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PTNR: Ahead of Q3 Results
ARPU Still under pressure

Following an uneventful second quarter, the company is expected to clock in with an
equally calm third, with investor interest likely to focus on dividend policy—specifically,
on Partner’s ongoing quarterly payout and potential one-time special dividend.

The company’s shares are fully valued in our view, on the basis of anticipated cash
flow in coming years. We're maintaining our Marketperform rating on Partner,
with a per-share price target of NIS 72.

Two arguments for:

1.

Dividends. The company’s new controlling shareholder is expected to lift
Partner’s payout ratio from 80% of net income to anywhere from 90% to 100%.
We also suspect the company (subject to court approval) will reduce shareholder
equity in the form of a one-time dividend disbursement of around NIS 1.5 billion,
which, based on the current share price, would imply a FY2009 dividend yield of
23% (that's no typo).

ISP & telephony. This new venture has not proven to be a monumental
success, to put it mildly, currently comprising a drag on the company’s results in
the form of NIS 100m annual expenses. When breakeven will be reached still isn't
clear (possibly by the end of 2010), but if the venture doesn’t show progress,
Partner can always fold it, or acquire Smile Communications, thereby taking
advantage of economies of scale (see below).

Three arguments against:

1.

Free cash flow is expected to come in at NIS 934m for FY2009, reflecting a free

cash flow to enterprise value ratio of an unimpressive 7.2% in a mature market,

which faces no lack of future challenges.

Competition

= A new kid in town. Who will it be? Mirs? MNVO? A fresh-faced unknown?
We expect to get indications of who the new rival is by the end of the year.
Whether the newcomer will prove a success or failure can't be answered. But
what can be stated with assurance is that its presence won't be of benefit to
rivals’ results.

= The old bruiser. Pelephone, the new/old rival in the enterprise segment,
has made concerted efforts to penetrate the high-tech company sub-
segment, where Partner has been dominant, forcing the latter to lower its
prices.

iPhone. This is the most interesting development in the mobile market. Apple has

taken advantage of its strengths and strong-armed local providers into accepting

its terms. But the smartphone’s success raises questions in two areas: marketing

(has the hype already played itself out?) and pricing (will customers be willing to

shell out NIS 250 to NIS 300 a month?). Rivals may choose to reinstate direct

handset subsidies as a counter-move.
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Q3 preview

Average revenue per user is expected to continue declining against the backdrop of a series of factors, including minute-
per-use price erosion, the increased enrollment of low ARPU customers, the impact of roaming fees, and enterprise sector
weakness (see below), which will lead to declines in service-generated revenue, despite a 40,000 increase in new
subscribers (including cellular modem users).

Outlays associated with the telephony and Internet venture continue to weigh on the company’s bottom line, with the unit
expected to reach breakeven point by the end of 2010.

The third quarter last year was particularly strong, setting up a tough comp backdrop. We expect to see falling revenue
from service provision in Q3 ‘09 and lower EBITDA (even factoring out the impact of accounting changes stemming from the
application of IFRS reporting standards).

Key negatives

1. Lower roaming fees. Revenue generated by in- and out-going tourism is traditionally higher in Q3 (the summer
months). While tourism experienced a second quarter 25% year-on-year decline, we expect to see a more moderate
falloff in Q3. That said, Q3 tourism is expected to have fallen by single digits compared with a year ago, and French
visitors, a strong contingent in recent years, have finally learned the ropes for saving on phone expenses.

2. Enterprise sector. This line of Partner’s business still hasn't fully revived. The environment has improved from a year
ago, but salary cuts have been implemented by many corporations and have a direct impact on Partner’s results. Nor do
we anticipate full rejuvenation in the short term. Corporations have been using the services of communications
consultants, who've abetted their clients’ efforts to get better prices from suppliers generally, and cellular providers
amongst them.

3. Minute-per-use revenue erosion. This is an ongoing trend in the phone call segment, resulting from the one-two
punch of increased customer haggling power and current marketing programs. The end of the 12-second unit charge
and onset of billing on a per-second basis has also weighed on all providers in the industry.

4. New customer mix. In the saturated Israeli marketplace, new subscribers tend to be individuals with more than one
handset, including grade school kids utilizing cellular modems. For all these new enrollments, ARPU is lower than the
levels that currently prevail.

Regulation

No new developments in Q3 transpired compared with the previous three months, nor are any anticipated by the end of the
year. However, dangers lurk, coming from the direction of the Finance and Communications Ministries, and are likely to
impact all cellular providers in 2010.

Some of the central risks include:

1. The Minister of Communications’ intention to bring a fifth cellular provider into the marketplace (or fourth, if Mirs is
excluded). This development may include price setting, under certain scenarios. The issue of price and whether it will
cause an additional provider to enter the fray remains an unanswered question, which won't be resolved in coming
months. The acquisition of Mirs by HOT or Smile Communications could potentially offset the impact of a new player
entering the field, but, in any case, all scenarios imply tougher competition.

2. Interconnect fees are shortly expected to come under review by the Communications Ministry.

Telephony & Internet access

Partner continues to market bundled offerings in the local market, placing particular emphasis on the telephony segment,
for which enrollment rates have proven unsatisfactory. In the meantime, we continue to see NIS 25m in expenses per
quarter. That said, capex remains subdued.

With the slow current enrollment rate, despite highly attractive deals, breakeven point is expected to be put off until the end
of 2010. Nor is any major positive impact from this business line on a company this size expected even in 2011 or 2012.
One possibility is that Partner’s new controlling shareholders will try to extract as hefty a dividend as possible, and won't feel
constrained by past business decisions, potentially resulting in the closure of this division, and refocusing Partner on its
traditional mobile business.

A second possibility, which we deem more likely, is that Partner will acquire Smile Communications and with it the latter’s
Internet and telephony customers, enabling Partner to exploit economies of scale and the synergies stemming from such a
move.

SEE P&L MODEL ON NEXT PAGE.
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Partner 2007 2008 1Q09  2Q09

Revenues 6,113.6 6,329.5 14124 1,514.0 1,578.0 1,502.3 6,007.2 5,917.1 5,971.6 6,035.7
Services 5328.7 5,573.2 1,297.8 1,360.0 1,415.7 1,348.9 54224 5366.5 5,423.6 5,494.2
YoY 6.0% 4.6% -2.9% -0.7% -2.4% -2.9% -2.7% -1.0% 1.1% 1.3%
Equipment 784.9 756.3 114.6 154.0 162.3 153.4 584.8 550.6 548.0 541.5
YoY 35.5% -3.6% -53.3% -8.9% -8.8% -6.5% -22.7% -5.9% -0.5% -1.2%
Gross Profit 2,010.5 2,250.4 566.3 590.0 627.7 544.8 2,329.3 2,284.9 2,306.5 2,305.2
Gross margin 32.9% 35.6% 40.1% 39.0% 39.8% 36.3% 38.8% 38.6% 38.6% 38.2%
YoY 17.6% 11.9% -2.1% -0.3% -6.5% -8.1% 3.5% -1.9% 0.9% -0.1%
S&M 370.2 389.3 83.4 102.0 101.0 90.3 376.6 370.9 368.4 372.3
% from revenues 6.1% 6.2% 5.9% 6.7% 6.4% 6.0% 6.3% 6.3% 6.2% 6.2%
G&A 2359 255.9 72.9 69.0 69.4 73.8 285.2 275.0 271.6 268.5
% from revenues 3.9% 4.0% 5.2% 4.6% 4.4% 4.9% 4.7% 4.6% 4.5% 4.4%
OPEX 606.1 645.2 132.3 156.0 157.5 1511 597.0 620.0 614.0 614.9
% from revenues 9.9% 10.2% 9.4% 10.3% 10.0% 10.1% 9.9% 10.5% 10.3% 10.2%
Operting Income 1404.5 1605.2 433.9 434.0 470.3 393.7 17323 1664.9 16924 1690.3
Operting margin 23.0% 25.4% 30.7% 28.7% 29.8% 26.2% 28.8% 28.1% 28.3% 28.0%
YoY 15.3% 14.3% 2.4% -2.9% -9.9% -9.1% 7.9% -3.9% 1.7% -0.1%
Financial expenses (126.3) (157.9) (25.9) (48.0) (60.1) (33.7) (167.7) (134.7) (134.7) (134.7)
Income before tax 1,278.2 1,447.2 408.0 386.0 397.2 347.0 1,499.8 1,504.2 1,531.8 1,529.6
Taxes (338.4) (395.8) (111.5) (98.0) (107.2) (93.7) (410.5) (391.1) (382.9) (382.4)
Taxes % 26.5% 27.3% 27.3% 25.4% 27.0% 27.0% 27.4% 26.0% 25.0% 25.0%
Net Income 939.7 1,051.5 296.5 288.0 289.9 253.3 1,089.3 1,113.1 1,148.8 1,147.2
Net margin 15.4% 16.6% 21.0% 19.0% 18.4% 16.9% 18.1% 18.8% 19.2% 19.0%
YoY 37.7% 11.9% 0.0% 2.1% -12.1% -12.6% 3.6% 2.2% 3.2% -0.1%
EBITDA 2,014.7 2,258.7 549.2 569.7 611.3 534.9 2,263.1 2,224.9 2,270.7 2,279.4
EBITDA margin 33.0% 35.7% 38.9% 37.6% 38.7% 35.6% 37.7% 37.6% 38.0% 37.8%
YoY 8.9% 12.1% 3.1% 5.2% -3.4% -3.2% 0.2% -1.7% 2.1% 0.4%
EPS (diluted) 5.96 6.73 1.92 1.86 1.87 1.62 7.03 7.15 7.34 7.29
shares -diluted (millions) 157.58 156.35 15417 154.46 155.24 156.01 154.97 155.74 156.52 157.31
Partner 2007 2008  1Q09  2Q09

Working Capital (11.3) 337 67.4 53.7 43.4 44.0
Depreciation 141.0 141.2 530.8 560.0 578.2 589.0
CAPEX 192.5 192.5 823.0 742.3 686.4 689.2
FCF 916.2 1,308.3 200.2 222.8 322.9 215.0 962.3 1,037.8 1,157.9 1,163.7
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Warning notes and full disclosure concerning this analysis

a. Details on the author of the analysis
Tsahi Avraham

ID No. 038543500

Investment Marketing License # 7553

37, Menachem Begin Road, Tel Aviv

Education: MA Economics and Business Management, Hebrew University; BA Accounting and Economics, Hebrew University.
Experience — Research and analytical roles from 2001 to date (the last 7 years) in the following companies: Clal Finance
Investment Management, Infiniti Group, ERCG (Economic Research & Consulting Group), Bank of Israel — Research Dept.

The company for which the author prepared this analysis:
Clal Finance Investments Management Ltd.,

37 Menachem Begin Road, Tel Aviv

Tel: 03 565-3557

b. Full disclosure by the author of this analysis
As far as he is aware, the author of this analysis does not have any conflict of interest at the time of its publication.

c. Notes on the analysis
1. Scale of recommendations
e Buy - the stock is expected to out perform TA100 by 20% or more in 12 months.
e Outperform - the stock is expected to out perform TA100 by 10% to 20% in 12

months.

e Marketperform — the stock is expected to out perform/ under perform TA100 by 10 %
in 12 months.

e Underperform — the stock is expected to under perform TA100 by 10% to 20% in 12
months.

e Sell — the stock is expected to under perform TA100 by 20% or more in 12 months.

2. The approach used in establishing price target combined a discounted cash flow model with comparisons of
market-to-book multiples and price-earnings ratios of other companies in the sector.

3. The key risks which have the power to impact the company’s price target are as follows:
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d. Independent Judgment
I, Tsahi Avraham, License Number 7553, declare that the opinions stated in this analysis faithfully represent my personal

opinions about the shares reviewed and the corporation which issued these shares.
Tsahi Avraham

e. Full disclosure on behalf of Clal Finance Investments Management Ltd. (henceforth “The licensed
Corporation”™). Hereafter is full disclosure on conflict of interest by the licensed Corporation, as far as known or that
there is a risk for its existence at the time of the publication of this analysis:

1. On the publication date of this analysis or during the preceding 30 days, the licensed Corporation or, to the best
knowledge of the licensed Corporation, corporations connected to it, held by it, in their Nostro accounts or in accounts
managed by them, significant holdings of a certain type of shares of Nice.

2. Date of publication. This research report was issued on October 21, 2009.

f. Comments and general warnings by Clal Finance Investments Management Ltd.
The analysis in this report is for information purposes only. It should not be seen as a proposal or advice to purchase and/or
sale and/or holding of the shares and/or financial assets described in the report.

The analysis is published based on information which was available to the general public as well as other information,
including information which was published by the company which is the subject of this report, and which Clal Finance
believes to be credible; no independent tests were performed to determine the credibility of the information. The
information appearing in this report does not try to represent all the information required for any investor and therefore
does not attempt to be a full analysis of all the facts and details in the report and the opinions stated are likely to change
without any additional announcement.

This report does not in any way negate the need for investment counseling which takes account of the data and special
needs of each person.

Clal Finance , companies under its control and shareholders and their employees are not responsible in any way for damage
and/or loss caused by use of this report, if caused and therefore, cannot guarantee or be responsible for the reliability of the
data published in this report.

Clal Finance belongs to the I.D.B. group of companies.

Clal Finance Group which includes Clal Finance , deals among other things, in management of investment portfolios, share
trading, investments marketing and activity in the stock exchange and in investment banking.

Furthermore, companies under its control and owners of its share, or other bodies connected with it one way or another,
holding or may be holding, from time to time, directly land/or indirectly in shares of the companies in this report, prior,
during or after its publication.

Furthermore, since Clal Finance , companies under its control, its shareholders or other bodies associated with it, bodies
dealing in underwriting, may serve as underwriters of the report’s company shares and may be associated with it in business
dealings.

In addition, Clal Finance serves as a market maker of shares for various companies, through authorization of the Tel Aviv
Stock Market Ltd., and may serve as the market maker for the company which is the subject of this report.

Yuval Ben Ze'ev, the research manager for Clal Finance Brokerage, subsidiary of Clal Finance , is an interested party in Clal
Finance Brokerage.

This report is intended for the addressee whose name appears above. Transfer of portions of its content to other parties, or
publication in any way, without prior approval in writing from Clal Finance , and without inclusion of this warning note in the
text body, in a prominent place, is forbidden if not otherwise stated.



