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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 11 person Board of directors (at the time). We began consolidating Bezeq’s financial results into our
financial statements effective as of the closing of the acquisition. B Communications currently owns 26.34% 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 64.78% 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, the Bezeq Group is a
leading provider in Israel of fixed-line telephony services, fixed-line broadband Internet infrastructure access services,
Internet service provider, or ISP, services, cellular telephony 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.

LT3

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 “YES” (the trade name for DBS) and DBS mean DBS Satellite Services (1998) Ltd.
Bezeq, Pelephone, Bezeq International and DBS are sometimes collectively referred to as the Bezeq Group in this

annual report. The operations of DBS have been included in Bezeq’s consolidated financial statements since March 23,
2015, after Bezeq obtained control of DBS.

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, 2017 (NIS 3.467= $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
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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 ¢



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

Table of Contents

TABLE OF CONTENTS
Page
PART 1 1
ITEM 1 IDENTITY OF DIRECTORS. SENIOR |
MANAGEMENT AND ADVISERS
OFFER STATISTICS AND EXPECTED
LEM 2 TIMETABLE !
ITEM 3. KEY INFORMATION 1
A. Selected Financial Data 1
B. Capitalization and Indebtedness 2
C. Reasons for the Offer and Use of Proceeds?2
D. Risk Factors 3
ITEM 4. INFORMATION ON THE COMPANY 19
A. History and Development of the Company 19
B. Business Overview 20
C. Organizational Structure 91
D. Property. Plants and Equipment 91
ITEM 4A. UNRESOLVED STAFF COMMENTS 91
OPERATING AND FINANCIAL
LLMZ, REVIEW AND PROSPECTS ol
A. Operating Results 91
B. Liquidity and Capital Resources 106
Research and Development, Patents and
C. 5 125
Licenses
D. Trend Information 125
E. Off-Balance Sheet Arrangements 125
Tabular Disclosure of Contractual
E. .. 126
Obligations
DIRECTORS. SENIOR MANAGEMENT
LLM6, AND EMPLOYEES 126
A, Directors and Senior Management 126
B. Compensation 128
C. Board Practices 130
D. Employees 135
E. Share Ownership 135
MAJOR SHAREHOLDERS AND
HEA 2 RELATED PARTY TRANSACTIONS 136
A. Major Shareholders 136
B. Related Party Transactions 137
C. Interests of Experts and Counsel 141
ITEM 8 FINANCIAL INFORMATION 141
Consolidated Statements and Other
A. ; . . 141
Financial Information
B. Significant Changes 159



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

ITEM 9. THE OFFER AND LISTING 160
A, Offer and Listing Details 160
B. Plan of Distribution 161
C. Markets 161
D. Selling Shareholders 161
E. Dilution 161
E. Expense of the Issue 161
ITEM 10. ADDITIONAL INFORMATION 161
A, Share Capital 161
B. Memorandum and Articles of Association 161
C. Material Contracts 166
D. Exchange Controls 166
E. Taxation 166
E. Dividends and Paying Agents 172
G. Statement by Experts 172
H. Documents on Display 172
L Subsidiary Information 173
QUANTITATIVE AND QUALITATIVE
ITEM 11. DISCI. OSURE ABOUT MARKET 173
RISKS
ITEM 12. DESCRIPTION OF SECURITIES 174

OTHER THAN EQUITY SECURITIES



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

Table of Contents

Page
PART II 175
ITEM 13. DEFAULTS. DIVIDEND ARREARAGES AND DELINQUENCIES 175
MATERIAL MODIFICATIONS TO THE RIGHTS OF SECURITY HOLDERS AND USE OF
ITEM 14. 175
PROCEEDS
ITEM 15. CONTROLS AND PROCEDURES 175
ITEM 16. [RESERVED] 176
% AUDIT COMMITTEE FINANCIAL EXPERT 176
Il’léﬂ CODE OF ETHICS 176
% PRINCIPAL ACCOUNTANT FEES AND SERVICES 177
% EXEMPTIONS FROM THE LISTING STANDARDS FOR AUDIT COMMITTEES 177
ITEM 16E.PURCHASES OF EQUITY SECURITIES BY THE ISSUER AND AFFILIATED PURCHASERS 177
ITEM 16F.CHANGES IN REGISTRANT’S CERTIFYING ACCOUNTANT 177
M CORPORATE GOVERNANCE 178
Il’léEIM MINE SAFETY DISCLOSURE 178
PART III 179
ITEM 17. FINANCIAL STATEMENTS 179
ITEM 18. FINANCIAL STATEMENTS 179
ITEM 19. EXHIBITS 180

10



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

Table of Contents

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, 2017 set forth selected consolidated financial data,
which is derived from our audited consolidated financial statements. The audited consolidated financial statements as

of December 31, 2016 and 2017 and for the years ended December 31, 2015, 2016 and 2017 appear in this annual
report.

Consolidated Statement of Income Data:

(Amounts in millions, except share and per share data)

Year Ended December 31,
2013 2014 2015 2016 2017 2017
(U.S.

(NIS) $)
Revenues 9,563 9,055 9,985 10,084 9,789 2,823
Depreciation and amortization 2,014 1,873 2,131 2,161 2,117 611
Salaries 1,874 1,771 1,960 2,017 2,008 579
General and operating expenses 3,586 3,371 3,878 4,024 3911 1,128
Other operating expenses (income) 57 535 ) 3 21 149 43
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Operating profit
Finance expense
Finance income
Finance expense, net

Profit after financing expenses, net
Share of losses (profit) in equity- Accounted investee

Profit before income tax

Income tax expenses

Net profit for the year

Profit (loss) attributable to owners of the company
Income attributable to non-controlling interest
Net profit for the year

Basic earnings (loss) per share.

Diluted earnings (loss) per share

7,531

2,032
931
(535 )
396

1,636
252

1,384
524
860
26
834
860
1.33
1.26

6,480

2,575
1,329
(635 )
694

1,881
170

1711

667

1,044
(103 )
1,147
1,044
(5.38)
(5.50)

7,972

2,013
759

(164 )

595

1,418
(12 )

1,430

347
1,083
87
996
1,083
4.54
4.47

8,223

1,861
1,108
(133 )
975

886
5

881
442
439
(202 )
641
439
(10.52)
(10.52)

8,185

1,604
652
a5 )
577

1,027
5

1,022
347
675
as )
690
675
(0.82)
0.82)

2,361

462
188
22 )
166

296
1

295
100
195
“ )
199
195
0.24)
0.24)

12



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

Table of Contents

Statements of Financial Position data:

(Amounts in millions)

December 31,

2013 2014 2015 2016 2017 2017
(U.S.

NIS

Cash and cash equivalents 867 732 619 810 2,408 695

Restricted cash - 65 155 - - -

Total assets 21,410 21,558 22410 20,527 20,834 6,009
Total current liabilities 4,104 3974 5352 4407 4,224 1,218
Non-current liabilities 14,153 14,818 14,457 13,383 14,154 4,083

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, 2013 3.611
Year ended December 31, 2014 3.578
Year ended December 31, 2015 3.884
Year ended December 31, 2016 3.841
Year ended December 31, 2017 3.600

Period High Low

November 2017 3.544 3.499
December 2017 3.550 3.467
January 2018 3.460 3.388
February 2018 3.535 3427
March 2018 3514 3431
April 2018 3.597 3.503
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May 2018 (through May 14)  3.632 3.569

On May 14, 2018, the representative rate of exchange was NIS 3.574 = $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.

14
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D. Risk Factors

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
materializes, 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 Directly Related to Internet Gold — Golden Lines

We have a substantial amount of existing debt, which could restrict our financing and operating flexibility and
have other adverse consequences; our ability to repay our debt may be affected by Bezeq’s dividend distribution
policy and the amount of dividends we receive from Bezeq and a default under our outstanding debentures
could have a material adverse effect on our business, financial condition, results of operations and cash flows.

We and B Communications have a substantial amount of indebtedness. As of May 14, 2018, we and B
Communications had approximately NIS 3.2 billion (approximately $936 million) of debt. Our significant level of
debt could have important consequences, including, but not limited to, the following:

making it more difficult for us to service our debt obligations and liabilities;

making us vulnerable to, and reducing our flexibility to respond to, general adverse economic and industry conditions;

requiring that a substantial portion of our cash flows from operations be dedicated to servicing debt, thereby reducing
the funds available to us to fund working capital, or other general corporate purposes;

impeding our ability to obtain additional debt or equity financing and increasing the cost of any such borrowing,
particularly due to the financial and other restrictive covenants contained in the agreements governing our debt; and

adversely affecting public perception of us.
On March 6, 2018, Bezeq’s Board of Directors updated the dividend distribution policy of Bezeq, whereby Bezeq will

commencing with the upcoming distribution in May 2018, distribute to its shareholders, on a semi-annual basis, a

15
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dividend of 70% of the half-yearly profit (after tax) based on Bezeq’s consolidated financial statements. Previously,
Bezeq had distributed dividends equal to 100% of its half-yearly profit.

Bezeq paid total cash dividends of NIS 1.8 billion, NIS 1.4 billion and NIS 1.3 billion (approximately $370 million) in
the years ended December 31, 2015, 2016 and 2017, respectively, out of which B Communications received

NIS 545 million, NIS 379 million and NIS 338 million (approximately $97 million), respectively. Based on the new
dividend distribution policy and the recent forecast by Bezeq that the net profit attributable to shareholders in 2018 is
expected to be approximately NIS 1 billion, B Communications’ dividends from Bezeq will decline.

Our credit ratings impact the cost and availability of future borrowings and, accordingly, our cost of capital. Our
ratings at any time will reflect each rating organization’s then opinion of our financial strength, operating performance
and ability to meet our debt obligations.

In January 2015, Midroog confirmed a Baal stable outlook rating with respect to our Series B, C and D Debentures
and in February 2016, Midroog raised the rating for our Series C and D Debentures from Baal.il to A3.il stable
outlook. In February 2017, Midroog affirmed the A3.il local rating of our Series C and D Debentures with a stable
outlook. In April 2018, Midroog reduced the A3.il rating to Baal.il and retained the negative outlook.

Any further reductions in our credit ratings will limit our ability to borrow at interest rates consistent with the interest
rates that were available to us in the past. If our credit ratings are downgraded or put on watch for a potential
downgrade, we may not be able to sell additional debt securities or borrow money in the amounts, at the times or
interest rates or upon the more favorable terms and conditions that might be available if our current credit ratings are
maintained. See Item 5B. “Operating and Financial Review and Prospects - Liquidity and Capital Resources.”
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It is our and our Israeli legal advisors’ belief that the publication of our annual financial statements with the
accompanying Auditors’ Report with a “qualified opinion” does not constitute an event of default under our outstanding
debentures. Nevertheless, it is not possible to predict with certainty that a debenture holder may claim otherwise. We
believe that we have qualitative legal and economic arguments against a claim of breach by any holder of debentures.
There is also a possibility of changing the nature and location of the listing of our or Internet Gold’s securities from the
United States to elsewhere in a manner that may resolve such possible claim, if raised. A default under the Debentures
could have a material adverse effect on our business, financial condition, results of operations and cash flows.

We, B Communications and other members of the Eurocom Group are subject to the Control Permit for holding the
controlling interest in Bezeq. Failure to comply with this permit or other regulatory provisions relating to the control
of Bezeq may result in the revocation of the Control Permit and our rights with respect to our Bezeq interest would be
adversely impacted, which would materially and adversely affect our business and financial position.

Pursuant to the Communications Order, we were required to obtain the prior written consent of the Ministers of
Communications and Finance, or the Ministers, in order to obtain a permit to acquire the controlling interest in Bezeq.
Under the Communications Order, no person may hold, directly or indirectly, “significant influence” over Bezeq or 5%
or more of any particular class of Means of Control in Bezeq, nor may any person, together with any other person,
appoint, elect or dismiss the general manager of Bezeq or cause the election, appointment or dismissal of any director
of Bezeq, without the prior written consent of the Ministers. Subject to certain exceptions, prior written approval of

the Ministers is also required to increase the holdings or other rights in excess of those determined in the initial
approval, including by means of an agreement (including a voting agreement). No person may transfer control,
“significant influence” or Means of Control in Bezeq to another, if, as a result of the transfer, the holdings of the
transferee would require approval pursuant to the Israeli Communications Law or Communications Order and the
transferor is aware that the transferee is not in possession of the requisite approval. For the foregoing purposes,
“significant influence” means the ability to significantly influence the activity of a corporation, whether alone or
together with or through others, directly or indirectly, other than as a result of holding Means of Control in that
corporation or in another corporation, and including the ability derived from the corporation’s articles of association, a
written, oral or other kind of agreement, or from any other source. In this context, the right to appoint an officer or
holding 25% of our Means of Control is presumed to confer significant influence. “Means of Control” means the right to
vote at a general meeting of Bezeq, appoint a director or general manager of Bezeq, or to participate in the profits of
Bezeq or a share of the remaining assets of Bezeq after payment of its debts upon liquidation.

Recent events may further bring the Control Permit issue into possible question in the future. According to the Control
Permit, the control must be held by an “Israeli Party,” as defined in the Communications Order. Currently, B
Communications and we are deemed to be “Israeli Parties,” so long as B Communications and we are controlled by a
citizen and resident of Israel. Persons with certain criminal convictions may also not hold a Control Permit. However,
if the controlling entity, Eurocom, will change ownership, Eurocom will continue to be our controlling shareholder
(while the identity of the shareholders of Eurocom will change). Accordingly, we would not lose our Control Permit
in this scenario. Persons with certain criminal convictions may also not hold a Control Permit and the Ministers have
very broad discretion in that regard.
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The Control Permit includes several other conditions, including the requirement that SP2 be controlled exclusively by
the other parties to the Control Permit and that the parties to the Control Permit hold not less than 30% of any type of
Means of Control of Bezeq and SP2. In February 2011, the Ministers permitted such percentage to decrease to 29%
for a period of six months commencing from the date such holdings fall below 30%, in the event of dilution resulting
from the exercise of options by Bezeq employees.

Despite the 30% rule, according to Article 3(a3) of the Communications Order, which is included as part of the
Control Permit, the parties may hold less than 30% under certain circumstances, including the requirement that the
parties control Bezeq and maintain at least a 25% ownership interest in Bezeq. We received explicit approval to hold a
25% stake in Bezeq and still maintain control.

In addition, the Control Permit requires that 19% of the issued share capital of SP2 be held at all times by an “Israeli
Party,” as defined in the Communications Order. The Control Permit also includes certain notice requirements
regarding changes in the composition of the board of directors and certain holdings in B Communications and us. If
we, B Communications or any other member of the Eurocom Group subject to the Control Permit fails to comply with
the terms of the Control Permit or with other regulatory provisions relating to the control of Bezeq, such permit could
be revoked and our rights with respect to our Bezeq interest would be adversely impacted, which would have a
material adverse effect on our business and financial position.

18



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

Table of Contents

Any event in which a receiver is appointed with respect to our holdings in SP2 or SP2’s holdings in Bezeq will
constitute grounds for the cancellation of the Control Permit. In addition, in the event that the Ministers determine that
a material change in the details included in the application for the Control Permit has occurred or the members to the
Control Permit failed to provide requisite notifications in accordance with the Control Permit, and there is a real
concern that the essential service provided by Bezeq will be harmed, the Ministers may cancel the Control Permit or
set conditions for its continuation pursuant to the provisions of the Israeli Communications Law.

On April 22, 2018, the Tel Aviv-Jaffa District Court issued a liquidation order for Eurocom Communications effective
May 3, 2018. According to the order, the official receiver will be the temporary liquidator of Eurocom

Communications until the appointment of a permanent liquidator, and attorneys Pinchas Rubin, Amnon Lorch and Uri
Gaon were appointed as special managers. The liquidation order does not currently constitute a “‘change of control” with
respect to the Control Permit, but this may be subject to change. Separately from the question of the Control Permit,
Shaul Elovitch’s effective control of Eurocom Communications is questionable following the appointment of the
special managers and his direct holdings of our shares may also be subject to criminal sanctions.

In the event that the Control Permit is cancelled and an application to reissue another control permit is denied, our
holdings in Bezeq must be liquidated within 15 to 60 days (depending on the cause for such cancellation) pursuant to
the Communications Order.

In accordance with the Concentration Law, if either B Communications or we are unable to delist our ordinary shares
from the TASE and redeem any publicly held debt or go private prior to December 10, 2019, we will not be permitted
to control Bezeq after such date.

Under the recently enacted Concentration Law, a second-tier company (i.e., a company with publicly held debt or
equity securities that is subject to reporting obligations under the Israeli Securities Law and controlled by a first-tier
company), is prohibited from controlling another tier company. In the case of existing companies, a second-tier
company is entitled to continue to control another tier company that it controlled on the publication date of the
Concentration Law for a period of six years from the date of publication of the Concentration Law, i.e., until
December 10, 2019. In the event that a second-tier company controls another tier company contrary to the provisions
of the Concentration Law, a district court may appoint a trustee, who will be awarded the Means of Control in such
tier company for the purpose of selling such Means of Control. The trustee shall act pursuant to the orders of such
court with respect to the Means of Control. Such court may, instead of appointing a trustee and under certain
circumstances, order that the Means of Control held by the controlling shareholder shall not provide any rights
whatsoever. Until the appointment of a trustee by a district court, the Means of Control held by a tier company that
illegally controls another tier company shall not grant any voting rights at the illegally held tier company’s shareholder
meetings. The Concentration Law sets forth certain mechanisms intended to enable a tier company to make various
arrangements for the repurchase of its publicly-held shares and the early redemption of publicly-held debt in order to
comply with the provisions of the law.
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We are deemed to be a first-tier company, B Communications is a second-tier company and Bezeq is deemed to be a
third-tier company under the Concentration Law. Accordingly, if either B Communications or we are unable to
redeem any publicly held debt and delist our ordinary shares from the TASE (which would require 90-days’ prior
notice to the TASE) or go private prior to December 10, 2019, we will not be permitted to control Bezeq after such
date and our holdings in Bezeq may be transferred to a trustee for the purpose of selling such holdings. Furthermore, if
a trustee is appointed, he may motion a district court to order the cancellation of distributions made by Bezeq prior to
his appointment if they are deemed not to be in Bezeq’s interest.

We are currently examining several alternatives for the implementation of the Concentration Law, including, but not
limited to, the possibility of raising private debt that will substitute our debentures issued to the public, while delisting
our shares from the TASE; merger between B Communications and our company, etc. There is also a possibility of
changing the nature and location of the listing of our or Internet Gold’s securities from the United States to elsewhere.
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If we do not maintain control of Bezeq (through B Communications), we may be deemed to be an “investment
company” under the Investment Company Act of 1940, which could materially and adversely affect our business.

Section 3(a)(1)(A) of the Investment Company Act of 1940, or the Investment Company Act, defines an investment
company as any issuer that is, holds itself out as being, or proposes to be, primarily engaged in the business of
investing, reinvesting or trading in securities and Section 3(a)(1)(C) of the Investment Company Act defines an
investment company as any issuer that is engaged or proposes to engage in the business of investing, reinvesting,
owning, holding or trading in securities and owns or proposes to acquire “investment securities” (within the meaning of
the Investment Company Act) having a value exceeding 40% of the value of the issuer’s total assets (exclusive of U.S.
government securities and cash items) on an unconsolidated basis. However, an issuer will be deemed not to be an
investment company if no more than 45% of the value of such issuer’s total assets (exclusive of government securities
and cash items) consists of, and no more than 45% of such issuer’s net income after taxes (for the last four fiscal
quarters combined) is derived from, securities other than, among other things, securities issued by companies which
are controlled primarily by such issuer. Primary control is presumed if the issuer owns over 25% of the controlled
company’s voting securities and the issuer has control greater than that of any other person. Accordingly, so long as we
maintain control of Bezeq, we will not be deemed an investment company. Recent events may further bring the
Control Permit issue into possible question in the future. According to the Control Permit, the control must be held by
an “Israeli Party,” as defined in the Communications Order. Currently, B Communications and we are deemed to be
“Israeli Parties,” so long as B Communications and we are controlled by a citizen and resident of Israel. Persons with
certain criminal convictions may also not hold a Control Permit. However, if there is a change in ownership of our
controlling entity, Eurocom Communications, it should not affect Eurocom Communications’ continued status as our
controlling shareholder (while the identity of the shareholders of Eurocom will change). Accordingly, we will not lose
our Control Permit in this scenario.

If we were to no longer maintain control of Bezeq, we could, among other things, be required either (i) to change
substantially the manner in which we conduct our operations to avoid being subject to the Investment Company Act or
(ii) to register as an investment company. An investment company that is organized under the laws of a foreign
country may not register as an investment company, or publicly offer its securities through interstate commerce in the
United States, unless Bezeq applies to the U.S. Securities and Exchange Commission, or the SEC for an order
permitting Bezeq to register under the Investment Company Act, and to make a public offering in the United States.
The SEC may issue an order granting the application if it finds that, by reason of special circumstances or
arrangements, it is both legally and practically feasible effectively to enforce the provisions of the Investment
Company Act against the issuer, and further finds that granting the application is otherwise consistent with the public
interest and the protection of investors.

If we were required to register as an investment company under the Investment Company Act, we would become
subject to substantial regulation with respect to our capital structure (including our ability to use leverage),
management, operations, transactions with certain affiliates, reporting, record keeping, voting, proxy and disclosure
requirements, and meeting these requirements would be costly, if at all possible.
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Due to the material weakness pertaining to the design of Bezeq’s internal control over financial reporting, such
material weakness is also considered a material weakness in our reports

As a consequence of the investigations of Bezeq and several of its directors and senior officers by both the ISA and
Israel’s Police as described in this Annual Report, we attempted to assess these investigations through the scope of our
own internal control over financial reporting. However, due to provisions of Israeli law concerning obstructing
investigation proceedings both Bezeq and we are prevented from examining all matters known to us that were raised
in the investigations and accordingly we are unable to fully assess the effects of the investigations on our financial
statements and internal controls over financial reporting.

Subject to these limitations, we nevertheless completed the work necessary to identify a material weakness pertaining
to the design of Bezeq’s internal control over financial reporting relating to certain matters, which are mainly the
subjects of the investigations. Our management then assessed the effectiveness of our own internal control over
financial reporting as of December 31, 2017. In conducting its assessment of our internal controls over financial
reporting, our management based its evaluation on the framework in “Internal Control — Integrated Framework™ (2013)
issued by the Committee of Sponsoring Organizations, or the COSO, of the Treadway Commission.

Due to the material weakness pertaining to the design of Bezeq’s internal control over financial reporting, such

material weakness is also considered a material weakness in our reports. This has led to our auditors issuing a

“qualified opinion” on our financial statements because of the inability to obtain sufficient supporting evidence as to the
effect, if any, of the investigations’ proceedings on the consolidated financial statements. Our auditors also issued a
“disclaimer of opinion” on our internal controls based on their inability to obtain sufficient appropriate audit evidence to
provide a basis for an audit opinion on the effectiveness of Bezeq’s internal controls.

If remediation measures at Bezeq (please see Item 15 “Disclosure Controls and Procedures” for further details) are
insufficient to address the identified deficiencies, or if additional deficiencies are discovered or occur in the future, our
consolidated financial statements may contain material misstatements and we could be required to restate our financial
results. Moreover, because of the inherent limitations of any control system, material misstatements due to error or
fraud may not be prevented or detected on a timely basis, or at all. If we are unable to provide reliable and timely
financial reports in the future, our business and reputation may be further harmed. Restated financial statements and
failures in internal controls may also cause us to fail to meet reporting obligations, negatively affect investor
confidence in our management and the accuracy of our financial statements and disclosures, or result in adverse
publicity and concerns from investors, any of which could have a negative effect on the price of our Ordinary Shares,
cause us to list our securities on other exchanges, subject us to further regulatory investigations and penalties or
shareholder litigation, and materially adversely impact our business and financial condition.
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Our success depends on the continued service of certain key executives and personnel of Bezeq and the
management of our company.

The Bezeq Group’s key executives and employees possess substantial knowledge of its business and operations. We
cannot assure you that the Bezeq Group will be successful in retaining their services or that the Bezeq Group would be
successful in hiring and training suitable replacements without undue costs or delays. As a result, the loss of any of
these key executives and employees could cause significant disruptions in the Bezeq Group’s business operations,
which could materially adversely affect our results of operations. Similarly, our management has been instrumental in
our success and loss of any key members of our management could materially adversely affect our financial condition,
results of operations and prospects. Recent events have caused the replacement of certain key executives with our
consent.

Our business could be negatively affected as a result of actions of activist shareholders, and such activism could
impact the trading value of our securities.

In recent years, certain Israeli issuers listed on United States exchanges have been faced with governance-related
demands from activist shareholders, as well as unsolicited tender offers and proxy contests. Although as a foreign
private issuer we are not subject to U.S. proxy rules, responding to these types of actions by activist shareholders
could be costly and time-consuming, disrupting our operations and diverting the attention of management and our
employees. Such activities could interfere with our ability to execute our strategic plan. In addition, a proxy contest
for the election of directors at our annual meeting would require us to incur significant legal fees and proxy
solicitation expenses and require significant time and attention by management and our board of directors. The
perceived uncertainties due to these potential actions of activist shareholders also could affect the market price and
volatility of our securities. Recently, activist investor Elliot Advisors (UK) has said it is opposed to the appointment of
candidates proposed by us to the Board of Bezeq. Elliot Advisors (UK) holds a 4.8% stake in Bezeq. In January 2018,
Elliott called for improved corporate governance at Bezeq and for the immediate resignation of some members of the
Bezeq board.

Risks Related to Our Relationship with B Communications and Eurocom Communications Ltd.

Because Eurocom Communications controls a majority of our ordinary shares, investors will not be able to affect the
outcome of shareholder votes that require a simple majority.

For as long as Eurocom Communications has a controlling interest in our company, it, Mr. Shaul Elovitch, chairman
of the board of directors of Eurocom Communications (and until recently, chairman of our Board and of B
Communications’ Board), and the controlling shareholder of Eurocom Communications, will have the ability to
exercise a controlling influence over our business and affairs, including any determinations with respect to potential
mergers or other business combinations involving us, our acquisition or disposition of assets, our incurrence of
indebtedness, our issuance of any additional ordinary shares or other equity securities, our repurchase or redemption
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of ordinary shares and our payment of dividends. Similarly, as long as Eurocom Communications has a controlling
interest in our company, Eurocom Communications (whether under the control of Mr. Shaul Elovitch, the current
special managers appointed by court order, or future purchasers) will have the power to determine or significantly
influence the outcome of matters submitted to a vote of our shareholders that require a simple majority, including the
power to elect all of the members of our board of directors (except external directors, within the meaning of Israeli
law). Because our interests and those of Eurocom Communications may differ from the interests of our other
shareholders, actions taken by Eurocom Communications with respect to us may not be favorable to our other
shareholders.
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Conlflicts of interest may arise between B Communications, Eurocom Communications, other companies within the
Eurocom Group and us that could be resolved in a manner unfavorable to us and result in reduced revenues and
income.

Conlflicts of interest may arise between B Communications, Eurocom Communications and us in a number of areas
relating to our past and ongoing relationships. Areas in which conflicts of interest between B Communications,
Eurocom Communications and us could arise include, but are not limited to, the following:

Cross officerships, directorships and share ownership. A few of our directors and officers also serve or are employed
by B Communications and/or Eurocom Communications. The cross officerships and directorships as well as the
ownership interests of our directors and officers in the ordinary shares of Internet Gold or Eurocom Communications
could create, or appear to create, conflicts of interest when directors and executive officers are faced with decisions
that could have different implications for the different companies; and

Intercompany transactions. From time to time, B Communications, Eurocom Communications or other companies
within the Eurocom Group may enter into transactions with us or our subsidiaries or other affiliates. Although the
terms of any such transactions will be established based upon negotiations between employees of such companies and
us and, when appropriate, subject to the approval of our independent directors or a committee of disinterested
directors and in some instances a vote of shareholders, the terms of any such transactions may not be as favorable to
us or our subsidiaries or affiliates as may otherwise be obtained in arm’s-length negotiations with unaffiliated third
parties.

Eurocom Communications is having financial difficulties and is attempting to sell its assets. An Israeli court issued a
liquidation order for Eurocom Communications in April 2018

On December 20, 2017, banks filed a motion in Israeli court to liquidate Eurocom Communications. Bezeq was
included as a party to the proceeding to liquidate Eurocom Communications, given that it is a significant creditor of
Eurocom Communications, in the amount of NIS 119 million.

On January 15, 2018, Eurocom Communications informed Bezeq that together with other privately held companies in
Eurocom Group, it had filed an application in the court for an order to convene creditor meetings to approve an
arrangement under Section 350 of the Companies Law, and in accordance with the Companies Regulations
(Application for a Settlement or Arrangement), 2002. The purpose of the meetings is to approve a proposed creditors’
arrangement based on the entry of an investor into Eurocom Group, as part of the settlement of the debts of the key
privately held companies in Eurocom Group.
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On April 22, 2018, the Tel Aviv-Jaffa District Court issued a liquidation order for Eurocom Communications effective
May 3, 2018. According to the order, the official receiver will be the temporary liquidator of Eurocom
Communications until the appointment of a permanent liquidator, and attorneys Pinchas Rubin, Amnon Lorch and Uri
Gaon were appointed as special managers.

As mentioned above, the liquidation order does not currently constitute a “change of control” regarding the Control
Permit but this may change in the future.
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Either banks, as creditors, or an investor, such as the Saidoff Group, may take control of Eurocom Communications
and may become our controlling shareholder. In the event that such sale will take place, there is considerable
uncertainty as to what steps the new owner will take as it considers its own strategic alternatives. Such steps may also
be undertaken by the special managers. Officers in the entire Eurocom Group may be replaced. Such uncertainty may
adversely affect the market price of our ordinary shares and completely destabilize our operations.

Risks Relating to the Entire Bezeq Group

Senior Executives of Bezeq, DBS and Eurocom Communications are currently under Criminal Investigation in Israel

In the summer of 2017, we became aware, beginning through newspaper reports in the Israeli media, and we reported
that Bezeq, DBS and Eurocom Communications were under criminal investigation for violating, among else, certain
Israeli Securities Law clauses relating to fraud and unlawful manipulation. The Israeli Police and the Israel Securities
Authority, or the ISA, have recommended indictments of several Bezeq, DBS and Eurocom Communications
executives in this matter. Shaul Elovitch who served as Chairman of our company, of B Communications and of
Bezeq has resigned from all these companies.

Our Audit Committee has engaged outside U.S. counsel to conduct an assessment of our internal controls and, as
applicable, those of Bezeq in connection with the preparation of our financial statements to determine whether there
have been any violations of the U.S. Foreign Corrupt Practices Act or any other laws. We incurred substantial
expenses in connection with such assessment and we may also incur substantial fines, civil or criminal sanctions,
including fines and sanctions against our directors and officers, or third-party claims if any of our officers are directors
are held liable under criminal laws and regulations. The Israeli law system might be insufficient to defend us and
preserve our rights. We could also be subjected to risks to our reputation and regulatory action on account of any
unethical acts by any of our employees, directors or other related individuals. These criminal developments have also
added complexity to our corporate compliance regime. The Investigation may adversely affect the market price of our
ordinary shares and could have a material adverse effect on our business, financial condition and results of operations.

The Bezeq Group does not have complete information about the investigations, their content, the material and
evidence in the possession of the statutory authorities on this matter. Furthermore, in view of the provisions of Israeli
law and concern of obstructing the investigation, at this stage Bezeq must refrain from conducting any checks relating
to matters that arose in the course of those investigations. This limits Bezeq’s ability to operate, including in
connection with performing audit activity and reviews for the purpose of publishing Bezeq’s reports, as further
described below. The lack of information and uncertainty have also led to our auditors issuing a “qualified opinion” on
our financial statements because of the inability to obtain sufficient supporting evidence as to the effect, if any, of the
investigations’ proceedings on the consolidated financial statements. Our auditors also issued a “disclaimer of opinion’
on our internal controls based on their inability to obtain sufficient appropriate audit evidence to provide a basis for an

’
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audit opinion on the effectiveness of Bezeq’s internal controls.

The Bezeq Group Companies and certain of our current and former officers and directors have been named in
shareholder class action lawsuits related to the recent criminal investigations in Israel, and may be named in
further litigation, government investigations and proceedings, which could require significant additional
management time and attention, result in significant additional legal expenses or result in government
enforcement actions, any of which could have a material adverse impact on our results of operations, financial
condition, liquidity and cash flows.

The Bezeq Group Companies and certain of our current and former officers and directors have been named in
shareholder class action lawsuits relating to the recent criminal investigations in Israel, and may become subject to
further litigation, government investigations or proceedings arising out of the restatement. The pending litigation and
settlements have been, and any future litigation, investigation or other actions that may be filed or initiated against us
or our current or former officers or directors may be, time consuming and expensive. We cannot predict what losses
we may incur in these litigation matters, and contingencies related to our obligations under the federal and state
securities laws, or in other legal proceedings or governmental investigations or proceedings related to the restatement.
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To date, we have incurred significant costs in connection with pending litigation. Any legal proceedings, if decided
adversely to us, could result in significant monetary damages, penalties and reputational harm, and will likely involve
significant defense and other costs. We have entered into indemnification agreements with each of our directors and
certain of our officers, and our amended and restated certificate of incorporation requires us to indemnify each of our
directors and officers, to the fullest extent permitted by law, who was or is a party or is threatened to be made a party
to any threatened, pending or completed action, suit or proceeding by reason of the fact that he or she is or was a
director or officer of the Bezeq Group Companies. Although we maintain insurance coverage in amounts and with
deductibles that we believe are appropriate for our operations, our insurance coverage may not cover all claims that
have been or may be brought against us, and insurance coverage may not continue to be available to us at a reasonable
cost. As a result, we have been and may continue to be exposed to substantial uninsured liabilities, including pursuant
to our indemnification obligations, which could materially adversely affect our business, prospects, results of
operations and financial condition.

We cannot guarantee that we will not receive inquiries from the SEC, NASDAQ or other regulatory authorities
regarding our financial statements or matters relating thereto, or that we will not be subject to future claims,
investigations or proceedings. Any future inquiries from the SEC, NASDAQ or other regulatory authority, or future
claims or proceedings as a result of the restatement or any related regulatory investigation will, regardless of the
outcome, likely consume a significant amount of our internal resources and result in additional legal and accounting
costs.

Apart from the recent major events, the Bezeq Group companies have historically been parties to legal proceedings,
including class actions, which could result in their being ordered to pay significant sums, most of which cannot be
estimated, and therefore, no provisions have been made in Bezeq’s financial statements for most of them. In addition,
Bezeq’s insurance policies are limited to defined cover limits and to certain causes of action, and might not cover
claims for certain types of damages. In recent years, class actions against large commercial companies have become
more numerous and severe. By their very nature, class actions may result in significant judgments or settlements. In
addition, since Bezeq provides communications infrastructures as well as billing services to other licensees, parties
suing those licensees in other class actions are also likely to try to involve Bezeq as a party to such proceedings. For
more details on class action pertaining to the Bezeq Group, see “Item 8A. Consolidated Statements and Other Financial
Information - Legal Proceedings”.

The Bezeq Group companies are subject to governmental control and regulation.

The Bezeq Group companies are subject to government control and regulation relating, among other things, to the
licensing of operations, setting permitted areas of operation, setting tariffs, operation, competition, payment of
royalties, relations between Bezeq and its subsidiaries and a ban on ceasing or limiting its services (which could
oblige Bezeq to provide services under uneconomic circumstances). The continuing governmental control and
regulation has at times resulted in government intervention that Bezeq believes impedes its business activities. In this
regard, Bezeq is exposed to the imposition of various sanctions by the Ministry of Communications, including fines.
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In addition, the Minister of Communications has the authority to change the terms of the licenses of the Bezeq group
companies, affect existing tariffs and marketing offerings, and impose directives on them. Significant changes in the
regulatory principles applicable to the communications industry as a whole and to the Bezeq Group companies in
particular, could require Bezeq to make changes to its strategic plans and harm its ability to plan its business activities
for the long term.

Bezeq 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 obligates it to ensure that its relationships with its principal subsidiaries do not result in
favoring them over their competitors. Separation is required between the managements of Bezeq and those companies,
as is separation between the business, financial and marketing systems, assets and employees, which causes
duplication and high administration overheads. In addition, Bezeq is currently limited in its ability to offer joint
service bundles with those companies. Due to the entry of companies into direct competition with Bezeq based on the
provision of service bundles to customers and the option of providing wholesale services in order to offer customers
end-to-end services, the risk that this factor will affect Bezeq’s operations and results of operations has increased.

10
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Bezeq’s 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.

Bezeq measures exposure to changes in exchange rates and inflation by the surplus or deficit of assets against
liabilities, based on the type of linkage. While Bezeq’s exposure to changes in currency exchange rates against the
shekel is low, its exposure to inflation rates is high, and therefore Bezeq takes steps to cover part of the inflation
exposure. 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 Bezeq’s quarterly results of operations.

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. Stability in the financial market and the strength of economies in
countries around the world, have recently been subjected to high volatility. While the Israeli economy has displayed
economic resilience, reflected in economic expansion, low levels of unemployment and inflation rates within
government targets, the continued increase in of housing prices, global economic shocks and uncertainty in the
political and defense arenas may cast doubt over a continuation of these trends. In the event the local economy is
negatively impacted following external or internal events, Bezeq’s business results may be harmed as consequence of
lower revenues (including revenues from affiliates) or due to an increase in finance costs.

The Bezeq Group’s operations are vulnerable to damage or interruption, which could expose it to material risks.

The Bezeq Group companies provide services using various infrastructure systems that include, among others,
exchanges, transmission, data communication and access systems, cables, computerized systems, core network sites,
antenna and satellite sites and other systems, and are spread throughout the country If any part of the Bezeq Group’s
infrastructure becomes subject to a flood, fire, other natural disaster, terrorism, acts of war, a computer 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
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that the Bezeq Group have, or may in the future undertake, and their monitoring of network performance, may be
insufficient to prevent losses. In such event, the Bezeq Group might incur liabilities or reputational damages

The Bezeq Group companies could be subject to labor disruptions.

The Bezeq Group companies are subject to collective bargaining agreements which may reduce managerial flexibility
and result in additional costs. The implementation of human resources and organization plans, including retirement
and restructuring plans, involves coordination with the labor unions and with the employees’ committees. The
implementation processes of such plans may cause unrest in labor relations and be damaging to the Bezeq Group’s
ongoing activities.

Bezeq 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.

Bezeq is subject to the Israeli Non-Ionizing Radiation Law, which regulates the emission of electromagnetic radiation
from broadcast facilities. While Bezeq is working to obtain permits to set up and operate its various broadcast
installations, the difficulties it faces in this area, including difficulties stemming from the change in policy by relevant
entities and amendments to statutes and standards, could have an adverse impact on the infrastructure of these
installations and on the continuity of services using them, and as a result, on Bezeq’s revenues from these services.
Bezeq’s third-party liability policy does not currently cover liability for electromagnetic radiation.
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Frequent technological changes may negatively impact Bezeq’s operations and the value of its assets.

The communications sector is characterized by frequent technological changes and the shortening of the economic life
of new technologies. The trend has created a need to invest significant resources in technology upgrades, has caused
the lowering of barriers to entry into the sector by new competitors, increased depreciation rates, and in certain cases,
resulted in the redundancy of technologies and networks owned by Bezeq (the cost of investment in which is still
recorded on its balance sheets).

Specific Risks Relating to Bezeq’s Fixed - Line Communications

Competition from other providers could adversely affect the Bezeq’s business, results of operations and financial
condition.

The competition in the domestic fixed-line communications industry has recently intensified, both from other
domestic carriers including HOT, Bezeq’s principal competitor in this segment, and secondarily from other cellular
operators. Compet