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Somekh Chaikin Telephone 972 2 531 2000
8 Hartum Street, Har Hotzvim Fax 972 2531 2044
PO Box 212, Jerusalem 91001 Internet www.kpmg.co.il

Israel

The Board of Directors of
"Bezeq" - The Israel Telecommunication Corp. Limited

At your request, we have reviewed the condensed interim consolidated balance sheet of "Bezeq" - The Israel
Telecommunication Corp. Limited (hereinafter "Company") as at June 30, 2007, as well as the condensed
interim consolidated statement of income, the condensed statement of recognised income and expense and
the condensed interim consolidated statement of cash flows for the six and three-month periods then ended.

Our review was carried out in accordance with procedures prescribed by the Institute of Certified Public
Accountants in Israel. The procedures included, inter alia, reading the said financial statements, reading the
minutes of meetings of the shareholders and of the Board of Directors and its committees, as well as making
inquiries of persons responsible for financial and accounting matters.

Reports of other auditors were furnished to us which relate to the review of the condensed interim financial
statements of subsidiaries, whose assets as at June 30, 2007, constitute approximately 7% of the total
assets included in the condensed interim consolidated balance sheet and whose revenues constitute
approximately 11% and 12% of the total revenues included in the condensed interim consolidated statement
of income for the six and three-month periods then ended, respectively. Furthermore, reports of other
auditors were furnished to us which relate to investments in associates in which the Company's investments
amount to approximately NIS 33 million as at June 30, 2007, and the Company’s share in the losses in
respect thereof amount to approximately NIS 1,644 thousand and NIS 1,171 thousand for the six and three-
month period then ended, respectively.

As the review is limited in scope and does not constitute an audit in accordance with generally accepted
auditing standards, we do not express an opinion on the condensed interim consolidated financial
statements.

In the course of our review, including reviewing the reports of other auditors as mentioned above, nothing
came to our attention which would indicate the necessity of making material changes to the said interim
financial statements in order for them to be in conformity with International Financial Reporting Standards
(IFRSs) and in accordance with the provisions of Section 4 of the Securities Regulations (Periodic and
Immediate Reports), 5730-1970.

Somekh Chaikin, a partnership registered under the Israeli Partnership
Ordinance, is the Israeli member firm of KPMG International, a Swiss
cooperative.
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We draw attention to the uncertainties relating to the following matters, for which the maximum possible
exposure is significant:

1. The continuing opening of the communications sector to competition and the effects of regulation on the
Group'’s financial position and operating results, as described in Note 1.

2. Contingent claims made against the Group of which the exposure cannot yet be assessed or calculated,
and other contingencies as described in Notes 8B and 8C.

3. The financial position of a subsidiary. As mentioned in Note 7A, in accordance with the 2007 annual
budget, the continuation of the activity of the subsidiary is contingent on arranging sources of finance
required by the subsidiary in the forthcoming year. In the opinion of the management of the subsidiary,
the receipts from the debentures issued by the subsidiary in July 2007 facilitate the arrangement of the
sources of finance required for the coming years.

Additionally, we draw attention to Note 14L to the Group financial statements regarding the adjustment by
way of restatement of the financial statements as at June 30, 2006, in order to retroactively reflect the
depreciation of property, plant and equipment and the related tax effects thereon, in respect of the
presentation of receipts from interconnect to the cellular networks and in respect of a reduction of lease
payments of land from the Israel Lands Administration as described in the aforementioned note. These
aforementioned corrections were implemented on the data presented in the Note of restatement to IFRSs in
order to properly reflect the financial position of the Group in the transition to IFRSs in accordance with
generally accepted accounting principles in Israel.

Somekh Chaikin
Certified Public Accountants (Isr.)

August 13, 2007



Condensed Consolidated Interim Balance Sheets as at

June 30, 2007 June 30,2006 December 31, 2006

(Unaudited) (Unaudited) (Audited)
NIS thousands NIS thousands NIS thousands

Assets

Cash and cash equivalents 2,063,408 1,256,603 2,631,790
Trade receivables 2,161,238 2,079,960 2,111,451
Other receivables 230,984 165,257 250,657
Inventory 228,844 231,115 204,669
Broadcasting rights 205,327 188,986 169,017
Investments and loans, including derivatives 1,007,495 2,478,899 960,561
Current tax assets 11,886 11,147 11,105
Total current assets 5,909,182 6,411,967 6,339,250
Trade and other receivables 452,413 368,690 417,144
Investments and loans, including derivatives 279,271 458,662 342,175
Property, plant and equipment 6,210,952 6,833,535 6,492,362
Intangible assets 2,540,921 2,571,682 2,554,242
Deferred and other expenses 362,862 389,075 373,749
Investments in associates accounted by the 33,231 24,890 32,122

equity method

Deferred tax assets 788,750 990,123 993,616
Total non-current assets 10,668,400 11,636,657 11,205,410

Total assets 16,577,582 18,048,624 17,544,660




"Bezeq" The Israel Telecommunication Corp. Limited

Condensed Consolidated Interim Balance Sheets as at

June 30, 2007 June 30,2006 December 31, 2006

(Unaudited) (Unaudited) (Audited)
NIS thousands NIS thousands NIS thousands
Liabilities
Loans and credit 4,187,307 2,873,564 3,637,347
Trade payables 1,332,783 1,324,091 1,393,568
Other payables, including derivatives 856,971 881,132 802,747
Current tax liabilities 70,206 55,516 121,704
Deferred income 37,142 38,306 57,879
Provisions 331,806 255,040 288,851
Employee benefits 758,716 617,889 906,203
Proposed dividend - - 300,000
Total current liabilities 7,574,931 6,045,538 7,508,299
Debentures 3,350,062 4,918,177 3,169,441
Obligations to banks 391,914 595,399 480,830
Loans from others 125,772 114,791 169,182
Loans provided by the minority in a subsidiary 598,785 541,482 564,250
Employee benefits 328,766 336,076 373,036
Deferred income and others 28,394 25,989 37,020
Provisions 54,140 51,722 51,857
Total non-current liabilities 4,877,833 6,583,636 4,845,616
Total liabilities 12,452,764 12,629,174 12,353,915
Shareholders’ Equity
Share capital 6,132,636 6,309,133 6,309,133
Share premium - 1,623,423 1,623,423
Reserves 680,506 387,539 671,820
Deficit (2,089,539) (2,359,163) (2,849,381)
Total equity attributable to shareholders of 4,723,603 5,960,932 5,754,995
the Company
Minority equity in capital deficit of a (598,785) (541,482) (564,250)
consolidated company
Total shareholders’ equity 4,124,818 5,419,450 5,190,745
Total shareholders’ equity and liabilities 16,577,582 18,048,624 17,544,660
Dov Weissglas Avi Gabbay Ran Oz
Chairman of the Board Acting CEO Deputy CEO and CFO

Date of approval of the financial statements: August 13, 2007.

The notes to the interim financial statements are an integral part thereof.



"Bezeq" The Israel Telecommunication Corp. Limited

Condensed Consolidated Interim Statements of Income

For the six month period For the three month period For the year ended
ended June 30 ended June 30 December 31
2007 2006 2007 2006 2006

(Unaudited) (Unaudited) (Unaudited) (Unaudited) (Audited)

NIS thousands NISthousands NISthousands NIS thousands NIS thousands

Revenues (Note 10) 6,141,354 6,030,989 3,052,675 3,018,890 12,231,830

Costs and expenses

Depreciation and amortisation 877,332 931,630 436,133 471,550 1,864,035
Salary 1,159,671 1,139,105 584,274 571,891 2,586,437
Operating and general expenses

(Note 11) 2,832,382 2,857,520 1,409,612 1,401,086 5,966,616
Other operating expenses (income),

net 44,430 70,573 52,106 58,563 249,540

4,913,815 4,998,828 2,482,125 2,503,090 10,666,628

Operating income 1,227,539 1,032,161 570,550 515,800 1,565,202

Financing costs

Financing expenses 320,916 427,123 158,529 181,037 694,393
Financing income (189,736) (235,182) (85,217) (71,078) (356,425)
Net financing expenses 131,180 191,941 73,312 109,959 337,968
Profit after financing expenses 1,096,359 840,220 497,238 405,841 1,227,234

Equity in profits of investees

accounted by the equity method 1,644 4,013 1171 2,422 11,184
Profits before income tax 1,098,003 844,233 498,409 408,263 1,238,418
Income tax 372,696 277,627 158,169 139,719 488,393
Profit for the period 725,307 566,606 340,240 268,544 750,025

Attributable to:

The shareholders of the Company 759,842 602,808 361,092 288,706 808,995
Minority in a consolidated company (34,535) (36,202) (20,852) (20,162) (58,970)
Profit for the period 725,307 566,606 340,240 268,544 750,025

Earnings per share

Basic and diluted earnings per share
(in NIS) 0.29 0.23 0.14 0.11 0.31

The notes to the consolidated financial statements are an integral part thereof.



"Bezeq" The Israel Telecommunication Corp. Limited

Condensed Consolidated Interim Statements of Recognised Income and Expense

Net change in fair value of financial
assets classified as available for sale

Net change in fair value of financial
assets classified as available for sale
transferred to profit and loss

Actuarial gains from a defined benefit
plan @

Taxes in respect of income and
expenses attributable directly to

equity

Income and expenses attributable
directly to equity

Profit for the period

Total recognised income and
expense for the period

Attributable to:

The shareholders’ of the Company
Minority in a consolidated company

Total recognised income and
expense for the period

For the six month period
ended June 30

For the three month period
ended June 30

For the year ended
December 31

2007

2006

2007

2006

2006

(Unaudited)

(Unaudited)

(Unaudited)

(Unaudited)

(Audited)

NIS thousands

NIS thousands

NIS thousands

NIS thousands

NIS thousands

4,613 1,887 3,641 (987) (1,464)

- (5,218) - (27,069) (5,218)

- - - - 3,427

(1,677) 933 (1,400) 9,989 2,227
2,936 (2,398) 2,241 (18,067) (1,028)
725,307 566,606 340,240 268,544 750,025
728,243 564,208 342,481 250,477 748,997
762,778 600,410 363,333 270,639 807,967
(34,535) (36,202) (20,852) (20,162) (58,970)
728,243 564,208 342,481 250,477 748,997

(1) The Group does not recalculate its actuarial provisions in each interim reporting period, unless there are
significant changes in the benefit plan or fundamental changes in market terms during the interim period. As a
result, there are no actuarial earnings or losses in the reporting period.

The notes to the consolidated financial statements are an integral part thereof.



"Bezeq" The Israel Telecommunication Corp. Limited

Condensed Consolidated Interim Statements of Cash Flows

For the six month period For the three month period For the year ended
ended June 30 ended June 30 December 31

2007 2006 2007 2006 2006

(Unaudited) (Unaudited) (Unaudited) (Unaudited) (Audited)

NIS thousands NISthousands NISthousands NIS thousands NIS thousands

Cash flows from operating activities

Net earnings for the period 725,307 566,606 340,240 268,544 750,025
Adjustments:

Depreciation 740,797 807,746 364,688 393,834 1,591,054
Amortisation of intangible assets 125,983 111,831 66,221 71,686 247,557
Amortisation of deferred and other

charges 10,552 12,053 5,224 6,030 25,424
Gain from decrease in holdings in
associates 346 (584) 28 (61) (595)

Net financing costs 187,916 239,754 176,059 178,563 440,429

Equity in earnings of associates
accounted by the equity method (1,644) (4,013) (1,171) (2,422) (11,184)

Net capital (gain) loss (5,461) (7,974) 11,382 2,591 (159,017)
Share-based payment transactions - - - - 286,506
Payments to a former senior officer 5,750 - 5,750 - -
Income tax expenses 372,696 277,627 158,169 139,719 488,393
Change in inventory (25,587) 1,631 22,076 (8,584) 23,014
Change in trade receivables (108,644) 27,245 (95,685) (11,004) 109,100
Change in other receivables (25,626) (9,327) 26,630 23,252 (107,854)
Change in trade payables 17,382 18,349 (38,093) (32,284) (56,778)
Change in suppliers (129,177) (127,296) (161,830) 32,214 (79,046)
Change in provisions 45,238 (5,408) 29,889 (26,797) 27,327
Change in broadcasting rights (36,310) (34,486) (4,841) (15,385) (14,517)
Change in employee benefits (191,757) (160,111) (106,851) (137,088) 168,758
Change in deferred and other income (8,626) 478 (46,476) 1,661 11,509

1,699,135 1,714,121 751,409 884,469 3,740,105

Interest received 70,073 127,307 27,005 33,178 220,078
Dividend received 3,084 26,010 3,084 26,010 26,010
Income tax paid (224,390) (143,286) (86,502) (75,228) (277,573)
Net cash from operating activities 1,547,902 1,724,152 694,996 868,429 3,708,620
Cash flows from investing activities
Investment in intangible assets (92,128) (82,003) (42,629) (58,163) (209,733)
Proceeds from sale of property, plant and

equipment 116,395 12,905 97,084 4,847 47,804
Proceeds from realisation of deferred

expenses 4,213 272 - - -
Current investments, net 7,375 (92,669) (108,441) (45,243) 1,491,439
Purchase of property, plant and

equipment (410,326) (511,255) (232,833) (209,410) (953,226)
Investment in deferred expenses and

others (2,615) (5,365) (1,790) (3,324) -
Proceeds from sale of investments and

long-term loans 33,380 11,888 25,510 7,624 62,729
Purchase of investments and long-term

loans - (12,328) - (2,821) (19,723)*
Purchase of a subsidiary (12,468) - - - -
Net cash from (used for) investment

activities (356,174) (678,555) (263,099) (306,490) 419,290

* Reclassified

The notes to the consolidated financial statements are an integral part thereof.



"Bezeq" The Israel Telecommunication Corp. Limited

Condensed Consolidated Interim Statements of Cash Flows (Contd.)

Cash flows from financing activities
Receipt of loans

Issue of debentures

Repayment of debentures

Repayment of loans

Short-term credit, net

Dividends paid

Interest paid

Net cash from (used for) financing
activities

Net increase (decrease) in cash and
cash equivalents

Cash and cash equivalents at the
beginning of the period

Effect of fluctuations in the rate of
exchange on cash balances

Cash and cash equivalents at the end

of the period

For the six month period
ended June 30

For the three month period
ended June 30

For the year ended
December 31

2007 2006 2007 2006 2006
(Unaudited) (Unaudited) (Unaudited) (Unaudited) (Audited)
NISthousands NISthousands NISthousands NISthousands NIS thousands

50,000 - 50,000 - 50,000

756,813 - 756,813 - -

(96,874) (179,056) (15,241) (30,088) (280,350)

(148,663) (387,263) (79,646) (226,182) (1,268,656)
(22,769) 55,578 9,254 9,262 43,146
(2,099,920) (1,200,000) - (1,200,000) (1,600,000)
(198,571) (236,348) (123,198) (147,013) (601,752)
(1,759,984) (1,947,089) 597,982 (1,594,021) (3,657,612)
(568,256) (901,492) 1,029,879 (1,032,082) 470,298
2,631,790 2,158,773 1,032,988 2,290,704 2,158,773
(126) (678) 541 (2,019) 2,719
2,063,408 1,256,603 2,063,408 1,256,603 2,631,790

The notes to the consolidated financial statements are an integral part thereof.



"Bezeq" The Israel Telecommunication Corp. Limited

Appendix to Condensed Consolidated Interim Statements of Cash Flows

Appendix of activities not affecting
cash flows

Purchase of property, plant and
equipment, and intangible assets

Sale of property, plant and equipment
on credit

For the six month period
ended June 30

For the three month period For the year ended
ended June 30 December 31

2007

2006 2007 2006 2006

(Unaudited)

(Unaudited)

(Unaudited) (Unaudited) (Audited)

NIS thousands

NISthousands NISthousands NIS thousands

NIS thousands

199,549

120,140 199,549 120,140 141,518

74,506

13,996 74,506 13,996 161,800

The notes to the consolidated financial statements are an integral part thereof.



"Bezeq" The Israel Telecommunication Corp. Limited

Notes to the Financial Statements as at June 30, 2007

NOTE 1 - REPORTING ENTITY

A.

Bezeq — The Israel Telecommunication Corp. Ltd. (“the Company”) is a company domiciled in
Israel whose shares are traded on the Tel Aviv Stock Exchange. The official address of the
Company is 132 Menachem Begin Road, Tel Aviv. The consolidated financial statements of the
Company comprise those of the Company and its subsidiaries (jointly referred to as the “Group”),
and the Group’s interests in affiliated companies. The Group is a principal provider of
communications services in Israel (see Note 13 — Segment Reporting).

On October 11, 2005, control in the Company was transferred from the State to Ap.Sb.Ar. Holdings
Ltd. and the Company ceased to be a government company. The Company was declared a
monopoly in the main areas in which it operates. An appeal filed by the Company was pending in
the Antitrust Court against the non-revocation of its monopoly status in the basic telephony field;
however, at the suggestion of the court (in view of the time elapsed since it was filed), the
Company consented to withdraw the appeal and is considering its continued handling of the matter.
All the segments of operation of the Group are subject to competition. The activities of the Group
are, in general, subject to government regulation and control. It is expected that the said regulation
and control, as well as the intensifying competition including implementation of the number
portability program, together with all the changes in the communications market, will have an
adverse effect on the business results of the Group, an effect that the Group is unable to estimate.

NOTE 2 — BASIS OF PRESENTATION

A.

The interim consolidated financial statements were prepared in accordance with the International
Financial Reporting Standards (“IFRS”), as required for the preparation of interim financial
statements in accordance with standard IAS 34 — Interim Financial Reporting, and in accordance
with Section 4 of the Securities (Periodic and immediate reports) Regulations, 5730-1970.

These reports should be reviewed in the context of the annual financial statements of the Company
and its subsidiaries as at December 31, 2006 and the year then ended, and their accompanying
notes (“the annual financial statements”). The Group states in the notes to the interim financial
statements only the material changes that have occurred from the date of the most recent annual
financial statements until the date of these interim financial statements.

NOTE 3 — REPORTING PRINCIPLES AND ACCOUNTING POLICY

The significant accounting policies applied in these financial statements are consistent with those
applied in the annual financial statements for the year ended December 31, 2006.

Initial application of accounting standards

Commencing January 1, 2007, the Group applies several standards and interpretations of the
international accounting standards that have come into effect, as follows:

(1) IFRIC 7 — “Applying the Restatement Approach under IAS 29 - Financial Reporting in
Hyperinflationary Economies”, that relates to the application of IAS 29 when an economy
becomes hyperinflationary for the first time, and in particular the accounting treatment of
deferred tax.

(2) IFRIC 8 — “Scope of IFRS 2 - Share-based Payment”, that relates to the accounting treatment
of share-based payment transactions in which some or all of the goods or services received
cannot be specifically identified.

(3) IFRIC 9 — “Reassessment of Embedded Derivatives”, that determines that reassessment with
regard to the need to separate an embedded derivative from a host contract will arise only
when changes occur in the contract.



"Bezeq" The Israel Telecommunication Corp. Limited

Notes to the Financial Statements as at June 30, 2007

NOTE 3 — REPORTING PRINCIPLES AND ACCOUNTING POLICY (CONTD.)

A. Initial application of accounting standards (contd.)

(4)

(6)

IFRIC 11 — “Group and Treasury Share Transactions” is an interpretation dealing with the
application of “IFRS 2 - Share-based Payment”, in share-based payment transactions related
to the equity instruments of the Group.

IFRIC 10 — “Interim Financial Reporting and Impairment”, prohibits the cancellation of an
impairment loss that was recognised in a prior interim period in respect of goodwill, investment
in an equity instrument or a monetary asset stated on a cost basis. IFRIC 10 applies to the
financial statements of the Group for the year 2007.

The application of the new standards has no effect on the Group’s results of operations and its
financial position.

B. New standards during the period not yet adopted

(1) IFRIC 12 — “Segment Reporting Arrangements”. This interpretation relates to the accounting

)

®)

(4)

treatment of operators from the private sector that provide public assets and infrastructure
services. IFRIC 12 distinguishes between two types of arrangements for service concessions.
In one, the operator receives a financial asset, an unconditional contractual right to receive
cash or other financial assets from the government in exchange for the construction or
upgrading of a public asset. In the other, the operator receives an intangible asset and the
right to collect payment in return for the use of the public asset it is constructing or upgrading.
The right to collect payment from users is not an unconditional right to receive cash, since the
amounts depend on the scope of use the public will make of the service. The interpretation will
apply to annual periods commencing on January 1, 2008 or thereafter, and early adoption is
permitted. The adoption of IFRIC 12 is not expected to effect the financial statements of the
Group.

In June 2007 the IFRIC published Interpretation 13 (“the Interpretation”) — “Customer Loyalty
Programmes”. The Interpretation addresses the accounting treatment of companies that grant
benefits in frame of Customer Loyalty Programmes (e.g. “points” or “Frequent Flyer”) upon the
purchase of goods or services. IFRIC 13 determines how companies should account for their
obligation to provide in the future free or discounted goods or services (benefits) to customers
that are expected to utilize the benefits. The Interpretation will apply to annual periods
commencing on July 1, 2008 or thereafter. The adoption of IFRIC 13 is not expected to
significantly effect the financial statements of the Group.

In July 2007 the IFRIC published Interpretation 14 (“the Interpretation”) - “IAS 19 — The Limit
on a Defined Benefit Asset, Minimum Funding Requirements and their Interaction”. The
Interpretation addresses three issues: a) when are amortizations in future funding
requirements or returns considered “available” in the context of IAS 19 — “Employee Benefits”.
b) How does a minimum funding requirement affect the availability of reductions in future
contributions. C) when does a minimum funding requirement create a liability. The
interpretation will apply to annual periods commencing on January 1, 2008 or thereafter. The
adoption of IFRIC 14 is not expected to significantly effect the financial statements of the
Group.

IFRS 8 — “Segment Reporting” sets how a company should report on segment operations in its
annual financial statements, and addresses selected details pertaining to segments in interim
reports. In addition, the standard addresses the required disclosure about products and
services, geographic regions and major customers. The standard sets that the identification of
segments will be based on reporting to the management that is used to make operational
decisions. The standard will apply to annual periods commencing on January 1, 2009 or
thereafter. The standard permits early adoption, and requires amendment of comparative
numbers on adoption of the standard. The adoption of IFRS 8 is not expected to significantly
effect the financial statements of the Group.

10



"Bezeq" The Israel Telecommunication Corp. Limited

Notes to the Financial Statements as at June 30, 2007

NOTE 3 — REPORTING PRINCIPLES AND ACCOUNTING POLICY (CONTD.)
B. New standards during the period not yet adopted (contd.)

(5) In March 2007 an amendment to IAS 23 — “Borrowing Costs” was published. The amendment
removes the option of immediately recognising in the income statements all borrowing costs if
specific borrowing costs were generated from the purchase, set-up or production of a
qualifying asset. The amendment to the standard requires that such costs will be capitalised
as part of the cost of such assets. The rest of the borrowing costs will be recorded in the
income statement on their generation. The standard will be in effect beginning with the 2009
reports, and is not expected to have a significant effect on the financial statements of the
Group.

NOTE 4 — ESTIMATES

The preparation of interim financial statements requires Management to make judgments and use
estimates, assessments and assumptions that affect the application of accounting policies and the
reported amounts of assets and liabilities, income and expenses. Actual results may differ from
these estimates.

The significant estimations applied in these interim statements do not differ significantly from those
applied to the annual financial statements.

NOTE 5 - RATES OF CHANGES IN THE CONSUMER PRICE INDEX AND FOREIGN CURRENCY
EXCHANGE RATES

The changes that occurred in the consumer price index and in the exchange rates of the US dollar
and the euro in the accounting period are as follows:

Consumer Rate of exchange Rate of exchange

Price Index of the US dollar of the euro
% % %

For the six month period ended on:

June 30, 2007 0.97 0.57 2.68
June 30, 2006 1.55 (3.54) 3.62
For the three month period ended on:

June 30, 2007 1.21 2.26 3.23
June 30, 2006 0.96 (4.82) (0.33)
For the year ended December 31, 2006 (0.10) (8.21) 2.16

NOTE 6 — PROPERTY, PLANT AND EQUIPMENT

During the reporting period, the Group companies initiated examination of the useful lives of their
property, plant and equipment in order to determine whether significant circumstances exist that
justify changing the estimated useful lives of the same.

The findings of the examination to date indicate that due to the Company’s intention to replace switches
in its fixed-line network, it is necessary to shorten the useful lives of these switches. As a result of the
aforesaid, depreciation expenses will increase in 2007 by approximately NIS 18 million, in 2008 by
approximately NIS 18 million and in 2009 by approximately NIS 14 million, net before tax.

The findings of the examination also revealed that there are assets whose useful lives might
exceed the present estimate, but at this stage a new estimate cannot be established. The
companies will continue to examine whether the circumstances that support this assessment are
significant, also considering the clarification of the Securities Authority that its decision regarding
extension of the depreciation period of property, plant and equipment should also be implemented
by corporations that report in accordance with IFRS, unless the Authority shall publish otherwise.

11



"Bezeq" The Israel Telecommunication Corp. Limited

Notes to the Financial Statements as at June 30, 2007

NOTE 7 — GROUP ENTITIES

A.

D.B.S. Satellite Services (1998) Ltd.

Since commencing its operations, DBS has accumulated considerable losses. Its losses in 2006
amounted to approximately NIS 320 million and the loss in the six-month and three-month periods
ended June 30, 2007, amounted to approximately NIS 113 million and approximately NIS 65
million, respectively. As a result of these losses, its capital deficit and its working capital deficit as
at June 30, 2007 amounted to approximately NIS 2,974 million and approximately NIS 1,595
million, respectively.

The Company’s investment in DBS (primarily through shareholders’ loans) at the balance sheet date
amount to approximately NIS 1,562 million (without interest and linkage). The balance of the current
debt of DBS to the Company and its subsidiaries amounts to approximately NIS 121 million, of which
approximately NIS 99 million is owed to the Company. The Company has come to an arrangement with
DBS for the collection of a debt balance of approximately NIS 55.6 million in arrears. Under the
arrangement, the debt will be paid in 60 equal monthly instalments plus interest at prime + 1.5%, as at
the balance sheet date the debt balance in the arrangement is approximately NIS 47 million. The
remainder of the debt to the Company is a current debt balance, for which the terms of payment are the
regular credit terms in effect between the Company and its customers.

On July 31, 2007 DBS issued to institutional investors, in frame of a private placement, debentures
(Series A) at a total nominal value of approximately NIS 620 million, that will be registered in the TACT-
institutional system (TACT - Tel Aviv Continuous Trading) of the Tel Aviv Stock Exchange. Towards the
issuance, the debentures were rated by Maalot - The Israel Securities Rating Company Ltd. (“the Rating
Company”) at BBB-/stable.

The debentures are payable in 8 annual principal and interest payments every 5™ of July in each of the
years 2010 to 2017. The principal payments in each of the years 2010 to 2013 will be at a rate of 8% of
the nominal value of the debentures, and the principal payments in each of the years 2014 to 2017 will
be at a rate of 17% of the nominal value of the debentures. The debentures linked to the consumer
price index commencing on June 2007, and bear linked annual interest at the annual rate of 7.9%
(subject to various possible adjustments according to the debenture terms), that will be paid in semi-
annual payments in January and July of each of the years 2009 — 2017.

DBS did not undertake to list the debentures on the stock exchange, but in the event that they shall be
listed the linked annual interest paid for them commencing on the listing date will be reduced to 7.4%. In
the event that the debentures shall not listed until July 31, 2008, the linked annual interest paid for them
will be increased to 8.4%, while they are not listed (in the event of subsequent listing, the linked annual
interest rate will be reduced to 7.4% commencing on the listing date).

In the event that the rating of the debentures shall be reduced by two rating levels while the debentures
are not listed, the linked annual interest rate shall be increased to 8%, until the debentures return to their
original rating or until they are listed on the stock exchange (in this event, the aforesaid interest rate
decrease will also apply). In addition, should DBS fail to comply with the terms set in the financing
agreement it had entered into with the banks, and as a condition for the banks ceding the said breach,
DBS will undertake to pay to the banks additional interest to that of the bank interest margin, and if the
debentures are not listed at the time, then as long as the said margin supplement is paid to the banks
and the debentures are not listed, DBS will pay the holders of the debentures an annual interest
supplement at the same rate.

The debentures are secured by a first floating lien on all of DBS’ assets (other than exceptions as
dictated by the provisions of the Communications Law), unlimited in amount. They are f