunication fixed services,
including telephony services using VoB access and internet services, with revenues of
approximately NIS 1,113 million for 2010 during the 11 months starting February 1,
2010, the date on which 012 Smile’s business activities began to operate under a new
company. 012 Smile has extensive experience in the Israeli communications market, a
strong brand name in the ISP and international long distance market, and 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 is an important
step in our strategic transformation into a comprehensive communications group. 012
Smile provides a complimentary asset to our current abilities by enhancing its ISP and
its fixed line presence and by enabling us to secure a foothold 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 ISP and transmission synergy.

The Ministry of Communications’ approval of the acquisition requires
structural separation among the Company and 012 Smile for a limited period of time.
See below “14.5 Risk Factors - We face risks associated with the acquisition of 012
Smile Telecom Ltd.”.

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

The Company entered into an amendment to its brand license agreement
On April 28, 2011, we entered into an amendment (the “Amendment”) to our
license agreement, which was entered into on September 14, 1998 (the “Original

Agreement”) with Orange Brand Services Limited, a member of the France Telecom
Group (“Orange”), for the use of the Orange brand.
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The Original Agreement provided for a royalty review period from July 1,
2012 to September 30, 2012 ("Royalty Review Period") in respect of the royalties to
be paid by Partner to Orange for the term of five years commencing on July 1, 2013 in
connection with the use of the Orange brand by Partner. Partner has agreed in the
Amendment to pay to Orange royalty fees earlier than July 1, 2013, in consideration
for certain amendments to the Original Agreement and the provision by Orange of
assistance in areas such as marketing and devices.

Royalties payable will be based on a percentage of Partner’s revenues from the
provision of services offered under the Orange brand. The Amendment provides for
agreed royalties for a period of 15 years, commencing on July 4, 2011, subject to the
establishment of a mutually acceptable procurement arrangement. If such condition is
not satisfied, the Amendment will terminate, the Original Agreement will remain in
effect and Partner and Orange will negotiate the terms of the royalties during the
Royalty Review Period provided for in the Original Agreement. The Amendment also
provides that Partner may terminate the Amendment by not less than three months
notice at any time before the second anniversary of the Amendment.

Notwithstanding any termination of the Amendment, Partner and Orange have
agreed to amend the Original Agreement to provide that:

e cither party may terminate the Original Agreement upon a material breach by the
other party; and

e upon any termination of the Original Agreement, Orange will not grant a license
to use the Orange brand or otherwise permit use of the Orange brand in Israel for
a period of 24 months, in respect of business-to-business telecommunications
services, and for 30 months, in respect of other licensed telecommunications
services.

The selection of two bidders in the UMTS frequencies allocation tender for
two additional cellular operators

On April 12, 2011, Mirs Communications Ltd. (an existing cellular operator)
and 018 Xfone Communications Ltd. won the Ministry of Communications’ UMTS
frequencies allocation tender for two additional cellular operators. Each of the
beneficiaries is committed to a payment of license fees in the amount of more than
NIS 700 million (US$ 205 million). The beneficiaries will be awarded various
benefits and leniencies, such as: (a) a minimal license fee of NIS 10 million (US$ 2.9
million). The remaining amount of the license fee will be paid at the end of the five
year period following award of the license. Each of the beneficiaries will be eligible
for reductions in the license fee to a minimum of NIS 10 million, according to the
market share achieved in the private (residential) segment of the market in the five
years following award of the license. For each percent of the private market captured
by the beneficiary, the beneficiary will be awarded a reduction of one-seventh of the
remaining license fee (less NIS 10 million). The beneficiaries will be required to
deposit a guarantee with the Ministry of Communications for the full license fee less
the minimal fee of NIS 10 million. The guarantee will be reduced at the end of the
second and fifth year according to the market share achieved at that time. (b) The
tender winners will be allowed gradual geographic deployment of the infrastructure

-24-



over a period of seven years and use of national-roaming services on the networks of
existing cellular operators ("Roaming Services").

In accordance with an amendment to the Telecommunications Law, existing
cellular operators will be required to allow the tender winners to use Roaming
Services for a period of seven years, commencing on the date of the Ministry of
Communications’ approval that cellular services can be provided by the beneficiary,
not through Roaming Services, to an area with at least 10% of the population, and as
long as at the end of four years from the beginning of this period, the beneficiary will
be able to provide cellular services, not through Roaming Services, to an area with at
least 40% of the population. The Minister of Finance and the Minister of
Communications can extend each of the above periods for one additional period that
will not exceed three years. Until the determination of a final tariff by the Minister of
Communications with the consent of the Minister of Finance, due no later than
February 1, 2012, the existing cellular operator will only be allowed to charge the
beneficiary prices for Roaming Services that do not exceed the Interconnect Tariff
that will be in effect at that time (with regard to cellular data, the price per 1MB shall
not exceed 65% of the Interconnect Tariff set for minute of a voice call).

There is a possibility that the beneficiaries will be awarded in the future
additional benefits and leniencies such as the regulation of telecommunications
infrastructure sharing as well as a rebates mechanism for spectrum fees, based on the
market share gained by the beneficiaries in the private sector over a five year period
after being awarded the license.

The entrance of new competitors is a significant development in the already
vibrant competitive cellular environment in which we operate. This development may
cause a further strengthening of the already significant upward trend in subscriber
acquisition and retention costs for cellular subscribers and a further strengthening of
the downward trend in cellular tariffs, and may also cause an increase in the cellular
churn rate above that which has already been experienced, and may further affect our
business and operating results.

Changes to the Management of 012 Smile Telecom Ltd.

On March 13, 2011, we announced the appointment of Mr. Offer Peri as Chief
Executive Officer of 012 Smile effective as of April 1, 2011 replacing Ms. Stella
Handler. As a result of the Company's acquisition of 012 Smile and the appointment
of the new CEO of 012 Smile, further changes in the management of 012 Smile are
expected. See below "14.5 Risk Factors - We face risks associated with the
acquisition of 012 Smile Telecom Ltd. - Integration risk."

The Company signed a non-binding MOU with Alon Cellular Ltd.

In March 2011, we signed a non-binding Memorandum of Understanding with
Alon Cellular Ltd. ("Alon Cellular") that includes commercial understandings
regarding Alon Cellular's use of Partner's network as an MVNO (Mobile Virtual
Network Operator). The Memorandum of Understanding will automatically terminate
if the parties do not sign an agreement within the designated 60 day negotiation period
or an extended 30 day period.
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Legal proceedings

Following our submission of our 2010 20-F on March 21, 2011 to the SEC, an
additional four claims, together with a request to recognize these claims as class
actions, have been filed against the Company. The amount of each of these claims
individually against the Company, if recognized as a class action, is not material. The
aggregate amount of these four claims against the Company, if the claims are
recognized as class actions, is estimated at approximately NIS 106 million.
Furthermore, one claim filed against the Company, together with a request to
recognize this claim as a class action, in the estimated amount of NIS 24 million (if
recognized as a class action) has been dismissed.

In addition, on April 14, 2011, the Tel-Aviv District Court approved the
settlement agreement with respect to the claim and the motion to certify the claim as a
class action described in clause c(3) under note 18 to our consolidated financial
statements ("the Clause"). The claim, originally made in a filing made by the plaintiffs
on November 11, 2006, alleged that we unlawfully charged subscribers for incoming
short messages (SMS) for a dating service ("Pupik service"), while they did not agree
to get nor to pay NIS 5 for each short message. The court decided that the total
amount to be returned to the subscribers will be according to the final report of an
outside expert, as described in the Clause.

In addition, during 2008, several claims and motions to certify the claims as
class actions were filed with various District Courts in Israel against several
international telephony companies, including 012, in the amount of approximately
NIS 641,520,000 (where the claim against 012 Smile amounted to approximately NIS
226.4 million). The plaintiffs alleged that with respect to prepaid calling card services
the defendants misled the consumers in certain issues, charged consumers in excess,
and formed a cartel that arranged and raised the prices of calling cards. Following
various hearings, on April 14, 2011, the Supreme Court recommended that the parties
resolve the dispute by way of mediation. The parties were instructed to inform the
Court of the outcome of the mediation procedure within 120 days.

In addition, following our submission of our 2010 20-F, two claims filed
against 012 Smile, together with a request to recognize these claims as class actions,
in the estimated amount of NIS 43 million, have been dismissed.

See "Item 3D. Risk Factors" and "Item 8A. Financial Information -
Consolidated Financial Statements and Other Financial Information — Legal and
Administrative Proceedings" of the 2010 20-F, and Notes 18 and 26 of our
consolidated financial statements attached to our 2010 20-F, for other information on
our legal proceedings.

14.4 Summary Terms of the Offer

[SSUCT....uiieiiieiiecieee et Partner Communications Company
Ltd.
Securities Offered..........ccceevveviiiciienienieeieeen, NIS 140,000,000 principal amount of

Series D Notes and NIS 560,000,000
principal amount of Series E Notes,
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together referred to as the Notes.

Denomination.........cc.eeeeeeeneerienienieee e e The Notes will be issued in NIS
units, each in the principal amount of
NIS 1,000.

Series D Offering Price..........cccoeevvveeveeennnnnnn.. NIS 988 per unit.

Series E Offering Price.........c.cccccccevvvvevnennnne... NIS 996 per unit.

Series D Principal Payment Dates...................

Principal payable in 5 equal

annual installments on December 30
of each of the years 2017 through
2021.

Series E Principal Payment Dates...................

Principal payable in 5 equal annual
installments on December 30 of each
of the years 2013 through 2017.

Series D Maturity.......ccccceeeviiiiiii ...

December 30, 2021.

Series E Maturity..................cocoo .

December 30, 2017.

Interest Rate Series D..oovveeeeeeieiiiiiieeeeeeeeeeen,

A variable interest rate based on the
annual interest rate of short term debt
issued by the State of Israel ('Makam')
in addition to a fixed annual spread of
1.20% per year (calculated quarterly).

Interest Rate SerieS E.....cooovveeeeeeeieiieeieeennn..

A fixed interest rate of 5.5% per year.

Series D Interest Payment Dates......................

Interest on the outstanding principal
of the Series D Notes is payable

on March 30, June 30, September 30
and December 30 of each of the years
2010 through 2021.

Interest on the outstanding principal
of the Series E Notes is payable

on June 30 and December 30 of each
of the years 2010 through 2017.

Series D Linkage.........c..ccceevvienieniiienienieen, None.

Series E Linkage........c.cccccoeevviieniiiiniennne, None.

Ranking.........c.cocoeveuieviiiiiiiiiiiienieiece, Unsecured debt.

Rating.........ccccoevvvvvvciieiiieen, 1lAA-/negative

Early Redemption...........cccccevvivenciiinciicnnnnnnne, None.

Trading.....ccceeeieeiieiieee e We have applied to list the Notes for
trading on the TASE.

Use Of Proceeds.....ooueeueueeeeeeeeeeeeeeeeeeeeeeeeeen,

The proceeds of such an offering will
be used for the Company's current
needs including settling payments on,
or purchasing, the Company's Series
A Notes and/or refinancing other
debt.

Governing Law..........cccccccevveveieeeciieniieeeieeene,

Israeli law and courts

Trustee for the Series D Notes

Hermetic Trust (1975) Ltd.

Ziv Haft Trusts Company Ltd.
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14.5 Risk Factors

You should carefully consider all of the information contained in and
incorporated by reference into this shelf offering report and the Shelf Prospectus and,
in particular, the following risk factors when deciding whether to invest in the
securities being offered. 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.

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.

We are exposed to government regulatory intervention regarding a broad
range of issues in the telecommunications industry, such as interconnect tariffs,
roaming charges and 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 steps to increase competition in the cellular market,
and in the past year it has escalated its intervention 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 MVNO licenses to a
number of companies and is expected to grant additional MVNO licenses. In
September 2010, the Ministry of Communications published a tender for the
allocation of UMTS frequency to additional infrastructure-based cellular operators in
Israel. Four companies have submitted tender offers. On April 11, 2011, the tender
was concluded and the UMTS frequencies were awarded to MIRS Communications
Ltd. (“MIRS”) and 018 Xfone Communications Ltd. See above “14.3 Recent
Developments - The selection of two bidders in the UMTS frequencies allocation
tender for two additional cellular operators.”

The Ministry of Communications is 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, allowing 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 Interoperability for Microwave Access (“WiMAX”)
licenses and/or other licenses. In addition, in the past year, the Ministry of
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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 below “14.5 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 regulations 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 competitors in 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 a result, industry
regulation has had in the past, and may in the future have, a material adverse effect on
our business and results of operations. In addition, new laws, regulations or
government policies, or changes in current regulations, may be adopted or
implemented in a manner which damages our business and operating results. In this
regard, 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. 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.

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.

Recent and potential future regulation and negotiation of roaming tariffs, both
within Israel and elsewhere, may increase our roaming expenses, may decrease
our roaming revenues and prevent us from raising our tariffs. If we cannot
obtain or maintain favorable roaming arrangements, our services may be less
attractive or less profitable.

The Ministry of Communications has declared its intention to evaluate
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
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reduced as a result of the review by the Ministry of Communications or as a result of
the proposed negotiations or otherwise, if additional EU member operators raise 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.

We rely on agreements to provide roaming capability to our subscribers in
many areas outside Israel. However, we cannot control the quality of the service that
other telecommunication companies provide, and it may be inferior 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 UMTS
system. We are also subject to competition from alternative roaming solutions,
including from other service providers. These service providers use alternative
technologies that bypass the existing method of providing roaming services.

If our competitors’ providers can deliver a higher quality or a more 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 a result, 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 operating results have been adversely affected by reductions in
call and SMS interconnect tariffs imposed by the Ministry of Communications,
and may be further materially adversely affected by future regulatory
developments in 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, as a result, 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.

On November 14, 2010, the Company filed a petition with the Supreme Court
of Justice claiming that the Ministry’s decision to reduce interconnect tariffs is
mistaken and unlawful. The Company has petitioned the Court to rescind the
Ministry’s decision and regulations or alternatively to amend them in such a manner
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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.

SMS' interconnect tariffs. In 2005, our license was amended to regulate
charging for SMS messages sent outside our network. Due to technological
difficulties encountered by our competitors and us in fully complying with this
amendment, we may face claims, under one interpretation of the amendment, of not
having implemented the amendment with respect to SMS 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
permits required for the erection and operation of our network sites, and some
building and environmental permits have not been applied for. These difficulties
could have an adverse effect on the coverage, quality and capacity of our
network. Operating network sites without building or other required permits
may result in criminal or civil liability to us or to our officers and directors.

Our ability to maintain and improve the extent, quality and capacity of our
network coverage depends in part on our ability to obtain appropriate sites and
approvals to 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, as well as a number 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.

Network site operation without required permits has in 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, as well as demolition orders.
In the future, we may face additional demolition orders, monetary penalties and
criminal charges. The prosecutor’s office has set up a national 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,
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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 difficulties in obtaining required
permits may delay, increase the costs or prevent us from achieving these goals in full.
Our inability to resolve these issues in a timely manner could also prevent us from
achieving or maintaining the network coverage and quality requirements contained in
our license.

Possible amendment to the Non-ionizing Radiation Law. In October 2010, a
bill was submitted to amend the Non-Ionizing Radiation Law. In accordance with the
bill, permits from the Ministry of Environmental Protection will not be given to cell
sites that are within 75 meters of senior citizens institutions including senior citizen
housing, education institutions, shelters and hospitals. In accordance with the bill, any
permit that will be given to a cell 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 is approved, it will cause significant damage to the
telecommunications coverage in urban areas since we will be required to remove
hundreds of telecommunication sites which, as a result, 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 a number 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, a class action was filed against us as well as other cellular
operators with a request for the revocation of the building permits given to the 3G
network sites.

The Plan is in the process of being changed. 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 is included in an application to certify a class action filed against the three
principal Israeli cellular telephone operators. In May 2008 a district court ruling
adopted the position that the exemption does not apply to wireless access devices. We,
as well as our competitors, filed a request 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.
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If a definitive 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. As a result, 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 operators in Israel, provide repeaters, also known
as bi-directional amplifiers, to subscribers seeking an interim solution to weak signal
reception within specific indoor locations. In light of the lack of a clear policy of the
local planning and building authorities, and in light of the practice of the other 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 the local 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 this issue 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 permits for 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.

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 a condition 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 its reliability. 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 is of 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
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software increases the exposure of the Company and its senior officers to civil and
criminal proceedings in the event that any antenna will 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. As a result, 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 permits, we may also be required to indemnify
planning committees in respect of claims against them relating to the
depreciation of property values that result from the granting of permits for
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 a result of
approving a building plan. Under the Non-Ionizing 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 committees in full against all losses resulting
from claims against a committee for reductions in property values as a result 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 claims in accordance with the manner in which the licenses were
granted. 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 a material adverse effect on our
financial conditions and results of operations, if we are required to make substantial
payments in 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
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construction of a network 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.

We have been required to offer access to our network infrastructure to other
operators, which has enabled new competitors, such as MVNOs and new cellular
operators, to enter the market, and may reduce our ability to provide quality
services to our subscribers and 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 operators in Israel, to offer access to
our network infrastructure to other operators such as MVNOs

MVNGOs, 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, MVNOs have business arrangements with
existing cellular operators to use their infrastructure and network for the MVNOs’
own customers. The introduction of the operation of MVNOs into the Israeli 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 MVNOs and issued regulations regarding the entry of MVNOs 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 licenses to a number of companies and is expected to grant
additional MVNO licenses. One of our competitors has already signed agreements
with MVNOs to offer access to its network structure In March 2011, we signed a non-
binding Memorandum of Understanding with Alon Cellular Ltd. ("Alon Cellular")
that includes commercial understandings regarding Alon Cellular's use of Partner's
network as an MVNO. The Memorandum of Understanding will automatically
terminate if the parties do not sign an agreement within the designated 60 day
negotiation period or an extended 30 day period.

In September 2010, the Ministry of Communications published a tender for
the possible allocation of UMTS frequency to additional infrastructure-based cellular
operators in Israel. On April 11, 2011, the tender was concluded and the UMTS
frequencies were awarded to MIRS and 018 Xfone Communications Ltd. See above
“14.3 Recent Developments - The selection of two bidders in the UMTS frequencies
allocation tender for two additional cellular operators."

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 is limited, and if we are
required to allocate 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 we fail to agree with the 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
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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.

We may be required to terminate the use of certain spectrum or to share with
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 4™ generation (4G) services. These requirements may
adversely affect our network quality and capacity as well as our 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 operators in the Palestinian Administered Areas.

If such a frequency 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 a new band
of spectrum that may be of inferior quality.

We have received notification from the Civil Administration in Judea and
Samaria of its intention to change the allocation of some of the spectrum previously
allocated to us for 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 use in
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 is insufficient to provide quality 4G services or if allocations
do take place and spectrum is allocated to our competitors and not to us, this may 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.

If 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 a UMTS 900
network and have a material 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 telephone industry in Israel, which could have a material adverse effect
on our revenues and financial results.

The Israeli Parliament is currently discussing a governmental bill that will
amend the Restrictive Trade Practices Law and grant the Israeli Commissioner of
Restrictive Trade Practices tools to 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 as we 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 criteria in the proposed
regulation may expose the Company to arbitrary administrative procedures or
decisions.

We can only operate our business for as long as we 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
license is valid until February 2022. Our license may be extended for an additional
six-year period upon our request to the Ministry of Communications and confirmation
from the Ministry that we have met certain performance requirements. We may
request renewal of our license for successive six-year periods thereafter, subject to
regulatory approval. We cannot be certain that our license will not be revoked, will be
extended when necessary, or, if extended, on what terms an extension may be granted.

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
population coverage and minimum quality standards and other license provisions,
may not be certain, and disagreements have arisen and may arise in the future between
the Ministry of Communications and us. We have provided a bank guarantee to the
Ministry of Communications in the amount of US$10 million to guarantee our
performance under our license. If we are found to be in material breach of our license,
the guarantee may be forfeited and our license may be revoked. In addition, the
Ministry of Communications is authorized to levy significant fines on us for breaches
of our license which could have a material adverse effect on our financial condition or
results of operations.

Our mobile telephone license imposes certain obligations on our shareholders
and restrictions on who can own our shares. Ensuring compliance with these
obligations and restrictions may be outside our control, but if the obligations or
restrictions are not respected by our shareholders, we could lose our license.
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As with other companies engaged in the telecommunications business in
Israel, 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 Israeli citizens and residents from 20% to 5%,
which must be held by our founding shareholders who are Israeli entities or their
approved substitutes. The amendment also requires that these shareholders appoint at
least 10% of our Board of Directors. In 2006, our founding Israeli shareholders sold
substantially all of their shares in the Company to Israeli institutional investors, who
are approved substitutes. Since then, there were additional share sales to Israeli
institutional investors that were approved as substitutes by the Ministry of
Communications. Some of these shares sales were to Suny Electronics Ltd. (“Suny”).
If our shareholders do not respect these conditions, we may be found to be in 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 also
restricts cross-ownership and cross-control among competing mobile telephone
operators, including the ownership of 5% or more of the means of control of both our
company and a competing operator, without the consent of the Ministry of
Communications, which may limit certain persons from acquiring our shares.
Shareholdings in breach of these limits relating to transfers or acquisitions of means
of control or control of Partner could result in two consequences. First, the shares that
are in excess of the limits will be converted into “dormant” shares, with no rights
other than the right to receive dividends or other distributions to shareholders, and to
participate in rights offerings 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.

RISKS RELATING TO OUR BUSINESS OPERATIONS

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.

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
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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 (ISP) 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.

Cellcom is an Israeli public corporation that is traded both on the Tel Aviv
stock exchange as well as NYSE. 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, ISP 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 a full 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 as well 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 also 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 media
reports, 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 a result of this tender
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two additional UMTS providers may enter the market as potential UMTS 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 developments 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 months in 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. We expect
that this amendment will materially increase the churn rate of our customers.
Furthermore, these changes may lead to a material decrease in tariffs and in ARPU
and consequently a material decrease in revenues.

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 all the cellular telecommunication
companies in Israel, 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 this license 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 UMTS operators into the market. In 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 area with 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 areas in which it does not yet have its own
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infrastructure. The existing cellular operators must allow national roaming for a
period 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 services to an area that is populated by
at least 40% of the total population within 4 years of the grant of the license.
Regulations 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 alternative technologies that bypass the existing method of providing
roaming services.

4G licenses. 4G is an evolved mobile technology that allows for a wide
bandwidth for data services. To date, although LTE is the most dominant 4G
technology, Wimax is still considered a 4G technology as well. An efficient 4G
service should be delivered by utilizing a 20MHZ carrier, or wider in either an
existing cellular frequency band or in a new 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 providers in 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
LTE 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 a few 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
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telephony market had approximately 3,266,000 lines of which 70% are estimated to
have been controlled by Bezeq. 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 ISP 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, a recent 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.

We face risks associated 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 Smile”), 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 Smile for a limited period of time. The “structural
separation” conditions imposed 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;
(i11) 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. This structural 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 Communications that (1) an MVNO has begun to
operate or (2) an international operator can begin to operate as an MVNO.

We have not yet performed due diligence of 012 Smile’s business operations.
On April 14, 2011 we furnished to the SEC on Form 6-K, 012 Smile's 2010 audited
annual report and our unaudited pro forma condensed consolidated statement of
financial position as of December 31, 2010 prepared as though our acquisition of 012
Smile Telecom Ltd. had occurred as of December 31, 2010, and our unaudited pro
forma condensed consolidated statement of income of the Company for the year
ended December 31, 2010 prepared as though our acquisition of 012 Smile occurred
as of January 31, 2010(012 Smile Telecom Ltd. was established in November 2009
and commenced its operations on January 31, 2010). However, we have not yet
performed due diligence of 012 Smile business operations. As a result, we may face
certain risks as a result of inaccuracies in assessing the value, strengths, weaknesses,
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contingent and other liabilities and potential profitability of 012 Smile. Disclosure in
this Shelf Offering Report (and in documents incorporated by reference into this Shelf
Offering Report) regarding 012 Smile, including the principal risk factors facing 012
Smile’s business, its litigation risk, business operations, 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. As of the date hereof, we have
not independently verified this information, other than the information contained in
012 Smile's 2010 audited annual report and other financial data which we have
furnished to the SEC, as described above, and we have not independently verified
information regarding 012 Smile’s financial results or financial condition for the
period from January 1, 2011 until the date of the closing of 012 Smile acquisition
(March 3, 2011). Based on our own anticipated audit of 012 Smile as a newly
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 statements incorporated by reference herein regarding limitations on our
ability to conduct financial due diligence prior to the acquisition of 012 Smile.

Increase in our indebtedness. The acquisition led to a significant rise in the
Company’s leverage, which may lead to a rating downgrade and may influence our
ability to pay dividends in accordance with the Company’s dividend policy. See
below “14.5 Risk Factors - Our level of indebtedness could adversely affect our
business and our liquidity”.

Integration risk. 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 this risk
factor. If the requirement for such structural separation lasts longer than expected, we
may not be able to achieve the operational synergies we 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 a manner which
did not best maintain or optimize value. As a result, 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

Risks Associated with 012 Smile’s Business
The risks described below are based on information provided to us by 012 Smile. As
indicated above, we have not had the opportunity to verify independently the issues
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underlying these risks.

012 Smile has experienced significant growth, which has placed a
substantial strain on its resources. The failure to successfully implement
its growth strategy could adversely affect 012 Smile’s ability to continue
to grow or sustain its revenues and profitability.

The demand on 012 Smile’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.

The recent change in regulatory limitations on Bezeq will likely
result in increased competition, and may result in a reduction in 012
Smile’s revenues from interconnect fees.

Bezeq, the incumbent local telephony provider, is subject to several
regulatory limitations, including restrictions on its ability to provide bundled
service offerings and supervised tariffs. Under its license, Bezeq is also subject
to structural separation rules in 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 is likely 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.
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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
services include the existence of a group of services in similar format
marketed by another licensee and allowing the customer to purchase each
service or package of services in the bundle separately, on the same terms as
those offered within the bundle, unless the bundle of a subsidiary only
includes Bezeq’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-lines to 012 Smile’s VoB lines. Bezeq has raised 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 there is 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.

Changes in the regulatory and legal compliance environment could
adversely affect 012 Smile’s operations and business activities and 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.

On January 10, 2011, the Ministry of Communications published a
consultation regarding the pricing of international calls to mobile phone

-45-



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 regulate the price
difference between international calls to mobile phone destinations and those
for fixed line destinations in 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 a uniform call fee for both
types of destinations to 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 amendment 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 this
limit 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 Smile’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 a manner adverse to 012 Smile’s
business.

012 Smile depends on maintaining and renewing its existing
regulatory licenses in order to fully conduct its business. 012 Smile’s
inability to maintain and renew its existing licenses would negatively
impact its operations, revenues and profitability.

012 Smile’s ability to offer its broadband and traditional voice services
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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 Smile’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 a regular
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 Israeli
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 be in breach of its licenses 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 Smile’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.

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.
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012 Smile operates in the highly competitive communications
industry with existing participants and potential participants that have
significant resources and customers, and a regulatory authority that has
encouraged new entrants, which could intensify price competition,
increase 012 Smile’s expenses and limit its ability to maintain or increase
its 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 reductions in 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 ISP license through one of its
subsidiaries also allowing it to market bundled service offerings including its
ISP 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 ISP
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 ISP service on the same terms as those offered within the bundle.

HOT’s entry into the market, considering its ability to market bundled
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’s
infrastructure.

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
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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 also 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
restrictions in Israel, as well as independent voice over Internet protocol, or
VolIP, 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 operates in a market which already exhibits maturity
and high user penetration, and it may have to offer price reductions and
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 its rates. 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.

012 Smile’s operations depend on its ability to successfully expand and
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upgrade its network and integrate new technologies and equipment 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 its financial results.

The broadband and traditional voice services markets are subject
to rapid technological change, which could adversely affect 012 Smile’s
ability to compete and increase its 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 Smile’s future success
will depend on its ability to continually improve the performance, features and
reliability of its broadband and traditional voice services in 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 a lengthy 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 Smile is dependent on certain suppliers and if any of its
arrangements with these suppliers are terminated, it may not be able to
replace them on commercially reasonable terms or at all, which could
increase 012 Smile’s expenses and reduce its profitability.
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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. An increase 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 Smile’s services are dependent on the submarine
infrastructure made available by Med Nautilus, which connects countries
bordering the Mediterranean Sea to 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 a long-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 alternative supplier for additional capacity.

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 parties is terminated, it may not be able
to replace them on commercially reasonable terms or at all, which could
increase 012 Smile’s expenses and reduce its profitability.

012 Smile is exposed to risks relating to its network infrastructure
and is dependent on services it receives from its external suppliers. If the
level of service 012 Smile receives from its external suppliers decreases, it
may not be able to maintain the quality and breadth of its services, which
could reduce its revenues and harm its operations.
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012 Smile’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 VoB technology continues to 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 customers to their final destinations worldwide.
012 Smile’s level of service is largely dependent on the level of service it
receives from its international 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 challenges to its trademarks and may
lose its ability to use key third party intellectual property rights, which
could negatively impact its operations and 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 Smile’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 Smile’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 Smile’s reputation and the
expenditure of significant financial and managerial resources.
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012 Smile and its subsidiary are parties to legal proceedings, which
could result in them being ordered 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 a minor loss for a single consumer can
become a material claim for 012 Smile if it is certified as a class action
applicable to all consumers or a significant portion of them.

012 Smile may be restricted 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 Smile’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.

012 Smile conducts its operations in Israel and its business focuses
on the Israeli audience, therefore our results of operations may be
adversely 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. As a result, the political, economic and military
conditions affecting Israel directly influence 012 Smile. Any major hostilities
involving Israel, a full or partial mobilization of the reserve forces of the
Israeli army, the interruption or curtailment of trade between Israel and its
present trading partners, or a significant downturn in the economic or financial
condition of Israel could have a material 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,
has led to security and economic problems for Israel. Major hostilities between
Israel and its neighbors may hinder Israel’s international trade and lead to
economic downturn. This, in turn, could have a material adverse effect on our
operations and business. Ongoing violence between Israel and the Palestinians
as well as tension between Israel and the neighboring countries may have a
material adverse effect on 012 Smile’s business, financial condition and results
of operations. Many of 012 Smile’s and our executive officers and employees
in 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 a military 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
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more of its executive officers or key employees or a significant number of
other employees due to military service. Any disruption in 012 Smile’s
operations could adversely affect its business.

Actual and alleged health risks related to network sites and the use of mobile
telecommunications devices, including handsets, could have a material adverse
effect on our business, operations and financial condition.

A number of studies have been conducted to examine the health effects of
wireless phone use and 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 acceptable Specific Absorption Rate
(“SAR”) levels, we rely 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 as to the actual level of SAR of the
handsets along the lifecycle of the handsets, including in the case of repaired handsets.
Furthermore, our network sites comply with the International Council on Non-
Ionizing 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 participants in 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 a lack of enough cell sites resulting 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 sites that we erected. In both class
actions the plaintiffs stressed that health damages are not a part of these claims. In
addition, a tort claim was filed against the Company alleging that the use of handsets ,
under certain circumstances, results in 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, a municipal 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 appealed 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
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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 a relationship between
prolonged cellular phone usage and tumor development was observed in some of
these studies. These studies, as well 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.

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 a health risk from sites, other
telecommunication devices or handsets, this would have a material 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 Israel’s mobile telephone services market is highly
penetrated, making it more difficult for us to obtain new subscribers and retain
existing subscribers.

Although Israel’s mobile telephone services market has experienced
substantial growth, and we have experienced substantial subscriber growth since our
commercial launch in 1999, the Israeli market for mobile telephone services is now
highly penetrated, and the growth of the overall Israeli market and of our own
subscriber base has been slower than in the past. According to a recent report issued
by a research company, at the end of the fourth quarter of 2010, Israel’s mobile
telephone market penetration is estimated to be approximately 129%. This includes
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 as
well as other service provider subscribers that also subscribe to another cellular
network. While in the past our revenue growth has largely resulted from growth in the
overall market, our future revenues will depend significantly on our ability to retain
existing subscribers and to attract subscribers from the other mobile telephone
network operators as well as on our ability to generate higher revenues from existing
subscribers.

In the event critical elements of our mobile network are damaged or rendered
non-operational, we may not be able to replace them or return them to service
quickly and, as a result, we may not be able to provide telecommunications
services to a substantial portion of our subscribers for 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 a
critical element were damaged or ceased proper operation due to fire, water,
earthquake or some other natural, technical or man-made cause including computer
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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 plans will 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
Apple for the purchase and resale of iPhone handsets in Israel may adversely
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 handsets in Israel. Pursuant to the
agreement, we agreed to purchase a minimum quantity of iPhone handsets per year,
for a period 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 Apple is insufficient 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. As a result, our liquidity may be adversely
affected.

We could be subject to legal claims due to the inability of our information
systems to fully support our tariff plans.

In order to attract and retain the maximum number of subscribers in our highly
competitive market, we design specific tariff plans to 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 a very 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 a service, 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 the identified discrepancies.
Despite our substantial investments, we may experience discrepancies in the future
due to the multiplicity of our plans and the scope of the processing tasks. Further,
while we invest substantial efforts in monitoring our employees and third-party
distributors and dealers that market our services, it is possible that some of our
employees, distributors or dealers 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. As a result of these
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discrepancies, we may be subject to subscribers’ claims, including class action claims,
and substantial sanctions for breach of our license that may materially adversely affect
our results of operations.

We are exposed to, and currently engaged in, a variety of legal proceedings,
including several potential class action lawsuits related primarily to our network
infrastructure and 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 a number 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 it is more likely than not 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 the risk level, and events
arising during the course of legal proceedings 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 settlements amount that are expected to be
incurred, if such a settlement will be agreed by both parties.

We are subject to the risk of intellectual property rights claims against us,
including in relation to innovations we develop ourselves and the right to use content,
including music content, which we have purchased from third parties who present
themselves as the owners of the intellectual property rights included in the content, or
as the representatives of the owners of the intellectual property, when in fact it may
not be the case. These claims may require us to 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.

The telecommunications industry is subject to rapid and significant changes in
technology and industry structure which could reduce demand for our services.

We may face competition from existing or future technologies, including land-
line and cordless technologies, satellite-based personal communications services,
private and shared radio networks, broadband wireless access services, Voice over IP
(“VoIP”) services, wireless fidelity (“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 obsolete or subject to
competition from new technologies in the future and competition from new

-57-



technologies in 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 a wide variety
of applications and services. Such a change might adversely change our competitive
position and increase the dominance of those new providers at the expense of cellular
service providers. Changes in the industry value chain structure might result in an
increase in our expenses as well as a decrease in our revenue generated from those
services.

Unanticipated growth in subscriber demand for cellular data may require us to
terminate or modify certain products or services and could require us to make
unplanned investments.

As part of our strategy of evolving into a diversified multi-service
communications and media service provider, we have developed services providing,
and successfully encouraged subscriber demand for, Internet access and content and
data consumption using 3G cellular phones, smartphones, data cards and ISP.
However, in the event subscriber demand for data increases 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. In the 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 a material adverse
effect on our financial condition or results of operations.

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

There is an inherent risk of potential abuse by individuals, groups, businesses
or other organizations that use our cellular telecommunications services and avoid
paying for them. The effects of such fraudulent activities may be, among others, a loss
of revenue and out-of-pocket expenses which we will have to pay to third parties in
connection with those services, such as interconnect fees, payments to international
operators or to operators overseas and payments to content providers. Such payments
may be non-recoverable. Although we are taking measures in order to prevent
fraudulent activities, we have suffered from these activities in 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 are dependent upon our ability to interconnect with other
telecommunications carriers. We also depend on Bezeq and other suppliers for
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land-line transmission services. The failure of these carriers to provide these
services on a consistent basis could have a material adverse effect on us.

Our ability to provide commercially viable cellular telephone services depends
upon our ability to interconnect with the telecommunications networks of existing and
future land-line, cellular telephone and international operators in 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 operators in
Israel are legally required to provide interconnection to, and not to discriminate
against, any other licensed telecommunications operator in Israel. We have signed
interconnect agreements with cellular telephone network operators in 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 land-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 Bezeq. In connection with the introduction of the new services that
the Company began offering in 2009, we also depend on Bezeq’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, a wholly 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. The failure by our suppliers to provide reliable transmission services to us on
a consistent basis could have a material adverse effect on our business, financial
condition or results of operations.

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

Our marketing strategy currently relies on the use of the international Orange
brand. We can operate our business under the Orange brand only if we have the right
to use it under the brand license agreement. 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 as long 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
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discretion, or by Orange if a court 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 payments
in 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 payments will be referred to an
independent expert. On April 28, 2011, we entered into an amendment (the
“Amendment”) to our license agreement, according to which, infer alia, Orange
obtained the right to terminate the license agreement also if we materially breach the
agreement. This termination right is not affected by any revocation of the
Amendment. This Amendment exposes Partner to a higher risk of termination of the
license agreement by Orange. If the Amendment is revoked for any reason, and we
retain the Orange brand and are required to pay significant royalty payments as
determined by an independent expert in accordance with our license agreement, 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 services in a timely manner. For further information on the Amendment, see
above "14.3 Recent Developments — The Company entered into an amendment to its
brand license agreement."

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

We 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 a timely basis in the event that any of our
suppliers is 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 suppliers fails to provide us with adequate supplies of equipment, as
well as ongoing maintenance and upgrade support, in a timely manner. In addition,
our results of operations could be adversely affected if the price of network equipment
rises significantly. In our experience, 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 business may be impacted by shekel exchange rate fluctuations and
inflation.

Substantially all of our revenues and a majority 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
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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 us is based mainly on US dollars. In addition, a substantial majority
of our capital expenditures are incurred in, or linked to, non-shekel currencies, mainly
US dollars. A decline in the value of the shekel against the dollar (or other foreign
currencies) could have a further 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
expenditures in 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 are linked to the consumer price index (“CPI”’). We may not
be permitted to raise our tariffs pursuant to our license in a manner that would fully
compensate for any increase in the 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 CPI exposure at that date).

We may fail to maintain effective internal controls in accordance with Section
404 of the Sarbanes-Oxley Act of 2002, which may have a material adverse effect
on our operating results and our share price.

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 in increased 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 a material
adverse effect on our operating results and on the market price of our ordinary shares.

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

The political and military conditions in Israel directly influence us. Since the
establishment of the State of Israel in 1948, a number of armed conflicts have taken
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place between Israel and its Arab neighbors. Hostilities involving Israel, the
interruption or curtailment of trade between Israel and its trading partners and
political instability within Israel or its neighboring countries are likely to cause our
revenues to fall and harm our business. The establishment in 2006 of a government in
the Palestinian 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 Palestinians 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 as well as our overall network capacity. In addition, in
the event recent political unrest and instability in the Middle East causes investor
concerns resulting in a reduction in the value of the Shekel, our expenses in non
Shekel currencies may increase, with a material 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 crisis in Israel’s
national communications network, a natural disaster, or a special security situation in
Israel, control of our network may be assumed by a lawfully authorized person in
order to protect the security of the State of Israel or to ensure the provision of
necessary services to the public. During such circumstances, the government also has
the right to withdraw temporarily some of the spectrum granted to us. Under the
Equipment Registration and Mobilization to the Israel Defense Forces Law, 1987, the
Israel 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 services to
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
us to provide services to the security forces, to perform telecommunications activities
and to set up telecommunications facilities required by the security forces to 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.
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Our level of indebtedness could adversely affect our business and our liquidity.

At December 31, 2010, our total long-term indebtedness was NIS 3,716
million net of deferred charges including capital lease obligations and current
maturities and the current portion of our long-term bank borrowings.

On May 1, 2011 the Company's Board of Directors approved entering into a
long-term loan agreement with a leading Israeli bank, in the principal loan amount of
NIS 400 million, with a final maturity date of May 2019. See our press release dated
May 1, 2011 and our Form 6-K furnished to the SEC on May 2, 2011 for more
information.

On April 10, 2011, 012 Smile prepaid its long term bank loans (for more
information with respect to the long term bank loans see note 14 to 012 Smile's 2010
annual report attached to our Form 6-K furnished to the SEC on April 14, 2011) and
obtained a new loan from a leading Israeli bank in a principal amount of NIS 500
million, bearing an annual interest of 3.42%. The interest is payable quarterly, and the
loan is linked to the CPI (principal and interest). The principal is payable as follows:
NIS 30 million on December 31, 2012, NIS 140 million on December 31, 2014, NIS
140 million on December 31, 2015, and NIS 190 million on December 31, 2019. In
addition, 012 Smile has received a loan from the Company in an amount of NIS 165
million, which was financed by the Company through short term bank borrowings.
The Company guaranteed the bank loans of 012 Smile.

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. (“Ampal”).
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 a total amount of approximately NIS 800 million.
According to the purchase agreement, 012 Smile assigned to Ampal the right to
receive payments due from a third party in an amount of approximately NIS 40
million. The purchase assumes an enterprise value for 012 Smile of approximately
NIS 1.45 billion. This includes fixed assets, intangible assets of customer relations,
brand name, Rights of Use (“ROU”) of international transmission cables and
goodwill. Currently, 012 Smile has long term bank loan financing totaling
approximately NIS 800 million.

On March 1, 2011, the Company issued an additional NIS 444 million in
principal amount of Series C Notes to classified institutional investors in Israel in a
private 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 were issued for an aggregate consideration of approximately NIS
462 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 issued without discount on
their CPI adjusted value. On February 24, 2011, Standard & Poor's Maalot assigned
its ilAA- rating to the Additional Notes. The Additional Notes were listed for trading
on the TASE.
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The Company obtained a credit facility from a leading bank in the amount of
NIS 700 million, which the bank is committed to until December 31, 2012. As of
December 31, 2010, no amounts had been drawn under this credit facility. During
2011, the Company used part of this credit facility to refinance part of 012 Smile's
bank borrowings and for other operational needs. As of April 30, 2011, the total short
term borrowings under this credit facility amounted to NIS 448 million. These short
term borrowings bear interest equal to the 'prime rate' minus 0.65%.

See below "14.8 Capitalization and Indebtedness" for more information
regarding our indebtedness.

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 borrowings is linked to the CPI;

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

o 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 us to 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.

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 us to borrow additional money.

We first 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 dividends is generally made from
accumulated retained earnings or, retained earnings accrued over a period 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.
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There is no assurance that we will be able to continue paying dividends or
increase our payment of dividends in 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. As a result, we may be required to borrow additional
money, which may not be possible on attractive terms or at all.

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

Our business results may be affected by a recurrence of a recession.

Most of our revenues are usage dependant. In 2009 we experienced a
substantial decline in our roaming service revenues due in part to a reduction in
incoming and outgoing tourism as a result of the global economic recession and also
due to the decrease of outgoing minutes of our business subscribers. If a recession
reoccurs, usage of our services decreases and we cannot otherwise compensate for lost
revenues, it may have a material 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 providers fail to provide reliable and consistent services and/or equipment to
us in accordance with the requisite standards of quality and on a timely basis, our
ability to provide services to 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 terms that are less favorable to us including 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 all, which could have
a material adverse effect on our cash flow and financial condition.

RISKS RELATED TO OUR PRINCIPAL SHAREHOLDER

45.96% of our shares and voting rights are indirectly controlled by a single
shareholder.

As of April 30, 2011, our controlling shareholder, Mr. Ilan Ben-Dov, held
indirectly 45.96% of our issued and outstanding shares and total voting rights as a
result of his indirect control of Scailex Corporation Ltd. (“Scailex) and Suny
Electronics Ltd.(“Suny”).

As our largest shareholder, Scailex, who is also one of our main handset
suppliers, has the 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 is not obligated, however, to provide
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us with financial support or to exercise its rights 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 business to pursue strategic objectives that
may conflict with the interests of our other shareholders and noteholders.

RISKS RELATED TO THE NOTES OFFERED BY THIS SHELF OFFERING
REPORT

We believe that the occurrence of any one or some combination of the following
factors could have a material adverse effect on Notes offered by this shelf offering
report.

Our Notes will be unsecured and will be effectively subordinated to our existing
and future secured indebtedness.

Our Notes will be unsecured and will be effectively subordinated to any existing
and future secured indebtedness we may have. Therefore, the rights of our creditors,
including the holders of the Notes, to participate in our assets upon liquidation or
reorganization, will be subject to the prior claims of our secured creditors.

We may not be able to generate sufficient cash flow to make payments under the
Notes.

Our ability to make payments on our indebtedness (see "14.5 Risk Factors - Risks
Relating to Our Business Operations — Our level of indebtedness could adversely affect
our business and our liquidity” above), including the Notes being offered by this shelf
offering report, will depend on our ability to generate cash in the future. This, to a
certain extent, is subject to general economic, financial, competitive, legislative,
regulatory and other factors that are beyond our control.

We have recently faced a material increase in equipment sales resulting from an
increase in the level of sales of high value devices (smartphones and other devices).
The use of customer handset payment installment plans over 36 months has led to an
increase in the level of our working capital together with an equivalent reduction in
our operating cash flows. The Company is currently taking measures in order to
reduce the level of working capital and improve operating cash flows. However, if
these measures do not succeed, and/or if there are adverse changes in any of the
factors beyond our control that impact on operating cash flows, we cannot assure you
that our business will generate sufficient cash flow from operations or that future
borrowings will be available to us in an amount sufficient to enable us to pay our
indebtedness or to fund our other liquidity needs. A significant reduction in operating
cash flow would likely increase the need for alternative sources of liquidity. If we are
unable to generate sufficient cash flow to make payments on the Notes or our other
indebtedness, we will have to pursue one or more alternatives, such as reducing our
operating expenses, reducing or delaying capital expenditures, refinancing the Notes
or such other indebtedness, or raising equity. We cannot assure you that any of these
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alternatives could be accomplished on satisfactory terms or that they would yield
sufficient funds to repay the Notes and our other indebtedness.

Although the Notes are listed on the TASE, there are restrictions on your ability
to transfer or resell the Notes in the United States without registration under
applicable U.S. federal and state securities laws.

The Notes being offered by this shelf offering report are being offered and sold in
Israel pursuant to an exemption from registration under U.S. federal and applicable
state securities laws. Therefore, you may transfer or resell the Notes in the United
States only in a transaction registered under or exempt from the registration
requirements of the U.S. federal and applicable state securities laws.

Although the Notes are listed on the TASE, we cannot assure you that the
market for the Notes being offered by this shelf offering report will remain an
active or liquid trading market.

Although the Notes are listed on the TASE, we cannot assure you that the market
for the Notes being offered by this shelf offering report will remain an active or liquid
trading market. The liquidity of the trading market in the Notes, and the market price
quoted for the Notes, may be affected adversely by changes in the overall market for
such types of securities, interest rates and by changes in our financial performance or
prospects or in the prospects for companies in the industry in which we operate.

The Notes do not contain many restrictive covenants, and there is limited
protection in the event of a change of control.

The Notes do not contain restrictive covenants that would protect you from
several kinds of transactions that may adversely affect you. In particular, the Notes do
not contain covenants that limit our ability to pay dividends or make distributions on
or redeem our ordinary shares or limit our ability to incur additional debt and,
therefore, protect you in the event of a highly leveraged transaction or other similar
transaction. In addition, there is no requirement that we offer to repurchase the Notes
upon a change of control. Accordingly, we could enter into certain transactions, such
as acquisitions, refinancings or a recapitalization, that could affect our capital
structure and the value of our Notes that would constitute a change of control.

A downgrade, suspension or withdrawal of the rating assigned by a rating
agency to the Notes could cause the liquidity or market value of the Notes to
decline significantly.

Our Series A Notes have been rated “ilIAA-" by Standard & Poor’s Maalot Ltd., or
Maalot, and Aa3 with a stable forecast by Midroog, two of Israel's rating agencies.
Our Series B Notes have been rated "ilAA-" by Maalot. Our Series C, D and E Notes
were given an initial rating of “i1lAA-" by Maalot. On April 14, 2011, Standard &
Poor's Maalot assigned its 'ilAA-' rating to additional Series C and/or D and/or E
bonds of up to NISI1.2 billion par value, to be issued by the Company (ilAA-
/Negative) through an expansion of the series.
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We cannot assure you that such rating will remain for any given period of time or
that the rating will not be lowered or withdrawn entirely by Maalot or any other rating
agency if in such rating agency’s judgment future circumstances relating to the basis
of the rating, such as adverse changes in our business, so warrant.

14.6 Ratio of Earnings to Fixed Charges

Our ratio of earnings to fixed charges for the year ended December 31, 2010
was 8.67.

Our ratio of earnings to fixed charges is calculated by dividing (i) income
(loss) from ordinary activities before income taxes plus fixed charges by (ii) fixed
charges. Fixed charges consist of interest expensed and capitalized, amortization of
issuance costs relating to our 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, and
one third of rental expense for antenna sites (being the portion deemed to represent
the interest factor).

See "14.8 Capitalization and Indebtedness".
14.7 Use of Proceeds

The net proceeds from the offering, after deduction of the arranger’s fees and
other expenses and commissions of the offering, are expected to be approximately
NIS 695 million.

The proceeds from the offering will be used for the Company's current needs
including settling payments on, or purchasing, the Company's Series A Notes and/or
refinancing other debt.

The interest rate of the Company's Series A Notes is 4.25% per annum linked
to the CPI, which is payable quarterly on the last day of each quarter commencing
June 30, 2005. The principal amount is payable in twelve equal quarterly installments,
commencing June 30, 2009. The Company's Series A Notes mature on March 30,
2012.

The other debt of the Company includes short term borrowings from our credit
facility, in an amount of NIS 448 million, as of April 30, 2011, that bears interest
equal to the 'prime rate' minus 0.65%. See above "14.5 Risk Factors - Our level of
indebtedness could adversely affect our business and our liquidity."

Until used by us in the manner aforementioned, the proceeds of any offering
will be invested by us, at our discretion and subject to the decision of the Company's
board of directors from time to time, in non-speculative investments, including, but
not limited to, interest bearing monetary deposits, foreign currency deposits,
governmental and corporate bonds and the like investments. For the purpose of the
foregoing, investment in equity securities, instruments linked to equity securities or to
indexes of equity securities or options on securities or in derivative instruments shall
not be deemed non-speculative investments.
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14.8 Capitalization and Indebtedness

The following table sets forth our capitalization as of December 31, 2010:

(1) on an actual basis;

(i1) on a pro forma basis as though the acquisition of 012 Smile had occurred
on December 31, 2010 (for more information see our Form 6-K furnished to the SEC
on April 14, 2011), including the issuance on March 1, 2011 of Additional Notes that

are the expansion of Series C Notes in an amount of NIS 462 million; and

(ii1) on a pro forma basis as though the acquisition of 012 Smile had occurred
on December 31, 2010, including the issuance on March 1, 2011 of Additional Notes
that are the expansion of Series C Notes in an amount of NIS 462 million, and as
adjusted to reflect: (a) changes made in April 2011 in the bank loans of 012 Smile
referred to in "14.5 Risk Factors - Our level of indebtedness could adversely affect
our business and our liquidity"; (b) a loan agreement in the amount of NIS 400
million which the Company's Board of Directors has approved entering into on May
1, 2011; and (c) the sale of the Notes and the receipt by us of the net proceeds
therefrom after deducting the estimated offering expenses, assuming for this purpose
that we will sell Notes in the aggregate principal amount of approximately NIS 700
million (the amount less offering expenses is approximately NIS 695 million).

The information in this table should be read in conjunction with and is
qualified by reference to the consolidated financial statements and notes thereto and

other financial information incorporated by reference into this prospectus.

Actual Pro forma basis  Pro forma basis for the
for the 012 Smile 012 Smile acquisition,
acquisition, including expansion of
including Series C Notes and as
expansion of adjusted (**)
Series C Notes
(Audited) (unaudited) (unaudited)
Cash and cash equivalents.............ccoecvvverrercineennnnns 321 194 1,289
Debt
Current liabilities - bank borrowings 108 273
Non current liabilities - bank borrowings, 1302 1,992 2,227
including current
MATUTTEICS. ...eevveevieereeereereereereeereereereesseesseesseesseenns
Series A Notes due 2012, less deferred costs, 956 956 956(*)
including current maturities.......
Series B Notes due 2016, less deferred 458 458 458
COStS...........
Series C Notes due 2018, less deferred 204 666 666
COStS...........
Series D Notes due 2021, less deferred costs........ 396 396 396
Series E Notes due 2017, less deferred costs........ 397 397 397
Finance lease 3 3 3
obligations..........oovvviiiiiiiiiiianns
Expansion of notes payable series D and E 695
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currently offered, less offering expenses

Total debt 3,716 4,976 6,071
Equity
Share capital.........cccccveviercienieniiiriieieee e 2 2 2
Capital surplus........ccocoeveeiiiiiinieneicee e 1,099 1,099 1,099
Accumulated deficit.........cccceveieviiiciieieecieee, (124) (124) (124)
Treasury Shares..........cceeeveeeviereenieneeneesreseeseneeene (351) (351) (351)
Total @qQUILY.....cccvverieriierieerie e 626 626 626
Total capitalization 4,021 5,408 5,408

(*) A principal amount of NIS 193 million was repaid on March 31, 2011 and is not included
in this capitalization information

(**) As adjusted for (i) changes made in 012 Smile bank loans, (ii) our NIS 400 million bank
loan, and (iii) the sale of the Notes and the receipt by us of the net proceeds therefrom after
deducting the estimated offering expenses, assuming that we will sell Notes in the aggregate
principal amount of approximately NIS 700 million (the amount less offering expenses is
approximately NIS 695 million).

14.9 Price Range of Ordinary Shares

Prices set forth below are high and low reported closing prices for our ordinary
shares, not adjusted for dividends, based on information supplied by the NASDAQ
Global Market, for the periods indicated. Other information regarding the market
price of our ordinary shares is located in our 2010 20-F.

High Low

2006 US$12.52 US$7.20

2007 US$22.23 US$11.50
2008 US$24.62 US$15.15
2009 US$20.46 US$13.46
First quarter US$16.69 US$13.46
Second quarter US$18.00 US$14.80
Third quarter US$19.83 US$16.90
Fourth quarter US$20.46 US$18.23
2010 US$24.13 US$15.17
First quarter US$24.13 US$20.17
Second quarter US$22.87 US$15.26
Third quarter US$18.38 US$15.17
Fourth quarter US$21.75 US$18.30
October 2010 US$20.32 US$18.30
November 2010 US$20.96 US$20.01
December 2010 US$21.75 US$19.77
January 2011 US$20.62 US$19.00
February 2011 US$19.49 US$18.50
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March 2011 US$19.11 US$17.93
April 2011 US$19.42 US$18.29

Prices set forth below are high and low reported closing prices for our ordinary
shares, not adjusted for dividends, based on information supplied by the Tel Aviv
Stock Exchange, for the periods indicated. Other information regarding the market
price of our ordinary shares is located in our 2010 20-F.

High Low
2006 NIS 51.92 NIS 33.85
2007 NIS 85.20 NIS 48.42
2008 NIS 85.48 NIS 58.40
2009 NIS 77.2 NIS 57.3
First quarter NIS 66.01 NIS 57.30
Second quarter NIS 71.52 NIS 62.01
Third quarter NIS 74.00 NIS 67.00
Fourth quarter NIS 77.20 NIS 69.16
2010 NIS 94.29 NIS 59.00
First quarter NIS 94.29 NIS 74.00
Second quarter NIS 84.07 NIS 60.00
Third quarter NIS 67.50 NIS 59.00
Fourth quarter NIS 79.25 NIS 65.96
October 2010 NIS 73.40 NIS 65.96
November 2010 NIS 76.76 NIS 71.39
December 2010 NIS 79.25 NIS 70.80
January 2011 NIS 74.00 NIS 70.45
February 2011 NIS 71.64 NIS 66.87
March 2011 NIS 67.51 NIS 65.05
April 2011 NIS 67.70 NIS 62.50

14.10 Description of Share Capital

Our registered share capital consists of a single class of 235 million ordinary
shares, par value NIS 0.01 per share.

As of December 31, 2010, we had outstanding 155,249,176 ordinary shares

(not including shares held by the Company as treasury shares), and outstanding
employee stock options to purchase an aggregate of 6,826,275 ordinary shares at a
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weighted average price of NIS 55.88, with the latest expiration date of these options
being 2020 (of which options to purchase an aggregate of 2,243,022 ordinary shares
were exercisable as of December 31, 2010). As of April 30, 2011 we had outstanding
155,581,791 ordinary shares (not including shares held by the Company as treasury
shares), and outstanding employee stock options to purchase an aggregate of
5,950,700, of which 1,579,147 are exercisable. All outstanding ordinary shares are
validly issued, fully paid and nonassessable. The ordinary shares do not have
preemptive rights. Under the terms of our 2004 Share Option Plan, our board of
directors may from time to time elect to allow exercise of employee stock options
through a net exercise procedure and, with respect to employee stock options granted
after February 23, 2009, may from time to time require exercise of employee stock
options through a net exercise procedure. In the net exercise procedure, an exercising
employee is not required to make a cash payment of the exercise price and instead
upon option exercise receives ordinary shares with a fair market value equal to the
difference between (i) the aggregate exercise price of the options being exercised and
(i1) the aggregate fair market value of the ordinary shares underlying the options being
exercised. To the extent that a net exercise procedure is used, the maximum number
of ordinary shares that can be issued upon exercise of employee stock options will be
less than that stated above.

In addition, as of December 31, 2010 and as of April 30, 2011, 4,467,990
ordinary shares, with a book value of NIS 351 million were held by us as treasury
shares.

From January 1, 2011 through April 30, 2011, we issued a total of 332,615
ordinary shares, all of which were issued upon the exercise of options granted under
our share option plans.

14.11 Exchange Rate Data

For the month of March 2011, the high and low exchange rates were NIS
3.635 per US dollar and NIS 3.481 per US dollar, respectively, as published by the
Bank of Israel. For the month of April 2011, the high and low exchange rates were
NIS 3.473 per US dollar and NIS 3.395 per US dollar, respectively, as published by
the Bank of Israel.

On April 30, 2010, the exchange rate was NIS 3.395 per US dollar as
published by the Bank of Israel.

14.12 Expenses of the Offering

The aggregate amount that we will pay for arrangement fees and our other
commissions and expenses in connection with this offering is NIS 5 million.

14.13 Incorporation of Certain Information by Reference
We are allowed to "incorporate by reference" the information we file with the
Israel Securities Authority ("ISA") on the Magna system, which means that we can

disclose important information to you by referring to those documents. The
information incorporated by reference is considered to be part of this shelf offering
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report and the Shelf Prospectus. We incorporate by reference the documents listed
below:

(A) Our Annual Report on Form 20-F for the fiscal year ended December
31, 2010, filed with the ISA on the Magna system on March 21, 2011.

(B) Our reports on Form 6-K filed with the ISA on the Magna system on
March 13, 2011, March 31, 2011, April 5, 2011 April 14, 2010 (three
Form 6-Ks), April 28, 2011, and May 2, 2011.

As you read the above documents, you may find inconsistencies in
information from one document to another. If you find inconsistencies between the
documents and this shelf offering report or the Shelf Prospectus, you should rely on
the statements made in the most recent document. All information appearing in this
shelf offering report or the Shelf Prospectus is qualified in its entirety by the
information and financial statements, including the notes thereto, contained in the
documents incorporated by reference herein.

14.14 Indemnification of Directors and Officers
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, our Articles of Association specifically provide that Partner
may indemnify an officer or director of Partner for liability or expense he incurs or
that is imposed upon him as a result 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 a judgment, including a judgment
given in a settlement or a judgment of an arbitrator, approved by the court; or

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

(a) in the context of proceedings filed against him by Partner or on
Partner’s behalf or by a third party; or

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

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

3) reasonable litigation expenses, including legal fees, incurred by the officer or
director due to such investigation or proceeding conducted against him by an
authority authorized to conduct an investigation or proceeding, relating to an
offense which does not require criminal intent, within the meaning of the
relevant terms in any law, and which:
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(a) ended without filing of an indictment against him and without the
imposition of a financial liability as a substitute for a criminal
proceeding; or

(b) ended without filing of an indictment against him but for which he was
subject to a financial liability as a substitute for a criminal proceeding;
or

4) any other liability or expense in 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 us to
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 permit us
to 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) a breach 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) a breach of the duty of care done intentionally or recklessly ("pzizut") except
for negligence;

3) an intentional act intended to unlawfully yield a personal profit; or

4) a criminal fine or a penalty imposed on him.

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 this report, the
aggregate indemnification amount payable by us to all of the officers and directors
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and other indemnified persons pursuant to all letters 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
release such person from such person's liability, resulting from any of the following
events: (i) the breach of duty of loyalty towards us; (i1) 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) a criminal fine or a penalty
imposed upon such person; and (v) the breach of duty of care in distribution
("haluka").

14.15 Legal Matters

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

14.16 Experts

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

The offices of Kesselman & Kesselman, independent certified public

accountants in Israel and a member of PricewaterhouseCoopers International Limited,
are located at Trade Tower 25 Hamered St., Tel Aviv, 68125, Israel.
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