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INTRODUCTION

We are a leading communications group in Israel. Our shares are listed on the NASDAQ Global Select Market and on
the Tel Aviv Stock Exchange, or TASE. B Communications Ltd. (formerly known as 012 Smile.Communications
Ltd.) is our subsidiary.

On April 14, 2010, our principal subsidiary, B Communications, completed the acquisition of the controlling 30.44%
interest in Bezeq (TASE:BZEQ), Israel’s largest telecommunications provider, from Ap.Sb.Ar. Holdings Ltd. (a
consortium of Apax Partners, Saban Capital Group and Arkin Communications) for an aggregate cash purchase price
of approximately NIS 6.5 billion. In accordance with the terms of the transaction, effective as of the closing of the
acquisition, B Communications designated seven directors to replace the Apax-Saban-Arkin Group’s representatives
on Bezeq’s Board of Directors, which numbers 11 directors. We began consolidating Bezeq’s financial results into our
financial statements effective as of the closing of the acquisition. B Communications currently owns 30.72% of
Bezeq’s outstanding shares. B Communications’ ordinary shares are listed on the NASDAQ Global Select Market
(symbol: BCOM) and on the TASE. We currently own 66.71% of the ordinary shares of B Communications.

The Bezeq Group operates the most comprehensive telecommunications infrastructure in Israel, with a broad range of
telecommunications services across all of its markets. Through its wholly-owned subsidiaries and 58.4% ownership of
the satellite television provider, YES, the Bezeq Group is a leading provider in Israel of fixed-line telephony services
and fixed-line broadband Internet infrastructure access services, cellular telephony services, Internet service provider,
or ISP, services, international telephony, or ILD, services, international and domestic data transfer and network
services and information and communication technology, or ICT, services, pay television services and other
communications infrastructures and services. In each of these markets, the Bezeq Group holds a significant market
share, as indicated in the chart below.

As used in this annual report, the terms “we,” “us” and “our” mean Internet Gold - Golden Lines Ltd. and its subsidiaries, “B
Communications” means B Communications Ltd., “SP1” means B Communications (SP1) Ltd., “SP2” means B
Communications (SP2) Ltd., “Eurocom Communications” means Eurocom Communications Ltd., “Bezeq” means Bezeq -
The Israel Telecommunications Corp., Ltd.; “Pelephone” means Pelephone Communications Ltd., “Bezeq International”
means Bezeq International Ltd. and “DBS” or “YES” (the trade name for DBS) means DBS Satellite Services (1998) Ltd.
Bezeq, Pelephone, Bezeq International and YES are sometimes referred to as the Bezeq Group in this annual report.

Our consolidated financial statements appearing in this annual report are prepared in New Israeli Shekels and are
translated into U.S. dollars at the representative rate of exchange at December 31, 2014 (NIS 3.889= $1.00). The

dollar amounts so presented should not be construed as representing amounts receivable, payable or incurred in dollars
or convertible into dollars. All references in this annual report to “dollars” or “$” are to U.S. dollars and all references in
this annual report to “NIS” are to New Israeli Shekels.

Statements made in this annual report concerning the contents of any contract, agreement or other document are
summaries of such contracts, agreements or documents and are not complete descriptions of all of their terms. If we
filed any of these documents as an exhibit to this annual report or to any registration statement or annual report that
we previously filed, you may read the document itself for a complete description of its terms.
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Forward Looking Statements

Except for the historical information contained in this annual report, the statements contained in this annual report are
“forward-looking statements” within the meaning of Section 27A of the Securities Act of 1933, as amended, and Section
21E of the Securities Exchange Act of 1934, as amended, and the Private Securities Litigation Reform Act of 1995, as
amended, with respect to our business, financial condition and results of operations. Such forward-looking statements

reflect our current view with respect to future events and financial results. We urge you to consider that statements

which use the terms “anticipate,” “believe,” “do not believe,” “expect,” “plan,” “intend,” “estimate,” “anticipate” and similar
expressions are intended to identify forward-looking statements. We remind readers that forward-looking statements

are merely predictions and therefore inherently subject to uncertainties and other factors and involve known and

unknown risks that could cause the actual results, performance, levels of activity, or our achievements, or industry

results, to be materially different from any future results, performance, levels of activity, or our achievements

expressed or implied by such forward-looking statements. Such forward-looking statements are also included in Item

4 — “Information on the Company” and Item 5 — “Operating and Financial Review and Prospects.” Readers are cautioned not
to place undue reliance on these forward-looking statements, which speak only as of the date hereof. Except as

required by applicable law, including the securities laws of the United States, we undertake no obligation to publicly

release any update or revision to any forward-looking statements to reflect new information, future events or

circumstances, or otherwise after the date hereof. We have attempted to identify significant uncertainties and other

factors affecting forward-looking statements in the Risk Factors section that appears in Item 3.D. “Key Information -

Risk Factors.

LR T3 99 ¢
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PART I
ITEM 1. IDENTITY OF DIRECTORS, SENIOR MANAGEMENT AND ADVISERS
Not applicable.
ITEM 2. OFFER STATISTICS AND EXPECTED TIMETABLE
Not applicable.
ITEM 3. KEY INFORMATION

A.

Selected Financial Data

The tables below as of and for the five years ended December 31, 2014 set forth selected consolidated financial data,
which is derived from our audited consolidated financial statements. The audited consolidated financial statements as
of December 31, 2013 and 2014 and for the years ended December 31, 2012, 2013 and 2014 appear in this annual

report.

Consolidated Statement of Income Data:

Year Ended December 31,
2010 2011 2012 2013 2014
(NIS in millions, except share
and per share data)

Revenues 8,732 11,37 10,278 9,563 9,055
Depreciation and
amortization 2,295 2,984 2,367 2,014 1,873
Salaries 1,500 2,109 1,980 1,874 1,771
General and operating
expenses 3,711 4,468 3,997 3,586 3,371
Other operating
expenses A3 323 (1 57 (535

7,503 9,884 8,343 7,531 6,480
Operating income 1,229 1,492 1,935 2,032 2,575
Finance expense 716 1,079 997 931 1,329
Finance income (327 497 (582 (535 (635
Finance expense, net 389 582 415 396 694
Income after financing
expenses (income), net 840 910 1,520 1,636 1,881
Share of losses in
equity-accounted
investee 235 216 245 252 170

605 694 1,275 1,384 1711

2014
($in
millions,
except
share and
per share
data)

2,328

482
455

867

138 )
1,666
662

342

163 )
179

483
44
439
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Income before income

tax

Income tax 385 656 556 524 667 171
Net income (loss) for the

year 220 38 719 860 1,044 268

Income (loss)

attributable to owners of

the Company 209 ) (264 ) (37 ) 26 (103 ) (26 )
Income (loss)

attributable to

non-controlling interest 429 302 756 834 1,147 294

Net income (loss) for the

year 220 38 719 860 1,044 268
Basic earnings (loss) per

share. (11.11 ) (13.46 ) 194 ) 1.33 (5.38 ) (1.38 )
Diluted earnings (loss)

per share (11.23 ) (13.50 ) 197 ) 1.26 (5.50 ) (141 )
7
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Statements of Financial Position:

December 31,

2010 2011 2012 2013 2014 2014
($in
(NIS in millions) millions)
Cash and cash equivalents 404 1,447 764 867 732 188
Total assets 24,320 25,262 22,806 21,410 21,558 5,544
Total current liabilities 4,305 4,780 4,899 4,104 3,974 1,023
Non-current liabilities 12,304 16,249 14,427 14,153 14,818 3,810

Exchange Rate Information

The following table sets forth, for the periods and dates indicated, certain information regarding the Bank of Israel
representative rate of exchange for dollars, expressed in NIS per one dollar. The representative rate is the average
between the buying rate and the selling rate of exchange. We do not use such rates in the preparation of our
consolidated financial statements included elsewhere herein. See Note 2 to the consolidated financial statements
included elsewhere in this Form 20-F.

Period Average
Year ended December 31, 2010 3.732
Year ended December 31, 2011 3.579
Year ended December 31, 2012 3.733
Year ended December 31, 2013 3.601
Year ended December 31, 2014 3.889
Period High Low
November 2014 3.889 3.782
December 2014 3.994 3.889
January 2015 3.998 3.899
February 2015 3.966 3.844
March 2015 4.053 3.926
April 2015 (through April 24) 4.014 3.924

On April 24, 2015, the representative rate of exchange was NIS 3.924 = $1.00 as published by the Bank of Israel.

B. Capitalization and Indebtedness
Not applicable.
C. Reasons for the Offer and Use of Proceeds
Not applicable.
D. Risk Factors

12
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Investing in our ordinary shares involves a high degree of risk and uncertainty. You should carefully consider the risks
and uncertainties described below before investing in our ordinary shares. If any of the following risks actually occurs,
our business, prospects, financial condition and results of operations could be harmed. In that case, the value of our
ordinary shares could decline and you could lose all or part of your investment.

Risks Relating to the Bezeq Group’s Business

Competition from other telecommunications providers and recent and potential changes in the competitive
environment and communications technologies could adversely affect the Bezeq Group’s business, results of
operations and financial condition.

The Bezeq Group faces significant competition from established and new competitors who provide cellular telephony,
fixed-line telephony, fixed-line broadband Internet infrastructure access, ISP and pay television services. In addition
to the entrance of new competitors, competition among the existing communications groups in Israel is intensifying.
Four main groups, each consisting of companies under common or joint control, hold a significant share of the
communications market in Israel today: the Bezeq Group, the Cellcom Group, the Partner Group and the HOT Group.
The Bezeq Group’s three principal competitors may in some cases be required to comply with fewer regulations
because, among other reasons, they use different technologies to provide their services or do not own their own
fixed-line network.

13
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In recent years, competition in the cellular telephony industry has intensified. This has led to lower prices and higher
customer churn rates, which in turn has affected the Bezeq Group’s results. Bezeq expects competition to continue to
increase amid the changing legislation in Israel and consolidation in the telecommunications industry that permits
certain service providers to market a combination of fixed-line telephony, fixed-line broadband Internet infrastructure
access, ISP and pay television services, or a “bundle”, for an aggregate price which is lower than the price of the
individual products and services in the bundle. The Bezeq Group is currently subject to restrictions on marketing
bundles, which are stricter than the restrictions applicable to its competitors. In addition, Bezeq expects additional
competitive pressure to result from the convergence of broadcasting and communication technologies, as a result of
which other participants in the Israeli media and telecommunications industries may seek to offer bundles of
fixed-line telephony and cellular telephony, Internet and/or video broadcast services in competition with it. These
competitive forces may create further downward pressure on prices, which may result in a decrease in the Bezeq
Group’s average revenue per user, or ARPU, and increase the Bezeq Group companies’ churn rates. In addition, the
Bezeq Group companies may bear higher costs if they introduce new products or services to maintain or improve their
competitive positioning and reduce subscriber churn. Furthermore, technological developments and falling equipment
prices could enable other operators to provide services similar to those provided by the Bezeq Group at much lower
costs. In combination with difficult economic environments, these competitive pressures could adversely impact the
Bezeq Group’s ability to increase, or in certain cases maintain, its ARPUs, operating cash flows and liquidity.

In November 2014, following hearings earlier in the year, the Minister of Communications decided to amend the
licenses of Bezeq and Hot Telecommunications, the two infrastructure owners in Israel, and to define the basket of
services under that license, i.e., managed broadband access and wholesale telephony services. The applicable new
regulations include the obligation to provide the services, including accompanying services, and the regulation of
maximum rates (which require the Finance Minister’s approval) for the provision of the wholesale services.

The ongoing implementation of the wholesale market regulation may have a significant negative impact on the Bezeq
Group which cannot be quantified at this time. Nonetheless, the Bezeq Group may in the future be granted a permit to
provide non-divisible bundles of services and the structural separation may be cancelled.

Fixed-Line Telephony. Competition in the fixed-line telephony market is intense. We believe that competition in this
market will continue to increase due to the implementation of the wholesale market, the low barriers to entry and
regulations permitting new service providers to provide telephony services using voice over Internet protocol, or
VolIP, or voice over broadband, or VoB, technology.

Upon application of the wholesale market, ISPs and holders of a general special license will compete with Bezeq,
among others, in the provision of service packages that include broadband services, using Bezeq's infrastructure at
wholesale prices. Communication operators that compete with Bezeq may buy services from Bezeq at supervised
prices, including infrastructure segments, and thus compete with Bezeq by selling complete service packages to their
customers.

Fixed-Line Broadband Internet Infrastructure Access. Bezeq’s principal competitor in the fixed-line broadband Internet
infrastructure access service market is HOT, which is currently the only other fixed-line broadband Internet
infrastructure access provider in Israel. Bezeq’s fixed-line broadband Internet infrastructure access services business
also faces competition from cellular telephony operators who are increasingly able to utilize a combination of
technologically advanced and high bandwidth technologies, such as universal mobile telecommunications system, or
UMTS, and long term evolution, or LTE, technology. The Ministry of Communications’ policy for the establishment
of a wholesale market for fixed-line telephony and broadband Internet infrastructure access, pursuant to which Bezeq
would be required to provide access to its fixed-line broadband Internet network infrastructure to other service
providers on a wholesale basis, may increase competition in the fixed-line broadband Internet infrastructure access
market.
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In addition to HOT's cable and optical fiber network and the optical fiber infrastructures of Cellcom and Partner, there
are in Israel today a number of infrastructures with the potential to serve as communications infrastructures based on
optical fibers, which are mostly owned by government companies and bodies. Among these are the infrasructures of
the Israel Electric Corporation (IEC), Israel Railways, Mekorot Israel National Water Company, Petroleum & Energy
Infrastructure Ltd. and Cross Israel Highway Ltd. Some municipalities are also trying to create an alternative to
communications license holders by deploying their own infrastructures.

In August 2013, IBC Israel Broadband Company (2013) Ltd., or IBC, (60% of which is owned by a group of investors
headed by the ViaEurope Group and 40% is owned by IEC) was granted a general license for the provision of
communication infrastructure services (i.e., data communications, digital transmission and VPN) over fiber optics. In
accordance with the license, IBC will enter into an agreement with IEC to obtain the right to use its fiber-optics
network and will become the network’s operator. In addition, IBC is entitled to use the communication facilities of
another operator. Pursuant to the provisions of the license, IBC was obligated to make a gradual universal deployment
over a period of 20 years.

15
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At the same time, IBC received a special license for the provision of domestic fixed data-communication services,
according to which it is entitled to provide IP/VPN services and broadband data-communication lines for a period of
five years (with the option to request an extension). This special license does not necessitate the provision of universal
services to all the residents in Israel.

Bezeq estimates that the significant relief granted to IBC in respect of the obligation to provide universal service (the
option to make a gradual universal deployment over a long period of time), the granting of a special license for the
provision of data-communication services without providing universal service, and the possibility that IBC will be
allowed to receive wholesale infrastructure services from Bezeq may adversely affect Bezeq’s operations and its
financial results.

Cellular Telephony. The cellular telephony market in Israel is a saturated market with a penetration level in excess of
100%. Until 2012, three cellular telephony operators, Cellcom, Partner and Pelephone, led the Israeli cellular
telephony market. During 2012, a number of other cellular telephony operators began to operate, including Golan
Telecom and HOT Mobile, which has led to intensified competition, resulting in higher churn rates among the existing
operators, a significant decrease in tariffs and, consequently, a decrease in profits. Pelephone’s current principal
competitors, Cellcom, Partner and HOT Mobile, also provide ISP services and fixed-line communications, and they
market a variety of joint service packages. Pelephone also faces competition from mobile virtual network operators, or
MVNOs, that provide cellular telephony services under their own brand using the network infrastructure of another
service provider. Following the Israeli government’s decision to encourage competition in the cellular market, 11
MVNO licenses were granted to virtual operators. We believe that only four of the MVNO licensees currently provide
services: Rami Levy Cellular Communications Ltd., or Rami Levy, and Alon Blue Square Israel Ltd., or Alon
Cellular, (both of which signed hosting agreements with Pelephone), Azi Communications (which signed a hosting
agreement with Partner) and Home Cellular (which signed a hosting agreement with Cellcom). The Ministry of
Communications has recently taken active steps to increase competition in the fixed-line and cellular
telecommunications industries, including eliminating termination fees that operators can charge (except in limited
circumstances) and since January 2013, prohibiting linkage of the price and terms of handset sales to the services or
benefits of the cellular contract.

The Ministry of Communications formed an inter-ministerial task force to review regulation of the sharing of cellular
infrastructures in Israel. In July 2011, the Ministry of Communications issued the following key recommendations of

the inter-ministerial task force:

¢o determine a model of forced sharing of cellular infrastructure, while giving preference to the possibility of
enabling the new operators (such as HOT Mobile and Golan Telecom) to share sites;

« permit to set up a cellular site will be conditional on a proposal for sharing such sites with all operators; cellular
telephony operators will be required to erect sites that facilitate sharing with up to four participants;

all the components and infrastructures used for broadcasting from the facility will be shared, excluding active
designated equipment (radio equipment); the costs of sharing sites will be shared; and

. all license holders will be required to reduce the number of unshared sites each year.

If the foregoing recommendations are enacted into legislation, they could impose significant restrictions on
Pelephone’s ability to expand its network.

In November 2013, Partner and HOT Mobile announced that they had entered into a 15-year network sharing
agreement, the scope and terms of which are subject to approvals by the Israeli authorities, including the Israeli
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Antitrust Authority. Pursuant to the network sharing agreement, the parties agreed to form a joint venture, which will
own, develop and operate a cellular network to be shared by both companies. As an intermediate measure, Partner and
HOT Mobile have entered into a rights of use agreement, which will be valid until no later than December 31, 2016,
under which Partner will grant HOT Mobile, when possible, rights of use of its cellular network in order to
supplement HOT Mobile’s network coverage. On December 9, 2013, Pelephone entered into an agreement with
Cellcom and Golan Telecom for the construction and operation of a shared 4G network and an agreement with
Cellcom for the sharing of passive elements of cell sites for existing networks. Effectiveness of each of the agreements
is subject to the approval of the Ministry of Communications and the Israeli Antitrust Commissioner, as well as an
additional indefeasible right of use agreement between Cellcom and Golan Telecom for the use of Cellcom’s 2G and
3G radio networks. There is no assurance that the agreements will receive the requisite regulatory approvals. If either
of the network sharing agreements obtains the requisite approvals and becomes effective while the other does not, the
competitive position of the parties to the agreement that has not been approved could be adversely affected.

International Telephony. The ILD market in Israel is characterized by a high degree of competition. At the end of
2012, there were eight companies offering ILD services to private and business customers in Israel. Changes in
licensing policies and the expanded use of VoIP technology have significantly reduced the barriers of entry into this
market. In addition, during 2012, cellular telephony operators began to offer ILD services as part of the unlimited
packages they offered. In addition, a recent hearing published by the Ministry of Communications proposes the
adoption of a new regulatory regime allowing domestic fixed-line operators and cellular telephony operators to
provide ILD services as part of the service packages they offer to their subscribers. We expect competition in this
market, including price competition, to increase in the future.

10

17



Edgar Filing: INTERNET GOLD GOLDEN LINES LTD - Form 20-F

Internet Service Providers. Access to broadband Internet in Israel requires households to purchase Internet access
services from a licensed ISP and broadband Internet infrastructure access services from a separate provider. While
there are only two fixed-line broadband Internet infrastructure access service providers in Israel (Bezeq and HOT),
many telecommunication companies hold ISP licenses in Israel, including Bezeq International, 013 Netvision (which
merged with Cellcom), 012 Smile (which merged with Partner), HOT Net and numerous minor niche players. The
Israeli ISP market is a saturated market and as competitors are typically unable to differentiate themselves based on
price, they attempt to differentiate themselves primarily by strengthening customer loyalty; however, competition has
led to increased churn rates and reduced income per customer.

Pay Television. The Israeli television market is characterized by a very high penetration rate and an increasing
emphasis on new television technology, in particular digital, HD and interactive television services, such as VOD,
requiring high-bandwidth and bi-directional distribution platforms. In the multi-channel pay television market, YES
and HOT are the only two companies in Israel licensed to provide multi-channel pay television broadcasts. Other
factors impacting competition in the market include the availability of free-to-air digital terrestrial television, or DTT,
channels and the increasing availability and quality of video content offered over the Internet and cellular networks,
which is not currently regulated and does not require designated infrastructure. We believe that the implementation of
certain regulatory changes, including the expansion in the number and variety of free-to-air DTT channels and the
possible appointment of a private entity to operate the DTT system instead of the Second Authority, which is the
public authority that supervises commercial broadcasting in Israel, may increase competition in the television market.

There can be no assurance that the measures taken by the Bezeq Group companies to streamline their operations and
improve the services they provide to differentiate themselves from their competitors will be successful. If the Bezeq
Group companies are unsuccessful in their efforts, the Bezeq Group’s business, financial condition and results of
operations could be adversely affected.

The Bezeq Group operates in a highly regulated telecommunications market, which limits its flexibility in managing
its business and may materially and adversely affect our results of operations.

The Bezeq Group operates in a highly regulated industry in Israel, which limits its flexibility in managing its business
efficiently, and may increase its administrative and operational expenses and limit its revenue. The Bezeq Group is
subject to government supervision and regulation relating to, among other things:

. regulations requiring structural separation between the members of the Bezeq Group;
. regulations restricting the Bezeq Group’s ability to market bundles;
. price regulation for certain services that the Bezeq Group provides;

* rules and regulations imposed on telecommunications service providers with significant market share;

rules governing the interconnection between different telephone networks and the interconnection rates that the
Bezeq Group can charge and pay;

. regulations governing the prohibition of exit-fees or cancellation charges;
* regulations requiring the Bezeq Group to grant other telecommunications operators access to its infrastructure;

. regulations governing roaming charges and other billing and customer service matters;
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rules for authorizations, licensing, acquisitions, renewals, pledging and transfers of licenses;

requirements covering a variety of operational areas such as land use, health and safety and environmental protection,
technical standards and subscriber service requirements rules and regulations relating to subscriber privacy;

rules and regulations relating to universal service provision and requirements to extend the Bezeq Group’s services to
areas of Israel even where it is not economically profitable to do so; and

regulations restricting the number of television channels YES can own and specifying the minimum investment YES
is required to make in local content productions.
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Bezeq’s tariffs for its fixed-line services are subject to government control, which harms its ability to compete and
places downward pressure on its tariffs, which adversely affects its business.

Bezeq’s tariffs for its main services (including interconnect fees) are subject to government control and intervention.
The Minister is authorized to intervene in existing tariffs and marketing offerings and impose directives on Bezeq. On
average, Bezeq’s controlled tariffs erode in real terms. Significant changes in controlled tariffs, if implemented, could
have a materially adverse effect on Bezeq's business and financial results. Furthermore, the limitations applicable to
Bezeq in marketing alternative tariff packages could create difficulties for Bezeq in offering an appropriate
competitive response to changes in the market. In the context of the application of a wholesale market, the Ministry of
Communications has the power to set the price for which Bezeq will sell its services to license holders. The low prices
determined may adversely affect Bezeq's level of revenues and profits.

The Bezeq Group is subject to restrictions on intercompany relations with its principal subsidiaries, which harms its
ability to compete and adversely affects its business.

Bezeq’s general license for domestic fixed-line communication services obligates it to ensure that its relationships with
its principal subsidiaries do not result in favoring them over their competitors. Bezeq is also subject to various
limitations as a result of the State of Israel declaring it a monopoly in the fixed-line services business. In addition,
Bezeq is subject to limitations set forth in merger approvals granted by the Israeli Antitrust Authority. As a result of
such limitations, separation of Bezeq and its principal subsidiaries’ management, financial and marketing systems,
assets and employees is required, which results in high administrative overheads. Bezeq is also subject to limitations
with respect to the offering of bundles with its principal subsidiaries, which adversely impacts its business,

particularly in light of the entry into the market of communications companies competing directly with Bezeq in most
of its areas of operation based on the provision of bundled services to the customer.

Potential health risks related to cellular network sites and cellular telecommunication devices could have a material
adverse effect on Pelephone’s business, results of operations and financial condition.

Several lawsuits have been filed against cellular telephony operators and other participants in the cellular industry
alleging adverse health effects and other claims relating to radio frequency transmissions to and from sites, handsets
and other cellular telecommunications devices, including lawsuits against Pelephone. Although these lawsuits were
settled during 2013 with no material expenses incurred, there can be no guarantee that potential future lawsuits will
have favorable outcomes. Any exposure to such liabilities could have a material adverse impact on our business,
results of operations and financial condition.

Pelephone takes steps to ensure that the levels of radiation emitted by its transmission facilities, equipment and
devices do not exceed the levels of radiation permitted in the directives of the Israeli Ministry of Environmental
Protection which align with international standards. However, health risks may be found to exist and transmission
sites or devices and equipment may emit more radiation than that allowed in radiation standards, causing a risk to
health, which may have an adverse effect on Pelephone’s business and could result in a reduction in the use of cellular
telephony services, difficulty in renting sites, claims for physical and property damages in substantial amounts and
attempts to exercise the deeds of indemnity that Pelephone deposited with the planning authorities pursuant to the
Planning and Construction Law. Pelephone’s third-party liability insurance policy does not currently cover
electromagnetic radiation.

Under the Planning and Construction Law, local planning committees may be held liable for the depreciation of the
value of nearby properties as a result of approving a building plan or permit. Under the Israeli Radiation Law, the
National Council for Planning and Construction requires indemnification undertakings from cellular companies as a
precondition to obtaining a building permit for new or existing cellular network sites. The National Council has
decided that until the national building plan is amended to reflect a different indemnification amount, Pelephone, as
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well as other cellular telephony operators, will be required to indemnify it in full against all losses resulting from
claims for reductions in property values as a result of granting a permit for a cellular site.

The Bezeq Group may face difficulties in obtaining some of the building and environmental permits required for the
establishment and operation of its network sites, which could have an adverse effect on the coverage, quality and
capacity of its network.

The Bezeq Group, mainly with respect to its Pelephone cellular telephony operations, is subject to the Israeli
Radiation Law, which regulates the emission of electromagnetic radiation from broadcast facilities. The Israeli
Radiation Law prohibits, among other things, the erection or operation of a source of radiation in contravention of any
applicable permit and the erection or operation of a source of radiation without a permit. After receiving a written
warning from the authorities, failure to remedy a violation will subject the permit holder, officers and directors to civil
liability or criminal prosecution on a strict liability basis. While the Bezeq Group is constantly working to obtain or
renew permits to set up and operate its various broadcasting installations, the policies maintained by the various
regulators and amendments to applicable statutes and standards could adversely impact the infrastructure of such
installations. Any such adverse impact could affect the services offered over Pelephone’s infrastructure, the result of
which could have a material adverse effect on the revenues of the Bezeq Group from such services. The establishment
of a broadcasting site without obtaining a building permit constitutes, among other things, a breach of the Planning
and Construction Law, and in some instances, this has resulted in demolition orders against sites, indictments or the
initiation of civil proceedings against Pelephone and some of its officers. Pelephone has succeeded in most of these
instances to avoid demolition or to delay the execution of demolition orders pursuant to arrangements it reached with
the planning and building authorities to resolve the lack of licensing. These arrangements have not required any
admission of guilt by officers of Pelephone or their conviction. However, it is not certain that this will continue in the
future, or that there will be no further instances in which demolition orders are issued and indictments are filed in
respect of building permits, including against officers.
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The establishment and operation of communications facilities in Israel are also subject to building permits from
various planning and building committees, a process that involves a number of approvals from Israeli state entities and
regulatory bodies. Bezeq’s and Pelephone’s inability to obtain such approvals and permits in the future may impair the
quality and capacity of their existing networks and the deployment of new networks.

The deployment and manner of set-up of communications facilities in Israel are regulated by the National Outline Plan
for Communications 36, or NOP 36, and National Outline Plan for Communications 56 in the Palestinian
Administered Territories, or NOP 56. These plans were designed to ensure coverage for transmitting and receiving
radio, television and wireless communications, while avoiding radiation hazards, minimizing damage to the
environment and simplifying and increasing the efficiency of the processes involved in setting up new facilities.

Difficulties in obtaining approvals for the erection and operation of cellular network sites and other cellular network
infrastructure could have an adverse effect on the extent, coverage and capacity of our cellular network, thus
impacting the quality of the Bezeq Group’s voice and data services and ability to continue to market its products and
services effectively.

Pelephone, like the other cellular telephony operators in Israel, provides repeaters, also known as bi-directional
amplifiers, to subscribers seeking an interim solution to weak signal reception within specific indoor locations. Due to
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, Pelephone has not requested permits under the Planning and Construction Law for the repeaters.
If the local planning and building authorities determine that permits under the Planning and Construction Law are also
necessary for the installation of these devices, or any other receptors that Pelephone believes do not require a building
permit, it could have a negative impact on its ability to obtain permits for its repeaters.

Approximately 20% of the Bezeq Group’s cell sites are wireless access devices that operate in reliance on an
exemption from the requirement to obtain a building permit. Bezeq Group’s reliance on the exemption for wireless
access devices have been challenged and is currently awaiting ruling by the Israeli Supreme Court. Under an interim
order issued by the Supreme Court in September 2010, the Bezeq Group is unable to further construct wireless access
devices in cellular networks in reliance on the exemption. Under a decision of the Supreme Court of February 2011,
the order will not apply to the replacement of existing wireless access devices under certain conditions. In September
2011, the interim order was relaxed to allow two new UMTS operators, Hot Mobile and Golan Telecom, to construct
wireless access devices in reliance on the exemption until July 31, 2012 and was thereafter extended several times
until April 2014. Should the Israeli Supreme Court determine that all wireless access devices without building permits
must be removed, it could have a negative impact on Pelephone and the Bezeq Group.

The Bezeq Group’s systems and operations are vulnerable to damage or interruption, which could expose it to material
risk of loss or litigation.

The Bezeq Group provides services using various infrastructure systems that include exchanges, transmission, data
communication and access systems, cables and computerized systems. Any failure to manage the growth and
complexity of the Bezeq Group’s networks could lead to a degradation of service and network disruptions that could
harm its reputation and result in a loss of subscribers. Furthermore, Pelephone’s cellular telephony business uses two
frequency ranges, 850 MHz, 2100 MHz, and 15 MHz of bandwidth within the 1800 MHz, which are exposed to
interruptions that could impair the service quality of the networks that Pelephone operates.

Although some of the Bezeq Group’s systems have backup, damage to some or all of these systems, whether due to a
technical fault or natural disaster, could cause extreme difficulties in providing services. If any part of the Bezeq
Group’s infrastructure, including its IT systems, cellular information systems, communications lines, antenna sites,
equipment or technology becomes subject to a flood, fire, other natural disaster, terrorism, acts of war, a computer
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virus, a power loss, material bugs in software or other catastrophe or unauthorized access, its operations and customer
relations could be materially adversely affected. In addition, disaster recovery, security and service continuity
protection measures that the Bezeq Group companies have, or may in the future undertake, and their monitoring of
network performance, may be insufficient to prevent losses.

Although no incidents have occurred in numbers that are statistically significant, the Bezeq Group’s networks and
other technical equipment have been, and may continue to be, subject to occasional malfunctions due to material bugs
in software or technical shortcomings or imperfect interfaces with equipment in private homes, the networks of other
operators or its own networks or with other surrounding equipment. The Bezeq Group might incur liabilities or
reputational damages as a result of such malfunctions.
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In addition, the Bezeq Group accumulates, stores and uses data in the ordinary course of its operations that is
protected by data protection laws. Although the Bezeq Group takes precautions to protect subscriber and employee
data in accordance with the applicable Israeli privacy requirements, it may fail to do so, and certain subscriber and
employee data may be leaked or otherwise used inappropriately. Violation of data protection laws may result in fines,
loss of reputation and subscriber churn and could have an adverse effect on the Bezeq Group’s business, financial
condition and results of operations.

Spectrum availability in Israel is limited. Pelephone’s assigned frequency may not easily support the implementation of
new technologies, which could have an adverse effect on Pelephone’s competitive position in the cellular market.

Spectrum availability in Israel is limited and is allocated by the Ministry of Communications through a licensing
process. In recent years, the Israeli government has been coping with a shortage of frequencies by limiting the number
of licenses issued. In certain situations, the 850/2100 MHz frequencies available to Pelephone may not easily support
the implementation of new technologies emerging in the cellular communication sector, which could make it difficult
for Pelephone to implement them. Pelephone’s frequencies are exposed to interference and could impair service quality
of networks operated by Pelephone. The factors that could cause interference include among other things, the fact that
the 850 MHz frequency is also used for terrestrial television broadcasts and by television stations broadcasting in the
Middle East, which use could cause interference in Pelephone’s networks.

On January 21, 2015, Pelephone participated in an online tender held by the State of Israel for the allocation of 4G
LTE frequencies. Under the tender, Pelephone received 15 MHz of bandwidth within the 1800 MHz spectrum, at a
total cost of NIS 96 million.

Bezeq Group companies are parties to legal proceedings, which could result in them being ordered to pay significant
sums.

The Bezeq Group companies 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 relate to a small
loss for a single customer and yet can become a material claim for the Bezeq Group, if certified as a class action
applicable to all customers or a significant portion of them. In addition, since Bezeq provides communications
infrastructure as well as billing services to other licensees, parties suing those licensees in other class actions may also
try to involve Bezeq as a party to such proceedings.

The markets in which the Bezeq Group operates are characterized by material capital investments in infrastructure,
subscriber equipment and changing technology, which imposes a heavy financial burden on the Bezeq Group and
consequently, its capital expenditures may not generate a positive return.

The markets in which the Bezeq Group operates are characterized by material capital investments in infrastructure and
subscriber equipment as a result of changing technology. The frequent technological changes in infrastructure and
terminal equipment and the intense competition in various market segments impose a heavy financial burden on the
companies operating in the telecommunications market, requiring them to update their infrastructure technology from
time to time or to introduce new devices into the market at heavy cost. The development of new technologies can
render existing technologies obsolete, resulting in the need for large monetary investments in order to retain a
competitive position. The Bezeq Group’s future success will depend on its ability to develop and introduce, on a timely
and cost-effective basis, new infrastructure and subscriber equipment that keep pace with technological developments.
If the Bezeq Group is unable to respond promptly and effectively to changing technology, it will be unable to compete
effectively in the future and its business could be adversely affected. No assurance can be given that the Bezeq Group’s
recent or future capital expenditures will generate a positive return or that it will have adequate capital available to
finance such future upgrades. If the Bezeq Group is unable to, or elects not to, pay for costs associated with expanding
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or upgrading its networks, or making other capital expenditures, its growth and competitive position could be
materially adversely affected.

The Bezeq Group requires licenses from the Ministry of Communications to operate its business and is subject to
monitoring and enforcement by the regulator.

The Bezeq Group conducts its operations pursuant to licenses granted by the Ministry of Communications for
specified periods, which may be extended for additional periods upon request. There is no certainty that such licenses
will be renewed or extended in the future and any cancellation or change in the terms of the Bezeq Group’s licenses
may materially affect its business and results of operations, including the immediate acceleration of some of its debt.

Although we believe that the Bezeq Group is currently in compliance with all material requirements of its licenses, the
interpretation and application of the technical standards used to measure these requirements, including the minimum
quality standards and other license provisions, disagreements may arise in the future between the Ministry of
Communications and the Bezeq Group. In addition, following recent amendments to the Communications Law
introducing administrative enforcement, the Bezeq Group may be subjected to administrative enforcement
proceedings and monetary sanctions. The Bezeq Group has provided significant bank guarantees to the Ministry of
Communications to guarantee its performance under its licenses. If the Bezeq Group is found to be in material breach
of its licenses, the guarantees may be forfeited and the licenses may be revoked. In addition, the Ministry of
Communications is authorized to levy significant fines for breaches of the Bezeq Group’s licenses, which could have a
material adverse effect on the Bezeq Group’s financial condition or results of operations.
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Under the Concentration Law, Bezeq and each corporation owned by Bezeq and by the Eurocom Group (a private
telecommunications group in Israel that has investments in telecommunications, satellite services, media, consumer
electronic products, real estate, financial services and additional fields) is deemed a “Concentrating Entity,” within the
meaning of the Concentration Law. In addition, YES is deemed to be an influential entity in the broadcasting field
and, as a result, it too is deemed a “Concentrating Entity.” Accordingly, each award of rights (including the award of a
license) by a governmental authority in an “Essential Infrastructure Field,” within the meaning of the Concentration
Law, and the extension of existing licenses held by any of the Bezeq Group companies, are subject to the procedures
set out in the Concentration Law, including the consideration of control concentration factors and factors relating to
the promotion of an industry’s competitiveness, as well as consulting with the Committee for Reducing Concentration.
The governmental authority and the Committee are obliged to consider, among other things, factors concerning the
prevention of the expansion of the operations of the “Concentrating Entity.” If, as a result of the implementation of the
procedures under the Concentration Law, a license is not granted to a Bezeq Group company or an existing license is
not extended, the Bezeq Group’s business could be adversely impacted. Furthermore, some of the competitors of the
Bezeq Group companies are not, and future competitors may not, be deemed a Concentrating Entity and therefore, are
not subject to the foregoing restricting procedures which could give them a competitive advantage over the Bezeq
Group companies.

The Bezeq Group’s brands are subject to reputational risks.

The Bezeq Group’s brands are well recognized in Israel. The Bezeq Group companies, including Bezeq, Pelephone,
Bezeq International and YES, have developed their brands through extensive marketing campaigns, website
promotions, customer referrals, and the use of sales forces and dealer networks. The Bezeq Group’s brands represent a
material and valuable asset. Although the Bezeq Group companies try to manage their brands, we cannot guarantee
that such brands will not be damaged by any inability to remain technologically competitive, by circumstances that are
external their control or by third parties with a resulting negative impact on the Bezeq Group’s activities.

The Bezeq Group’s results of operations are subject to market risks such as currency fluctuations, inflation in Israel
and the general economic environment and financial condition of the capital markets in Israel and worldwide.

The Bezeq Group’s results of operations are subject to market risks such as currency fluctuations, the general economic
conditions, inflation in Israel and the financial condition of the capital market in Israel and worldwide. The Bezeq
Group measures exposure to changes in exchange rates and inflation by the surplus or deficit of assets against
liabilities. In addition, Bezeq is exposed to inflationary changes in Israel as well as to market risks associated with
changes to the interest rates relating to its borrowings. In addition, Bezeq’s tariff updating mechanism, which is subject
to government regulation, is reviewed once a year and is influenced by the Israeli Consumer Price Index, or CPI. As a
result, the annual rate of inflation and its distribution during the year can have a material influence on the erosion of
Bezeq’s tariffs and its revenues and expenses during the year, which in turn could have a material adverse impact on its
operating results.

From time to time, the Bezeq Group engages in currency hedging transactions to reduce the impact on its cash flows
and results of operations of currency fluctuations. The Bezeq Group recognizes freestanding derivative financial
instruments as either assets or liabilities in the statements of financial position and it measures those instruments at
fair value. However, accounting for changes in the fair value of a derivative instrument, such as a currency hedging
instrument, depends on the intended use of the derivative instrument and the resulting designation. For derivative
instruments that are not designated as cash flow hedges, changes in fair value are recognized in our income statement
without any reference to the change in value of the related budgeted expenditures. These differences could result in
fluctuations in our quarterly results of operations.
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Negative developments in, or the general weakness of, Israel’s economy, in particular increasing levels of
unemployment, may have a direct negative impact on the spending patterns of retail consumers, both in terms of the
products they subscribe for and usage levels. Because a substantial portion of the Bezeq Group’s revenue is derived
from residential subscribers who may be impacted by these conditions, such conditions may make it more difficult for
the Bezeq Group to attract new subscribers, more likely that certain of its subscribers will downgrade or disconnect
their services and make it more difficult to maintain ARPUs at existing levels. In addition, there can be no assurance
that deterioration in the Israeli economy would not lead to a higher number of customers defaulting on their contracts
or increased levels of service disconnections. Therefore, a weak economy and negative economic developments may
jeopardize the Bezeq Group’s growth targets and may have a material adverse effect on the Bezeq Group’s business,
financial condition and results of operations.
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The Bezeq Group could be subject to labor disruptions that interfere with its operations and adversely affect the Bezeq
Group’s business, financial condition and results of operations.

The Bezeq Group could be subject to labor disputes and adverse employee relations which could disrupt its operations
and adversely affect its business, financial condition and results of operations. A significant portion of its employeesis
represented by labor unions, and it is possible that such employees, and our other employees, could attempt to take
collective action against companies in the Bezeq Group if they are unhappy with their employment conditions.
Existing employment agreeme