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INTRODUCTION

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

In this document, references to $, US$, US dollars and dollars are to United States dollars and references to NI
and shekels are to New Israeli Shekels. This annual report contains translations of NIS amounts into US dollars at
specified rates solely for the convenience of the reader. No representation is made that the amounts referred to in this
annual report as convenience translations could have been or could be converted from NIS into US dollars at these
rates, at any particular rate or at all. The translations of NIS amounts into US dollars appearing throughout this annual
report have been made at the representative exchange rate on December 31, 2003 of NIS 4.379= US$1.00 as published
by the Bank of Israel, unless otherwise specified. See Item 3A. Key Information Selected Financial Data Exchange
Rate Data.

We maintain our financial books and records in shekels. Our financial statements included in this annual report are
prepared in accordance with accounting principles generally accepted in the United States, or US GAAP, and the
accompanying discussion of the results of our operations is based on our results under US GAAP. See Item 18.
Financial Statements and Item 5A. Operating and Financial Review and Prospects Operating Results .

Page 2
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FORWARD-LOOKING STATEMENTS

This annual report includes forward-looking statements within the meaning of Section 27A of the US Securities
Act of 1933, as amended, Section 21E of the US Securities Exchange Act of 1934, as amended, and the safe harbor
provisions of the US Private Securities Litigation Reform Act of 1995. We have based these forward-looking
statements on our current expectations and projections about future events. These forward-looking statements are
subject to risks, uncertainties and assumptions about Partner.

Words such as believe, anticipate, expect, intend, seek, will, plan, could, may, project, goal,
expressions often identify forward-looking statements but are not the only way we identify these statements. All
statements other than statements of historical fact included in this annual report, including the statements in the
sections of this annual report entitled Item 3D. Key Information Risk Factors, Item 4. Information on the Company and

Item 5. Operating and Financial Review and Prospects and located elsewhere in this annual report regarding our future

performance, plans to increase revenues or margins or preserve or expand market share in existing or new markets,
reduce expenses and any statements regarding other future events or our future prospects, are forward-looking
statements.

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

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

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

the impact of existing and new competitors in the market in which we compete, including competitors that may
offer less expensive products and services, desirable or innovative products, technological substitutes, or have
extensive resources or better financing;

the effects of vigorous competition in the market in which we operate, which may decrease prices charged, increase
churn and change our customer mix, profitability and average revenue per user;
Page 3
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the availability and cost of capital and the consequences of increased leverage;
the effects of the high degree of regulation in the telecommunications market in which we operate;
fluctuations in foreign exchange rates;
the results of litigation filed or that may be filed against us;

uncertainties with respect to whether our investment in Matav will happen, on what terms, and whether we will be
able to respond successfully to the resulting challenges or achieve any of the expected benefits; and

the possibility of the market in which we compete being impacted by changes in political, economic or other
factors, such as monetary policy, legal and regulatory changes or other external factors over which we have no
control;
as well as the risks discussed in Item 3D. Key Information Risk Factors, Item 4. Information on the Company and
Item 5. Operating and Financial Review and Prospects . In light of these risks, uncertainties and assumptions, the
forward-looking events discussed in this annual report might not occur.

We undertake no obligation to publicly update or revise any forward-looking statements, whether as a result of new
information, future events or otherwise.

Page 4
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ITEM 1. IDENTITY OF DIRECTORS, SENIOR MANAGEMENT AND ADVISERS

Not applicable.

ITEM 2. OFFER STATISTICS AND EXPECTED TIMETABLE

Not applicable.
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ITEM 3. KEY INFORMATION
3A. Selected Financial Data

The following table sets forth our selected financial data as at and for each of the years in the five-year period
ended December 31, 2003 prepared in accordance with US GAAP. The selected financial data for each of the years in
the three-year period ended December 31, 2003 and at December 31, 2003 and 2002 are derived from our
consolidated financial statements set forth elsewhere in this annual report. The selected financial data for each of the
years in the two-year period ended December 31, 2000 and at December 31, 2001, 2000 and 1999 are derived from
our audited financial statements not appearing in this annual report. We were incorporated in September 1997 and
began full commercial operations on January 1, 1999. The selected financial data set forth below should be read in
conjunction with Item 5. Operating and Financial Review and Prospects and the financial statements and notes thereto
included elsewhere in this annual report.

Year ended December 31,

1999 2000 2001 2002 2003 2003
Convenience
translation
New Israeli Shekels into US $

In thousands (except per share data)
Statement of
Operations Data
Revenues, net
Services 839,596 1,969,176 2,972,079 3,766,584 4,117,887 940,371
Equipment 59,621 134,683 277,270 287,979 349,832 79,889

899,217 2,103,859 3,249,349 4,054,563 4,467,719 1,020,260

Cost of revenues
Services 920,972 1,653,454 2,187,612 2,499,534 2,586,707 590,707

Equipment 562,089 508,053 531,551 569,924 549,749 125,542

1,483,061 2,161,507 2,719,163 3,069,458 3,136,456 716,249

Gross profit (loss) (583,844) (57,648) 530,186 985,105 1,331,263 304,011
Selling and

marketing

expenses 265,124 327,881 292,960 308,079 314,008 71,708

Table of Contents 9
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General and
administrative
expenses

Operating profit
(loss)

Financial expenses,
net

Loss on
impairment of
investments in
non-marketable
securities

Income
(loss) before tax
benefit

Tax benefit

Income

(loss) before
cumulative effect
of a change in
accounting
principles
Cumulative effect,
at beginning of
year, of a change in
accounting
principles

Net income
(loss) for the year

158,588 154,637 134,282 143,594 162,387 37,083

(1,007,556)  (540,166) 102,944 533,432 854,868 195,220

290,397 228,609 400,927 445,180 321,710 73,467

8,862 4,054 3,530 806

(1,297,953)  (768,775)  (306,845) 84,198 529,628 120,947

633,022 144,559

(1,297,953)  (768,775)  (306,845) 84,198 1,162,650 265,506
3,483

(1,297,953)  (768,775) 303,362 84,198 1,162,650 265,506

Page 6
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Earnings (loss) per
ordinary share and
per ADS

Basic:

Before cumulative
effect

Cumulative effect

Diluted:

Before cumulative
effect

Cumulative effect

Weighted average
number of shares
outstanding
Basic:

Diluted:

Other Financial
Data

Capital expenditures,
net

EBITDA(1)
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Year ended December 31,

1999 2000 2001 2002 2003 2003
Convenience
translation
New Israeli Shekels into US $
In thousands (except per share data)

(8.86) (4.30) (1.72) 0.47 6.39 1.46

0.02
(8.86) (4.30) (1.70) 0.47 6.39 1.46
(8.86) (4.30) (1.72) 0.46 6.34 1.45

0.02
(8.86) (4.30) (1.70) 0.46 6.34 1.45
146,481,482 178,888,888 178,909,274 179,984,090 181,930,803 181,930,803
146,481,482 178,888,888 178,909,274 183,069,394 183,243,157 183,243,157
823,995 544,927 599,493 556,376 232,293 53,047
(581,959) (58,741) 656,369 1,052,240 1,379,830 315,102

11



Edgar Filing: PARTNER COMMUNICATIONS CO LTD - Form 20-F

Statement of Cash

Flows Data

Net cash provided by

(used in) operating

activities (835,949) (353,272) 422,548 682,191 1,031,492 235,554

Net cash used in

investing activities (690,396) (809,731) (629,061) (815,968) (376,769) (86,039)

Net cash provided by

(used in) financing

activities 1,924,930 748,775 210,916 129,865 (652,309) (148,963)

Balance Sheet Data

(at year end)

Current assets 774,242 588,545 631,148 816,416 865,319 197,607

Investments and

long-term

receivables 8,112 119,524 140,969 45,991 72,630 16,586

Fixed assets, net 1,216,765 1,507,045 1,749,052 1,864,511 1,694,584 386,980

License and deferred

charges, net 1,436,949 1,289,933 1,112,959 1,269,348 1,325,948 302,797

Deferred income

taxes 413,752 94,486

Total assets 3,436,068 3,505,047 3,634,128 3,996,266 4,372,233 998,456

Current liabilities(2) 571,261 583,243 1,194,704 735,153 760,256 173,614

Long-term

liabilities(2) 2,063,815 2,832,964 2,633,200 3,357,497 2,536,413 579,222

Total liabilities 2,635,076 3,416,207 3,827,904 4,092,650 3,296,669 752,836

Shareholders equity

(capital deficiency) 800,992 88,840 (193,776) (96,384) 1,075,564 245,620

Total liabilities and

shareholders equity 3,436,068 3,505,047 3,634,128 3,996,266 4,372,233 998,456
Page 7
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(1) EBITDA represents earnings (loss) before interest, taxes, depreciation and amortization. EBITDA is presented
because it is a measure commonly used in the telecommunications industry and is presented solely to enhance
the understanding of our operating results. EBITDA, however, should not be considered as an alternative to
operating income or income for the year as an indicator of our operating performance. Similarly, EBITDA
should not be considered as an alternative to cash flows from operating activities as a measure of liquidity.
EBITDA is not a measure of financial performance under generally accepted accounting principles and may not
be comparable to other similarly titled measures for other companies. EBITDA may not be indicative of our
historic operating results; nor is it meant to be predictive of potential future results. The EBITDA figures
presented above are substantially the same as those resulting from the calculation of Consolidated Adjusted
EBITDA as required under the indenture governing our 13% senior subordinated notes due 2010.

(2) See Notes 5, 6 and 7 to our consolidated financial statements for information regarding long-term liabilities and
current maturities of long-term bank loans.
Page 8
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Reconciliation Between
Operating Cashflows and
EBITDA

Net cash provided by (used in)
operating activities

Liability for employee rights
upon retirement

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

Amount carried to deferred
charges

Accrued interest, exchange and
linkage differences on security
deposit

Sundry

Increase (Decrease) in
accounts receivable:

Trade

Other

Decrease (Increase) in
accounts payable and
accruals:

Trade

Shareholder current account
Other

Increase (Decrease) in
inventories

Increase in asset retirement
obligation

Financial Expenses(*)
Cumulative effect, at beginning
of year and change in
accounting principles

EBITDA

Table of Contents

Year ended December 31,

1999 2000 2001 2002 2003 2003
Convenience
translation
New Israeli Shekels into US $
In thousands (except per share data)
(835,949) (353,272) 422,548 682,191 1,031,492 235,554
(9,583) (11,581) (18,736) (18,632) (15,540) (3,549)
(141,663) 13,214 (54,522) (91,027) 67,438 15,400
7,489 22 3,805
2,574 6,590 6,925 (8,877) (2,027)
(2,560) (181)
204,732 197,308 55,944 56,638 (22,721) (5,189)
17,180 (23,970) 14,235 8,056 5,557 1,260
(133,238) (93,499) (57,271) (31,909) 93,444 21,339
16 (20) 2,230
(8,063) (84,685) (68,068) (14,796) (47,541) (10,857)
43,921 65,614 (36,859) 12,996 (34,647) (7,912)
(1,228) (280)
283,248 221,906 393,739 437,993 312,453 71,354
(3,483)
(581,959) (58,741) 656,369 1,052,240 1,379,830 315,102
14
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(*) Financial expenses excluding any charge for the amortization of pre-launch financial costs.
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Industry Data

Estimated population of Israel (in thousands)(1)

Estimated Israeli mobile telephone subscribers (in thousands)(2)
Estimated Israeli mobile telephone penetration(3)

Partner Data
Subscribers (000 s)
(at period end)(4)
Pre-paid

Post-paid (private)
Post-paid (business)
Share of total Israeli
subscribers (at period
end)(5)

Average monthly
usage per subscriber
(mins.)(6)

Average monthly
revenue per
subscriber including
inroaming (NIS)(7)
Pre-paid

Post-paid (private)
Post-paid (business)
Churn rate(8)
Subscriber
acquisition costs per
subscriber (NIS)(9)
Estimated coverage
of Israeli population
(at period end)(10)
Number of
operational base
stations (at period
end)

Number of
microsites out of
total number of
operational base

Table of Contents

Year ended December 31

At December 31,

2001 2002 2003
6,500 6,650 6,757
5,470 6,333 6,674

84% 95% 99%

Three months ended

March
31, June 30, Sept.30, Dec. 31,
1999 2000 2001 2002 2003 2003 2003 2003 2003
355 834 1,458 1,837 2,103 1,894 1,949 2,032 2,103
132 389 540 639 553 568 606 639
267 526 829 1,004 1,117 1,036 1,064 1,094 1,117
88 176 240 293 347 306 317 332 347
13% 21% 27% 29% 31% 29% 29% 30% 31%
456 392 318 280 277 267 277 286 276
393 306 214 183 171 164 171 181 170
151 127 114 113 114 116 113
192 167 154 147 155 164 152
354 343 333 318 327 355 331
6.8% 5.5% 5.8% 10.9% 13.6% 4.0% 3.5% 3.0% 3.2%
1,464 819 458 470 362 426 452 289 298
96% 97% 97% 97% 97% 97% 97% 97% 97%
846 1,355 1,882 2,035 2,138 2,065 2,104 2,120 2,138
46 347 703 726 729 738 753 756 729
16
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stations (at period
end)(11)

Number of
employees (full time

equivalent) (at period
end)(12) 1,453 2,131 2,523 2,685 2,769 2,733 2,748 2,744 2,769

(1) The estimated population of Israel at December 31, 2001 is published by the Central Bureau of Statistics in
Israel. The figures for 2002 and 2003 are the Company s estimates.

(2) We have estimated the total number of Israeli mobile telephone subscribers from information contained in
published reports issued by, and public statements made by, Pelephone and Cellcom or by their shareholders and
from Partner subscriber data at December 31, 2001, 2002 and 2003. The 2001 figure

Page 10
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for MIRS is our estimate. As MIRS received a general license on February 5, 2001 its subscribers have not been
included in the Israeli subscriber count in prior years. MIRS s entire subscriber base has been included in the
Israeli subscriber count from the date on which MIRS received its license.

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

(4) In accordance with general practice in the mobile telephone industry, we use the term subscriber , unless the
context otherwise requires, to indicate a telephone, rather than either a bill-paying network customer, who may
have a number of telephones connected to the network, or a mobile telephone user who may share a single
telephone with a number of other users. Subscriber includes our pre-paid customers. Our pre-paid service was
launched on June 29, 2000. References to the number of subscribers are stated net of subscribers who leave or
are disconnected from the network, or who have not generated revenue for the Company for a period of over six
consecutive months ending at a reporting date.

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

(6) We have calculated Partner average monthly usage per subscriber by (i) dividing, for each month in the relevant
year, the total number of minutes of usage, excluding in-roaming usage, during the month by the average
number of Partner subscribers in that month, and (ii) dividing the sum of all such results for the months in the
relevant year by 12.

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

(8) We define the churn rate as the total number of subscribers who disconnect from our network, either
involuntarily or voluntarily, in a given period expressed as a percentage of the average of the number of our
subscribers at the beginning and end of such period. Since June 2001, our churn rate has also included
subscribers who have not generated revenue for the Company for a period of the last six consecutive months
ending at a reporting date. Involuntary churn includes disconnections due to non-payment of bills or suspected
fraudulent use, and voluntary churn includes disconnections due to subscribers switching to a competing mobile
telephone network or terminating their use of our services. In 2002, we refined our reporting procedures for
active subscribers. This change caused a reduction in the reported number of active subscribers for 2002 of
41,000 subscribers. Some of the additional churn provided for, related to periods prior to the third quarter of
2002.

Page 11
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(9) Subscriber acquisition costs, or SAC, include mainly handset and car kit costs, net of revenues received from
sales of handsets, referred to as handset subsidies , and commissions paid to dealers, distributors and sales
personnel. Subscriber acquisition costs per subscriber are calculated by dividing the subscriber acquisition costs
incurred during the reporting period by the number of subscribers acquired in the reporting period.

The aforementioned components of SAC are included in our consolidated financial statements as follows:
handset and car kit costs in cost of equipment revenues ; commissions paid to dealers, distributors and sales
personnel in selling and marketing expenses ; and revenues received from sales of handsets in equipment
revenues .

(10) We measure coverage using computerized models of our network, radio propagation characteristics and
topographic information to predict signal levels at two meters above ground level in areas where we operate a
cell site. According to these coverage results, we estimate the population serviced by our network and divide
this by the estimated total population of Israel. Estimates are published by the Central Bureau of Statistics in
Israel.

(11) We did not begin to record data on the number of microsites until the second quarter of 1999.

(12) A full-time employee is contracted to work a standard 186 hours per month. Part-time employees are converted
to full-time equivalents by dividing their contracted hours per month by the full-time standard. The result is
added to the number of full-time employees to determine the number of employees on a full-time equivalent
basis.

Exchange Rate Data

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

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

1999 2000 2001 2002 2003

Average(1) 4.140 4.077 4.220 4.736 4.512
High 4.288 4.198 4416 4.994 4.924
Low 4.013 3.967 4.067 4.437 4.283
End of period 4.153 4.041 4416 4.737 4.379

(1) Calculated based on the average of the exchange rates on the last day of each month during the relevant period.
Page 12
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October November December January February March
2003 2003 2003 2004 2004 2004

High 4.509 4.537 4.441 4.483 4.493 4.483
Low 4.410 4.448 4.352 4.371 4.370 4.535
On April 25, 2004, the exchange rate was NIS 4.569 per US dollar as published by the Bank of Israel. Changes in the
exchange rate between the shekel and the US dollar could materially affect our financial results.
3B. Capitalization and Indebtedness
Not applicable.
3C. Reasons for the Offer and Use of Proceeds
Not applicable.
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3D. Risk Factors

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

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

reducing call or SMS termination tariffs;

changing the method of calculating call duration;

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

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

setting policies and imposing new regulations governing electronic trade and content services.

The Ministry of Communications reduced call termination tariffs from NIS 0.50 to NIS 0.45 at the beginning of
2003. In January 2004, the Ministry of Communications appointed an international telecommunications consultancy
firm to study both call and SMS termination tariffs of the mobile telephone networks in Israel. In addition, the
Ministry of Communications recently amended our license and the relevant regulations, reducing SMS termination
tariffs from NIS 0.38 to NIS 0.285 effective May 1, 2004. The Ministry of Communications indicated that this
reduction is only an interim measure until the consultancy firm completes its study. Following completion of this
study, the Ministry of Communications may further reduce both call and SMS termination tariffs, which could have a
significant and adverse effect upon our results of operations. The Antitrust Authority has also been reviewing SMS
interconnect agreements and has informed us preliminarily that it believes the SMS interconnect arrangements appear
to be in restraint of trade. The Antitrust Authority has indicated that it will refrain from action for the time being to
allow the Ministry of Communications to resolve the matter. The results of either of these two inquiries could be the
reduction or elimination of SMS termination tariffs, which would adversely affect our results of operations.

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

than in the past.

Page 14
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Although Israel s mobile telephone services market has experienced substantial growth, and we have experienced
substantial subscriber growth since our commercial launch in 1999, the Israeli market for mobile telephone services is
now highly penetrated, and we expect the growth of the overall Israeli market and of our own subscriber base to be
slower than in the past. The population of Israel at December 31, 2003 was approximately 6.8 million. At
December 31, 1998, prior to our full commercial launch, approximately 35% of the Israeli population had mobile
telephones. At December 31, 2003, that percentage is estimated to be 99%, although this includes dormant subscribers
as well as other subscribers who are not included in the Israeli population figures, such as Palestinians, new
immigrants, and foreign workers. Because the Israeli market for mobile telephones is highly penetrated, it will not
grow at the same rate as in the past, and our own subscriber growth will not develop at the same rate as in the past.
Similarly, whereas in the past our revenue growth has largely resulted from growth in the overall market, our future
revenues will depend significantly on our ability to retain existing subscribers and to attract subscribers from the other
mobile telephone network operators. While our market share, based on internal estimates, has increased from
approximately 13% of Israeli mobile subscribers at December 31, 1999 to approximately 31% at December 31, 2003,
our market share growth was slower during 2003 than in 2002 and we expect this trend to continue into 2004.

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

We compete primarily with Cellcom and Pelephone, two of the other mobile telephone network operators in Israel.
We were the only GSM network operator in Israel until the second half of 2002. Cellcom then began providing GSM
1800 services, and consequently competition has intensified. As a result we have lost and do not expect to regain a
material part of our revenues from roaming services offered to GSM subscribers visiting from abroad and Israelis
traveling abroad. In addition, because of the relative ease of switching between GSM network operators, we have
already faced and may continue to face an increase in our churn rate and may be forced to increase our customer
retention costs, including subsidies towards upgrades of subscribers handsets, in order to retain our subscribers. These
developments may adversely affect our market share, financial condition and results of operations.

During 2003, Cellcom and Pelephone launched new technologies enabling faster transfers of data: EDGE
technology, in the case of Cellcom, and CDMA-1X, in the case of Pelephone. If Cellcom or Pelephone successfully

maximizes the potential of these technologies before we successfully
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launch UMTS third generation technology, or if any of our competitors successfully launches third generation services
before we do, we will be at a competitive disadvantage.

To the extent that fixed-line telephones are used instead of mobile telephones, we also compete with Bezeq, which
is the only incumbent public fixed-line operator in Israel. As well, a company jointly owned by the three cable
companies in Israel recently received a fixed-line telephone service license. We may also face competition from
additional fixed-line operators, if additional fixed-line licenses are granted. If any of our existing competitors is
granted a fixed-line telephone service license or acquires or cooperates with a fixed-line operator, we may be at a
competitive disadvantage relative to those operators who may be able to offer combined packages of fixed-line,
mobile telephone and other telecommunication services. The Ministry of Communications may also choose to grant
additional mobile telephone operator licenses, which may further intensify competition in the mobile market in Israel.
In particular, the Minister of Communications recently appointed a tender committee for allocating additional bands
of 800, 1,800 and UMTS spectrum to existing and new mobile network operators.

Increased competition may require us to increase our subscriber acquisition costs and customer retention costs.
Competition may also limit our ability in the future to increase tariffs, or cause us to reduce tariffs. We experienced a
material increase in churn in each of 2002 and 2003. In 2004, we may face a similar or greater churn rate than that
experienced in 2003. For more information, see Item 5SA. Operating Results Churn . Competition may further increase
our expected level of churn.

Risks and uncertainties in connection with UMTS third generation technology mean that we may not profit
from our investment in acquiring UMTS third generation spectrum, establishing a UMTS third generation
network, or developing UMTS third generation services.

The technology for new UMTS third generation services has not yet been fully developed by the limited number of
suppliers of the handsets, network equipment and software to be used by us and our competitors in providing those
services. We have selected Nortel Networks to supply the infrastructure necessary to build-out our UMTS third
generation network. We are one of the first UMTS third generation networks in the world to be built with Nortel
equipment, and we cannot assure you that Nortel will be able to successfully deliver all of the requirements of our
network, including interoperability with our existing GSM network. If we cannot obtain reasonably priced devices,
technologically proven network equipment or software with sufficient functionality or speed from Nortel or other
suppliers, or if we experience delays in the delivery or functional deployment of devices,
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handsets and related network equipment or software, our ability to develop our UMTS third generation network, and
our customers ability to access it, will be impaired.

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

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

Establishing our UMTS third generation network and developing services requires investing substantial capital
resources. There is no assurance that subscribers will adopt UMTS third generation services, how widespread the
usage of these new services will be, how many subscribers will be willing to pay for these services and new devices
and whether the revenue generated from these services will justify the costs involved in establishing and operating our
UMTS third generation network.
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The political and military conditions in Israel may adversely affect our financial condition and results of
operations.

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

Since October 2000, there has been a substantial deterioration in the relationship between Israel and the
Palestinians, which has resulted in increased violence. Ongoing violence between Israel and its Arab neighbors and
Palestinians may have a material adverse effect on the Israeli economy, in general, and on our business, financial
condition or results of operations.

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

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

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

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

If we do not implement successfully the new national numbering plan, which came into effect in April 2004, we
may experience a failure or disruption of our critical information technology, core network or value added
services systems, including our billing system, which could adversely affect our operations and our financial
results.

The Ministry of Communications has instructed all mobile network operators to implement a new national
numbering plan, which gives each mobile network operator a single prefix, and adds a new digit to the beginning of
each subscriber s current number. The new plan entered into effect on April 20, 2004.

Implementing the new numbering plan involves changes in most of our information technology, core network and
value added services systems. We have been preparing operationally for the implementation of the plan. However,
systems which are not properly adapted for the new numbering plan by the required date could fail or cause
disruptions in our operations. A failure or disruption of any critical information technology, core network or value
added services system, including our billing system, may adversely affect our financial and operational performance.

There are alleged health risks related to antenna sites and the use of mobile telecommunications devices,
including handsets, which could expose us to liability and lead to reduced usage of mobile phones or increased
difficulties in obtaining sites or permits to erect sites for base stations.

We are aware of recent allegations that there may be health risks associated with the effects of electromagnetic
signals from antenna sites and from mobile telephone handsets and from other mobile telecommunications devices. In
the construction and operation of our base stations we observe the standards established by the International Radiation
Protection Agency, which sets guidelines for the safe exposure level for all uses of radio spectrum. These standards
have been adopted by the Ministry of the Environment.

We have received type approval from the Ministry of Communication for all of the handsets and other terminal
equipment we sell. The Ministry of the Environment also has authority to regulate the sale of handsets in Israel.
However, in accordance with the current practice among mobile telephone operators in Israel, we have not obtained
approvals or exemptions from the Ministry of the Environment for the handsets we provide because, to date, neither
the Ministry of the Environment nor the Ministry of Health has issued standards for the permitted level of radiation
emissions from
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handsets. Since June 15, 2002, we have been required to provide information to purchasers of handsets on the Specific
Absorption Rate, or SAR, of the handset, as well as its compliance with certain standards pursuant to a regulation
promulgated by the Ministry of Industry and Trade under the Consumer Protection Law. In the event that new
standards for permitted radiation emission levels from handsets are issued, we will be obliged to comply with them.

While there is currently no substantiated link between exposure to electromagnetic signals at the level transmitted
by our base transceiver stations and our mobile telephone handsets and long-term damage to health, the actual or
perceived health risks of mobile telephone communications devices could adversely affect us through a reduction in
subscribers, reduced usage per subscriber, increased difficulty in obtaining sites for base stations, and exposure to
potential liability. Furthermore, we are unable to obtain insurance with respect to such liability.

We have had difficulties obtaining some of the permits for which we have applied, and have not yet applied for
other permits that are required for the erection of our antenna sites. These difficulties could continue and
therefore affect our ability to erect or maintain antenna sites. This could have an adverse effect on the extent,
quality and capacity of our network coverage which could prevent us from achieving or maintaining the
network coverage, including the planned UMTS coverage, and quality requirements contained in our license
and adversely affect our business.

In order to establish our mobile telephone network and achieve the coverage required by our license, we have
undertaken the rapid deployment of antenna sites throughout Israel. In addition, in order to adapt our network for
GSM 1800 and UMTS third generation technology, we are required to erect additional antennas and make
modifications to our existing antennas. The erection and operation of most of these antenna sites require building
permits from local or regional zoning authorities, as well as a number of additional permits from governmental and
regulatory authorities, such as:

erection and operating permits from the Ministry of the Environment;

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

permits from the Israeli Defense Forces.

In addition, as part of our UMTS third generation network build out, we are erecting additional antenna sites and

making modifications to our existing antenna sites, for which we require new consents and approvals.
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Like our competitors, we have experienced difficulties in obtaining some of these consents and permits, especially
from local building authorities. As of December 31, 2003, 35% of our antenna sites were operating without local
building permits. A substantial portion of these are microsites. We believe that a portion of the sites operating without
permits from local authorities do not require local building permits under the Planning and Building Law. Our ability
to maintain and improve the extent and quality of our network coverage depends in part on our ability to obtain
appropriate sites and approvals to install our network infrastructure, including antenna sites. If we continue to
experience difficulty in obtaining approvals for the erection of antenna sites, this could adversely affect our existing
network, delay the erection of additional antenna sites to our network and adversely impact our UMTS third
generation network build-out. This difficulty could have an adverse effect on the extent, quality and capacity of our
network coverage and on our ability to continue to market our products and services effectively. Our inability to
resolve these issues in a timely manner could also prevent us from achieving or maintaining the network coverage and
quality requirements contained in our license.

As well, since National Building Plan 36 was approved, some planning committees have started to require that, as
a precondition for issuing new permits for communications installations, we submit an undertaking to indemnify the
committee against claims for depreciation in the value of nearby properties as a result of issuing a permit to build, and
the building of, communications installations. Our position, like that of the other mobile network operators, is that
under existing law and the National Building Plan, the planning committees have no authority to require us to submit
such an undertaking. However, the matter has not yet come to a judicial decision. Although we are unable to estimate
our financial exposure should we be forced to submit such undertakings, this may have a material adverse effect our
financial condition and results of operations.

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

The erection of an antenna site without a required local building permit is a violation of the Planning and Building
Law, 1965 and, in some cases, has resulted in a demolition order being imposed on us and in the filing of criminal
charges and civil proceedings against us and our officers and directors. To date, we have been largely successful in
avoiding or delaying the execution of demolition orders. So far, settlements have resulted in the imposition of
demolition orders for the relevant sites, execution of which has been stayed for a period of time to allow us to obtain
the necessary permits or to relocate the relevant antenna site. These settlements have not involved any admission of
guilt by our officers and directors. We cannot assure you that we will continue to be successful in this regard or that
we will not be faced with demolition orders and criminal charges, including against our officers and directors. In
addition, we, like the other mobile telephone operators
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in Israel, may be required to dismantle antenna sites for which we have not yet obtained the required consents and
permits.

To date, we have been subject to minimal monetary penalties. There is no certainty that future penalties will be in
the same amounts, but we believe that the total amount of these penalties would not have a material effect on our
business and financial condition.

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

Under the Communications Law (Telecommunications and Broadcasting), 1982, the Ministry of Communications
has the power to require us, like the other telephone operators in Israel, to offer access to our network infrastructure to
other operators, although the Ministry of Communications has not required us to do so yet. Our license also requires
us, upon demand by the Minister of Communications, to permit other operators to provide telecom services using our
network. Access to our network would lower the entry barriers for potential new competitors and increase the
likelihood of additional new competitors entering the mobile telephone market in Israel. Our capacity is limited, and if
we are required to allocate capacity to other operators, the services to our subscribers may be harmed. If we fail to
agree with new operators that are given access to our network regarding the tariffs for the usage of our infrastructure,
the Ministry of Communications may determine those tariffs. If the Ministry of Communications sets those tariffs too
low, this may adversely affect our financial condition.

Our company is controlled by a small number of shareholders.

On December 31, 2003, our principal shareholders, comprising our founding shareholders Hutchison Whampoa
Limited, Elbit Limited, Matav-Cable Systems Media Ltd., Eurocom Communications Ltd., and Polar
Communications Ltd. collectively held approximately 66% of our shares. At December 31, 2003, Hutchison
Whampoa Limited indirectly owned approximately 43.2% of our shares, Elbit Limited owned approximately 8.7%,
Matav-Cable Systems Media Ltd. indirectly owned approximately 5.3%, and Eurocom Communications Ltd. and
Polar Communications Ltd., owned approximately 6.3% and 2.4%, respectively.

Each of the principal shareholders directly holding Partner shares and Elbit. COM Limited, Elbit s wholly owned
subsidiary, is a party to a relationship agreement relating to its investment in our company which governs their
collective relationship as shareholders of Partner. This relationship agreement sets forth, among other things, each of
these parties rights and obligations among
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themselves with respect to the composition of our Board of Directors, the transfer of shares and other material issues
pertaining to their investment in our company.

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

One of our principal shareholders, Hutchison, is a global leader in the mobile telecommunications market. It has a
substantial interest in 3G operating companies in Austria, Australia, Denmark, Hong Kong, Ireland, Italy, Sweden and
the United Kingdom. We rely on and benefit from the assistance, knowledge and experience of Hutchison. Hutchison
has announced that it has filed an application with The Stock Exchange of Hong Kong for the listing of a new
company to which Hutchison would transfer its holdings of our shares, together with its telecommunications business
interests in certain other companies. Subject to the approval of The Stock Exchange of Hong Kong and the final
decision of Hutchison s board of directors and shareholders, Hutchison proposes that the new company would conduct
a public offering in Hong Kong. Hutchison would, immediately following the public offering, control the new
company. No final decision has yet been reached by Hutchison s board of directors or shareholders as to whether and
when the proposed transfer of its holdings of our shares and its interests in certain other businesses will take place or
the public offering will be launched. We cannot assure you that Hutchison will continue to be our principal
shareholder, or if it ceases to be our principal shareholder, that we will continue to enjoy the benefits of our
relationship with Hutchison that we currently do.

A continuing deterioration in the economic conditions in Israel may adversely affect our financial condition
and results of operations.

We are incorporated and based in, and currently derive almost all our revenues from markets within, the State of
Israel. Primarily due to the global economic downturn in recent years and Israel s security and political situation, the
Israeli economy slipped into recession. During 2003 the rate of unemployment rose, consumer spending decreased and
many businesses experienced financial difficulties. A continuing deterioration in the economic conditions in Israel
may adversely affect usage patterns of our services and the ability of our customers to pay for our services, which
would adversely affect our financial condition and results of operations.

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

We expect to incur substantial capital expenditures in building out our UMTS third generation network and
increasing the capacity of our existing network. We began build-out of our network at the end of 2003. We estimate
that capital expenditures in connection with building out our UMTS third generation network will be approximately
$250 million over the three years from the beginning of the network build-out, with approximately $90 million in
capital expenditures required in the first twelve months of the build-out. Although at present we believe we have a
fully funded business plan, we may have underestimated our future capital requirements or overestimated our future
revenues and operating profits in the build-out and operation of a third generation network. For example, testing
UMTS third generation networks in live environments has been limited, and it is not yet clear how
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large-scale usage will affect the capacity and functionality of UMTS third generation networks and therefore what the
optimal network density, which determines the cost of our network roll-out, will be. If we have underestimated our
future capital requirements or overestimated our future revenues and operating profits, our future business, financial
condition and results of operations could be materially adversely affected.

Our credit facility and our indenture each contain a number of restrictions and obligations that limit our
operating and financial flexibility.

Our credit facility and the indenture governing our 13% senior subordinated notes due 2010 each contain a number
of financial, operating and other covenants that limit our operating and financial flexibility. These covenants, among
other things, restrict our ability to pledge our assets, enter into certain types of lease financing, dispose of assets, make
loans or give guarantees, make certain acquisitions or engage in mergers or consolidations, incur borrowing (other
than permitted borrowings, as defined), make any substantial change to the nature of our business or engage in any
other business.

In addition, under our credit facility, we may not pay dividends or similar payments on our ordinary shares or
repay principal or interest on shareholders loans or principal on subordinated debt, or make payments to shareholders
generally by way of return or repurchase of capital, other than by way of a permitted distribution. A permitted
distribution means an amount not exceeding, in the aggregate, 50% of the excess cash flow arising in the previous
financial year, and is subject to our compliance with additional conditions, including that an actual or potential event
of default does not exist, that we are able to meet outstanding operating expenditure requirements, that we have repaid
(and cannot re-borrow) at least 50% of the total bank commitments under the credit facility, that such distribution is
made no earlier than December 31, 2005, and that we comply with certain minimum coverage ratios. Payments of
interest on our notes are restricted in the event amounts due under the credit facility are unpaid or an event of default
has occurred. Our credit facility also contains covenants regarding achieving certain levels of financial ratios during
each of the ratio periods (semi-annual or annual periods) during the term of the credit facility.

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

Our substantial leverage could adversely affect our financial health.

We are highly leveraged. At December 31, 2003, our total long-term indebtedness was approximately NIS
2,454 million ($560 million).

This debt represents approximately 69.5% of our total capitalization (bank loans plus notes payable plus
shareholders equity) at December 31, 2003. Our credit facility and the indenture governing our notes permit us to
incur additional indebtedness subject to some limitations. The indenture does not place a limit on the amount of
indebtedness that we may incur in financing the acquisition of network assets, including licenses, equipment and
inventory, or for capital expenditures and working capital for our business.

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

increasing our vulnerability to adverse economic conditions or increases in prevailing interest rates, particularly
because currently a substantial portion of our borrowings are at variable interest rates;

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

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

exposing us to the effects of foreign exchange fluctuations on our obligations under our notes, which are
denominated in US dollars.
We may not be able to make our debt payments in the future.

Our ability to meet our debt obligations will depend on whether we can successfully implement our strategy, as
well as on financial, competitive, legal and technical factors, including some factors that are beyond our control. If we
are unable to generate sufficient cash flow from operations to meet principal and interest payments on our debt, we
may have to refinance all or part of our indebtedness.

We cannot ensure that any such refinancing would be possible on terms that we could accept or that we could
obtain additional financing. If refinancing will not be possible or if additional financing will not be available, we may

have to sell our assets under circumstances that might not yield the
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highest prices, or default on our debt obligations, including the notes, which would permit our noteholders and holders
of other outstanding indebtedness to accelerate their maturity dates.

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

Substantially all of our revenues and a majority of our operating expenses are denominated in shekels. However,
through December 31, 2003, a substantial amount of our operating expenses were linked to non-shekel currencies.
These expenses related mainly to the acquisition of handsets where the price paid by us is based on various foreign
currencies. In addition, a substantial majority of our capital expenditures (including with respect to our UMTS third
generation network) are incurred in, or linked to, non-shekel currencies, and our notes are denominated in US dollars
and require US dollar interest and principal payments. Thus, any devaluation of the shekel against the dollar (or other
foreign currencies), will increase the shekel cost of our non-shekel denominated or linked expenses and capital
expenditures. Such an increase may have an adverse impact on our results, which may be material. Material changes
in exchange rates may cause the amounts that we must invest to increase materially in shekel terms.

We hedge some of our foreign currency commitments, but we do not currently hedge the principal payable on our
notes. As of December 31, 2003, the notional amounts of our foreign currency derivatives were approximately
$208 million. Our derivative transactions are mainly designed to hedge the cash flows related to the payments of
dollar interest on our notes and those related to anticipated payments in respect of purchases of handsets and capital
expenditures in foreign currency. The transactions are primarily foreign currency transactions and purchases and sales
of currency options.

Our bank credit facility borrowings are currently in shekels, some of which are linked to the Israeli consumer price
index, or CPI. We may not be permitted to raise our tariffs pursuant to our license in a manner that would fully
compensate for any increase in the Israeli 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.

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

There is an inherent risk of potential abuse by individuals, groups, businesses or other organizations that use our
mobile telecommunications services and avoid paying for them. The effects of such fraudulent activities may be,

among others, a loss of revenue and out of pocket expenses
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which we will have to pay to third parties in connection with those services, such as interconnect fees, payments to
international operators or to operators overseas and payments to content providers. Such payments may be
non-recoverable. Although we are taking measures in order to prevent fraudulent activities, we have suffered in the
past, and may suffer in the future, from these activities. The financial impact of fraudulent activities that have
occurred in the past has not been material. However, we cannot assure you that fraudulent activities, if they occur in
the future, will not materially affect our financial condition and results of operations.

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

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

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

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

Additionally, although we believe that we are currently in compliance with all material requirements of our license,
the interpretation and application of the technical standards used to measure these requirements, including the
requirements regarding population coverage and minimum quality standards, and other license provisions may not be
certain, and disagreements have arisen and may arise in the future between us and the Ministry of Communications.
We have provided a bank guarantee to the Ministry of Communications in the amount of $10 million to guarantee our
performance under our license. For more information, see Item 5B. Operating and Financial Review and
Prospects Liquidity and Capital Resources. If we are found to be in material breach of our license, the guarantee may
be forfeited and our license may be revoked.

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

Our marketing strategy is based upon the international Orange Brand. We can operate our business under the
Orange Brand only if we have the right to use it under the brand license agreement with Orange International
Developments Limited, a subsidiary of Orange plc. Under this license agreement, we are required to comply with the
Orange Brand guidelines established by Orange International. We have the right to use the Orange Brand as long as
we are able and legally eligible under the laws of Israel to offer telecommunications services to the public in Israel.
However, the brand license agreement may be terminated by mutual agreement, or at our discretion, or by Orange
International if a court determines that we have materially misused the brand and we continue to materially misuse the
brand after such determination of material misuse. If we lose the right to use the Orange Brand, our financial condition
and results of operations may be materially adversely affected.
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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 purchase our network equipment, such as switching equipment, base station controllers and base transceiver
stations and network software, from Nortel, Ericsson and Nokia. Although our network utilizes standard equipment
that is produced by several suppliers, we cannot be certain that we will be able to obtain equipment from one or more
alternative suppliers on a timely basis in the event that any of these suppliers is unable to satisfy our equipment
requirements. Our results of operations could be adversely affected if Nortel, Ericsson, Nokia or an alternative
supplier fails to provide us with adequate supplies of equipment, as well as ongoing maintenance support, in a timely
manner. In addition, our results of operations could be adversely affected if the price of network equipment rises
significantly. In our experience, 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 share price has been and may continue to be volatile in response to general conditions in the global
securities markets, developments in Israel s securities market and in the communications and technology
sectors in particular.

Our share price has been subject to significant volatility, in part due to highly volatile securities markets generally,
particularly for communications and technology companies shares. Factors other than our results of operations that
may affect our share price include low trading volume, market expectations of our performance and projected growth
in the mobile communications market. In addition, our share price may be affected by factors such as the Israeli
economy and the political situation and the level of business activity or perceived growth (or the lack thereof) in the
market in general, the performance of other mobile telecommunications companies, announcements by or the results
of operations of our competitors, customers and suppliers, potential litigation and regulation involving ourselves or
our industry, and announcements concerning the success of UMTS third generation mobile networks, products and
services, as well as general market volatility.

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

As with other companies engaged in the telecommunications business in Israel, our license requires that, at a
minimum, 20% of the economic and voting interest, and certain other defined means of control, of our company be
owned by Israeli citizens and residents. In addition, no transfer or acquisition of 10% or more of any of such means of
control, or the acquisition of control of our company, may be made without the consent of the Ministry of
Communications. Our license also
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restricts cross-ownership and cross-control among competing mobile telephone operators, including the ownership of
5% or more of the means of control of both our company and of a competing operator, without the consent of the
Ministry of Communications, which may limit certain persons from acquiring our shares. Shareholdings in breach of
these limits could have two consequences. First, the shares that are in excess of the limits will be converted into

dormant shares, with no rights other than the right to receive dividends or other distributions to shareholders, and to
participate in rights offerings. Second, the breach of the limits could be the basis for revoking our license unless our
principal shareholders, who currently hold an aggregate of approximately 66% of our ordinary shares, continue to
hold an aggregate of at least 51% of our ordinary shares.

There is a risk that our investment in Matav may not happen or that it will be on different terms than currently
proposed.

On March 15, 2004, we announced that we had entered into a non-binding memorandum of agreement with Matav
Cable Systems Media Ltd., or Matav, and its shareholders, Dankner Investments Ltd., or Dankner, and Delek
Investments and Properties Ltd., or Delek, to invest $137 million in Matav for approximately 40% share of Matav s
equity. The memorandum of agreement is subject to approval of the parties respective boards of directors, as
stipulated in the memorandum of agreement, and other necessary corporate approvals. As well, the memorandum of
agreement provides that it will expire after 60 days or upon the execution of a detailed, definitive investment
agreement, whichever is earlier. We are currently conducting a due diligence review and are in negotiations regarding
the terms of the investment.

The memorandum of agreement further provides that the transaction is subject to a number of significant
conditions precedent (many of which are outside the control of the parties) which include, among others:

distribution to the Matav shareholders of our shares currently held indirectly by Matav;

an agreement for a transaction whereby Matav will acquire cable assets from existing operators that will bring
Matav s subscribers to 500,000;

receipt of all required corporate and regulatory approvals;
an agreement for commercial cooperation between Partner and Matav;
satisfactory agreements with the lenders of each of the companies;
approval by the Matav shareholders of an amendment of the articles of association of Matav; and
confirmation that Dankner, Delek and Partner will not be deemed a group of borrowers for purposes of Israeli
banking regulations, as a result of the transaction.
There can be no assurance that the parties boards of directors will approve the memorandum of agreement, or that the

parties will execute a definitive agreement by the deadline set out in
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the memorandum of agreement or at all. In that event, or in the event that the conditions to the transaction are not
satisfied, the transaction may not be completed, and the anticipated benefits of the transaction will not be realized and
we may be at a competitive disadvantage to any competitor that is able to offer both mobile telephone and fixed line
services. Further, the terms of the definitive agreement, if signed, may be materially different from those set out in the
memorandum of agreement.

Benefits from our investment in, and cooperation with, Matav may not be achieved to the extent or within the
time period that is currently anticipated.

Following our proposed investment in Matav and the commencing of commercial cooperation with Matav, we
intend to leverage our distribution network and customer base to offer Matav s services to our customers and, possibly,
to bundle their services with our own. We may encounter unanticipated costs and difficulties as we do this, or the
bundling of Matav s services may not achieve as broad customer acceptance as we expect. We understand that Matav
intends to provide new services, including fixed telephony over cable networks, using a technology that is not yet
mature, and as a result, it may encounter unforeseen difficulties. In addition, we cannot assure you that we will not
encounter unanticipated costs or delays, or that we will achieve the cost synergies that we anticipate or that we will be
able to exercise effective control over Matav s business. Further, the process of integrating Matav s business with our
existing business could also divert management s attention from our day-to-day business.

We expect that our investment in Matav will be substantially dilutive to our earnings, at least in the short term,
and may result in additional leverage.

The cable television industry in Israel has experienced significant financial difficulties, characterized by operating
losses from the provision of cable television services. If our investment in Matav is completed, we will account for our
interest in Matav either on a consolidated or equity accounting basis, depending on the ultimate terms of the
investment. We expect that Matav s results will have a substantially dilutive impact on our earnings at least in the short
term. In addition, Matav will incur or assume substantial additional indebtedness to acquire the cash assets necessary
to attain 500,000 subscribers and satisfy one of the conditions precedent for our investment in Matav. Although we
anticipate that some indebtedness will be non-recourse to Partner, we expect that our investment in Matav will
increase the amount of our consolidated indebtedness. Further, we may choose to fund our investment in Matav
through additional indebtedness incurred by us.
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ITEM 4. INFORMATION ON THE COMPANY
4A. History and Development of the Company

We were incorporated in Israel under the laws of the State of Israel on September 29, 1997 as Partner
Communications Company Ltd. Our products and services are marketed under the Orange Brand. Our principal
executive offices are located at 8 Amal Street, Afeq Industrial Park, Rosh Ha ayin 48103, Israel (telephone:
972-67-814-888). Our website address is www.orange.co.il. Information contained on our website does not constitute
a part of this annual report. Our agent for service in the United States is CT Corporation, 111 Eighth Avenue, New
York, New York 10011.

In our short history, we have achieved a number of important milestones:
In April 1998, we received our license to establish and operate a mobile telephone network in Israel.
In August 1998, we finalized our long-term credit facility to support our network and business roll out.

By October 1998, we completed our initial network roll out with approximately 77% coverage of the Israeli
population, enabling us to commence the soft launch of our services to a test market of targeted customers.

By January 1999, we had launched full commercial operations with approximately 88% population coverage,
established a nationwide distribution network and were offering full services with an extensive media campaign.

In October 1999, we completed our initial public offering of ordinary shares in the form of American Depositary
Shares, and received net proceeds of approximately NIS 2,092 million, with the listing of our American Depositary
Shares on NASDAQ and the London Stock Exchange. We used part of these net proceeds to repay approximately
NIS 1,494 million in indebtedness to our principal shareholders, and the remainder to finance the continued
development of our business.

In May 2000, we introduced post-paid tariff plans, branded orange to go, which allowed subscribers to pay only for
airtime usage without a minimum subscription period and without any minimum usage commitment. At
December 31, 2003, we had approximately 1,000,000 subscribers to our orange to go plans, or approximately 48%
of our total subscriber base.
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In June 2000, we introduced our pre-paid subscriber plan, known as Big Talk. At December 31, 2003, we had
639,000 subscribers, or approximately 30% of our total subscriber base, in this plan.

In July 2000, we amended our long-term credit facility, increasing the amount available to up to $750 million.
In August 2000, we completed an offering, registered under the US Securities Act of 1933, as amended, of
$175 million (approximately $170.5 million after deducting commissions and offering expenses) in 13% unsecured

senior subordinated notes due 2010.

In January 2001, we received accreditation for the ISO 9002 standard from the Israeli Institute of Quality and
Control.

In March 2001, we received a special license issued by the Ministry of Communications, allowing us to provide
internet services.

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

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

In an auction process completed on December 18, 2001, the Ministry of Communications awarded us the two bands
of spectrum for which we had submitted bids: one band of GSM 1800 spectrum and one band of UMTS third

generation spectrum.

On December 26, 2001, we filed a shelf registration statement under the US Securities Act of 1933, as amended,
registering $400 million of debt securities and ordinary shares for possible offer and sale.

On January 28, 2002, we had over 1,500,000 subscribers.

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

In June 2002, we launched orange obox services, which enable the downloading of rich applications and content.
These services are based on the virtual machine platforms, Java to microeditions (J2ME) and proprietary General

Virtual Machine (GVM).

In December 2002, we entered into an amending agreement to our senior credit facility in order to further tailor it to
our business plan.

In November 2003, we entered into a frame agreement with Nortel Networks to supply what is expected to be
Israel s first third generation UMTS wireless network.

By August 2003, we had over 2 million subscribers.
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For information on our capital expenditures, see Item 5B Liquidity and Capital Resources Commitments and
Contractual Obligations .

Proposed Investment in Matav

On March 15, 2004, we announced that we had entered into a memorandum of agreement with Matav Cable
Systems Media Ltd., or Matav, and its shareholders, Dankner Investments Ltd., or Dankner, and Delek Investments
and Properties Ltd., or Delek, to invest $137 million in Matav for approximately 40% share of Matav s equity.

Matav is one of three operators of broadband cable television services in Israel, which according to its public
filings had 267,000 subscribers as of December 31, 2003, revenues in 2003 of NIS 545 million and a net loss in 2003
of NIS 5 million (with Matav revenue and net loss figures presented under Israeli GAAP). Matav is also one of
Partner s principal shareholders. As of December 31, 2003, Matav held approximately 5.3% of Partner s ordinary
shares.

If we consummate our investment in Matav, we intend, subject to regulatory and other approval proc