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e Bezeq reported Q1 figures which were slightly ahead of our
expectation on the net income line with revenues of NIS 2.77bn,
EBITDA of NIS940m and net income of NIS 280m (CSFB NIS
255m), although net income was also positively impacted by a
NIS 15m accounting change impact in Q1.

Wireline and cellular revenue performance of NIS 1.2bn and NIS
1.1bn respectively were also in line with our expectations, but
DBS reporting NIS 288m is what we would consider relatively
strong (+22% yoy), and there are further signs for fundamental
improvements with an operating profit of NIS 32m in Q1. Since
the financial performance if DBS has often been a concern to us
and we think to the market, even marginal improvement in this
area should be a valuation positive.

Key issue remains the outlook for privatisation, and we think
chances this time are that the government will succeed with its

plan to sell a 30% stake (May g™ being the deadline for the bids).

We have always argued that ownership change is a necessary
condition for any potential change in valuations, given the
restructuring potential at Bezeq.

Bezeq is the incumbent PTT in Israel.
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BEZQ.TA q
Rating NEUTRAL*
Price (03 May 05) 5.26 (NIS)
Target price (12 months) 5.50 (NIS)
Market cap. (NIS m) 13,702.30
Enterprise value (NIS m) 20,000.21
Region/country Europe/lsrael
Sector Integrated Telecommunication Services
Analyst's Coverage Universe Emerging Markets

Weighting (vs. broad market) 0
Date 04 May 2005

* Stock ratings are relative to the coverage universe in
each analyst's or each team's respective sector.

6 Price / price relative

55

5

45

4

35

3 T T T T T T

May-03 Sep-03 Jan-04 May-04 Sep-04 Jan-05
— Price — Price relative

The price relative chart measures performance against the isr_ta10 index
On 03/05/05 the isr_ta10 index closed at 690.94
On 03/05/05 the spot exchange rate was NIS5.63/Eu 1. - Eu 0.78/US$1

Performance over 1mth 3mths 12mths
Absolute (%) 2.8 -6.4 8.1
Relative (%) -1.0 7.9 -10.6
Year 12/03A  12/04A  12/05E  12/06E
Revenues (NIS m) 7,981.3 9,269.8 10,198.2 10,240.4
EBITDA (NIS m) 3,253.93 3,484.02 3,905.26 4,041.40
Net income (NIS m) -437.3 620.8 763.6 766.6
CSFB adj. EPS (NIS) -0.18 0.24 0.29 0.29
ROIC (%) 6.8 5.9 6.1 6.5
P/E (x) NM 22.1 17.9 17.9
P/E rel (%) NM 96.9 92.6 NM
EV/EBITDA (x) 5.3 6.2 5.1 4.5
Dividend 2004 (NIS) Book value/share (12/04, NIS)
— 2.9
Dividend yield (%) Free float (%)
- 26.0
IC (12/05E, NIS m) Number of shares (m)
14,527.26 2,605.05
Net debt (12/05E, NIS m) EV/IC (12/05E, x)
6,297.9 14
Net debt/equity (12/05E, %) Current WACC (12/05E, %)
76.5 9.5

Istvan Maté-Téth
44 20 7888 1598

istvan.matetoth @csfb.com

Olga Bystrova
7 501 967 8871

olga.bystrova@csfb.com

Source: FTI, Company data, Datastream, CSFB (EUROPE) LTD. Estimates

[ IMPORTANT DISCLOSURES AND ANALYST CERTIFICATIONS ARE IN THE DISCLOSURE APPENDIX.
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Figure 1: Summary Income Statement
NIS in millions, unless otherwise stated

2001 2002 2003 2004 2005E 2006E 2007E 2008E 2009E
Sales 8,510 8,063 7,981 9,270 10,198 10,240 10,261 9,711 9,757
EBITDA 3,570 3,287 3,254 3,484 3,905 4,041 4,040 3,891 3,858
wireline EBITDA 2,467 2,440 2,354 2,242 2,158 2,069
Pelephone EBITDA 1,165 1,190 1,340 1,373 1,224 1,254
DBS/other EBITDA (148) 275 346 424 509 535
Depreciation (2,716) (2,270) (2,160) (2,092) (2,550) (2,693) (2,836) (2,979) (3,123)
EBIT 854 1,017 1,094 1,392 1,356 1,349 1,204 911 735
Other costs, net (105) (1,207) (983) 80 100 0 0 0 0
Net Interest (151) (165) (158) (218) (383) (275) (157) (15) 135
Profit pre tax 598 (355) (47) 1,254 1,072 1,073 1,047 896 871
Taxation (241) (207) (48) (497) (365) (343) (314) (269) (261)
Profit after tax 358 (562) (95) 756 708 730 733 627 610
Associates (237) (354) (343) (135) (50) (49) (48) (47) (46)
Minorities 6 3 1 1) 106 86 72 51 53
Net attributable earnings 127 (913) (437) 621 764 767 757 631 616
Source: Company data, CSFB estimates
Figure 2: Cash Flow Summary
NIS in millions, unless otherwise stated

2001 2002 2003 2004 2005E 2006E 2007E 2008E 2009E
EBITDA 3,570 3,287 3,254 3,484 3,905 4,041 4,040 3,891 3,858
Change in working capital 227 (1,315) (823) (279) 279 0 0 0 0
Other non cash items 66 1,200 604 241 (450) (300) (300) 0 0
Operating cash flow 3,863 3,173 3,035 3,445 3,735 3,741 3,740 3,891 3,858
Taxes paid (363) 177) (186) (278) (365) (343) (314) (269) (261)
Interest paid (151) (165) (158) (218) (383) (275) (157) (15) 135
Cash earnings 3,349 2,830 2,692 2,950 2,987 3,123 3,269 3,607 3,732
Net investment in tangible (1,321) (1,354) (1,414) (1,651) (1,630) (1,580) (1,580) (1,580) (1,580)
fixed assets
Financial acquisitions and (635) (344) (155) (389) (200) 0 0 0 0
disposals
Other (1,302) (862) (190) 0 0 0 0 0 0
Cash-flow before financing 91 270 934 911 1,157 1,543 1,689 2,027 2,152
New equity 878
Net change in debt (354) (658) (646) (1,407)
Other/Dividends (185)
Change in cash (263) (388) 980 (497) 1,157 1,543 1,689 2,027 2,152

Source: Company data, CSFB estimates
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Figure 3: Summary Balance Sheet
NIS in millions, unless otherwise stated
2001 2002 2003 2004 2005E 2006E 2007E 2008E 2009E
Fixed assets 9,782 8,699 10,740 9,821 8,708 7,452 6,052 4,510
Working capital 279 (0) (279) 0 0 0 0 0
Other assets/(liabilities), 2,911 1,732 3,841 3,991 3,942 3,894 3,847 3,801
net
Net operating assets 12,972 10,431 14,302 13,812 12,650 11,346 9,899 8,311
Net debt/(cash) 5,055 2,213 6,632 5,475 3,933 2,243 217 (1,936)
Provisions 1,327 1,373 1,273 823 523 223 223 223
Minorities 0 (1,068) (1,174) (1,260) (1,332) (1,383) (1,436)
Shareholders funds 6,590 6,845 7,466 8,229 8,996 9,753 10,384 11,001
Capital employed 12,972 10,431 14,302 13,353 12,191 10,887 9,441 7,852
(0.6) (0.1) 0.0 (458.7) (458.7) (458.7) (458.7) (458.7)
Source: Company data, CSFB estimates
Companies Mentioned (Price as of 03 May 05)
Bezeq (BEZQ.TA, NIS5.26, NEUTRAL, TP NIS5.50)
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Disclosure Appendix

Important Global Disclosures

The analysts identified in this report each certify, with respect to the companies or securities that the
individual analyzes, that (1) the views expressed in this report accurately reflect his or her personal views
about all of the subject companies and securities and (2) no part of his or her compensation was, is or will
be directly or indirectly related to the specific recommendations or views expressed in this report.

See the Companies Mentioned section for full company names.

3-Year Price, Target Price and Rating Change History Chart for BEZQ.TA
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Current: O=Outperform; N=Neutral; U=Underperform; R=Restricted; NR=Not Rated

Prior to 9-Sep-02: SB=Strong Buy; B=Buy; H=Hold; S=Sell; R=Restricted; NR=Not Rated

BEZQ.TA Closing Target Initiation/
Date Price (ILS) Price (ILS) Rating Assumption
03-Jul-02 4.82 6

06-Sep-02 4.96 NEUTRAL

02-Jun-03 5.09 5.5

The analyst(s) responsible for preparing this research report received compensation that is based upon
various factors including CSFB's total revenues, a portion of which are generated by CSFB's investment
banking activities.

Analysts’ stock ratings are defined as follows***:
Outperform: The stock’s total return is expected to exceed the industry average* by at least 10-15% (or
more, depending on perceived risk) over the next 12 months.
Neutral: The stock’s total return is expected to be in line with the industry average* (range of £10%) over
the next 12 months.
Underperform**: The stock’s total return is expected to underperform the industry average* by 10-15% or
more over the next 12 months.
*The industry average refers to the average total return of the analyst's industry coverage universe
(except with respect to Asia/Pacific, Latin America and Emerging Markets, where stock ratings are
relative to the relevant country index, and CSFB HOLT Small and Mid-Cap Advisor stocks, where stock
ratings are relative to the regional CSFB HOLT Small and Mid-Cap Advisor investment universe.
“In an effort to achieve a more balanced distribution of stock ratings, the Firm has requested that
analysts maintain at least 15% of their rated coverage universe as Underperform. This guideline is
subject to change depending on several factors, including general market conditions.
***For Australian and New Zealand stocks a 7.5% threshold replaces the 10% level in all three rating
definitions.
Restricted: In certain circumstances, CSFB policy and/or applicable law and regulations preclude certain
types of communications, including an investment recommendation, during the course of CSFB's
engagement in an investment banking transaction and in certain other circumstances.
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Volatility Indicator [V]: A stock is defined as volatile if the stock price has moved up or down by 20% or
more in a month in at least 8 of the past 24 months or the analyst expects significant volatility going
forward. All CSFB HOLT Small and Mid-Cap Advisor stocks are automatically rated volatile. All IPO stocks
are automatically rated volatile within the first 12 months of trading.

Analysts’ coverage universe weightings* are distinct from analysts’ stock ratings
and are based on the expected performance of an analyst’s coverage universe**
versus the relevant broad market benchmark***:

Overweight: Industry expected to outperform the relevant broad market benchmark over the next 12
months.

Market Weight: Industry expected to perform in-line with the relevant broad market benchmark over the
next 12 months.

Underweight: Industry expected to underperform the relevant broad market benchmark over the next 12
months.

*CSFB HOLT Small and Mid-Cap Advisor stocks do not have coverage universe weightings.

“An analyst's coverage universe consists of all companies covered by the analyst within the relevant
sector.

“**The broad market benchmark is based on the expected return of the local market index (e.g., the S&P
500 in the U.S.) over the next 12 months.

CSFB’s distribution of stock ratings (and banking clients) is:
Global Ratings Distribution

Outperform/Buy* 38% (57% banking clients)
Neutral/Hold* 44% (55% banking clients)
Underperform/Sell* 16% (43% banking clients)
Restricted 3%

“For purposes of the NYSE and NASD ratings distribution disclosure requirements, our stock ratings of Outperform, Neutral, and
Underperform most closely correspond to Buy, Hold, and Sell, respectively; however, the meanings are not the same, as our stock
ratings are determined on a relative basis. (Please refer to definitions above.) An investor's decision to buy or sell a security should be
based on investment objectives, current holdings, and other individual factors.

See the Companies Mentioned section for full company names.
Price Target: (12 months) for (BEZQ.TA)

Method: DCF, relative valuations

Risks: Economy, privatisation

See the Companies Mentioned section for full company names.

The subject company (BEZQ.TA) currently is, or was during the 12-month period preceding the date of
distribution of this report, a client of CSFB.

CSFB provided investment banking services to the subject company (BEZQ.TA) within the past 12 months.
CSFB and/or its affiliates have received investment banking related compensation from the subject
company (BEZQ.TA) within the past 12 months.

CSFB and/or its affiliates expect to receive or intend to seek investment banking related compensation from
the subject company (BEZQ.TA) within the next 3 months.

Important Australian and Canadian Disclosures

Restrictions on certain Canadian securities are indicated by the following abbreviations: NVS--Non-Voting
shares; RVS--Restricted Voting Shares; SVS--Subordinate Voting Shares.

Individuals receiving this report from a Canadian investment dealer that is not affiliated with CSFB should
be advised that this report may not contain regulatory disclosures the non-affiliated Canadian investment
dealer would be required to make if this were its own report.

The analyst(s) involved in the preparation of this report have not visited the material operations of the
subject company (BEZQ.TA) within the past 12 months.

For Credit Suisse First Boston Canada Inc.'s policies and procedures regarding the dissemination of equity
research, please visit http://www.csfb.com/legal_terms/canada_research_policy.shtml.

For disclosure information on other companies mentioned in this report, please visit the website at
www.csfb.com/researchdisclosures or call +1 (877) 291-2683.
Disclaimers continue on next page.
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Disclaimers

This report is not directed to, or intended for distribution to or use by, any person or entity who is a citizen or resident of or located in any locality, state, country or other
jurisdiction where such distribution, publication, availability or use would be contrary to law or regulation or which would subject Credit Suisse First Boston or its
subsidiaries or affiliates (collectively "CSFB") to any registration or licensing requirement within such jurisdiction. All material presented in this report, unless specifically
indicated otherwise, is under copyright to CSFB. None of the material, nor its content, nor any copy of it, may be altered in any way, transmitted to, copied or distributed to
any other party, without the prior express written permission of CSFB. All trademarks, service marks and logos used in this report are trademarks or service marks or
registered trademarks or service marks of CSFB.

The information, tools and material presented in this report are provided to you for information purposes only and are not to be used or considered as an offer or the
solicitation of an offer to sell or to buy or subscribe for securities or other financial instruments. CSFB may not have taken any steps to ensure that the securities referred
to in this report are suitable for any particular investor. CSFB will not treat recipients as its customers by virtue of their receiving the report. The investments or services
contained or referred to in this report may not be suitable for you and it is recommended that you consult an independent investment advisor if you are in doubt about
such investments or investment services. Nothing in this report constitutes investment, legal, accounting or tax advice or a representation that any investment or strategy
is suitable or appropriate to your individual circumstances or otherwise constitutes a personal recommendation to you. CSFB does not offer advice on the tax
consequences of investment and you are advised to contact an independent tax adviser. Please note in particular that the bases and levels of taxation may change.

CSFB believes the information and opinions in the Disclosure Appendix of this report are accurate and complete. Information and opinions presented in the other sections

of the report were obtained or derived from sources CSFB believes are reliable, but CSFB makes no representations as to their accuracy or completeness. Additional
information is available upon request. CSFB accepts no liability for loss arising from the use of the material presented in this report, except that this exclusion of liability

does not apply to the extent that liability arises under specific statutes or regulations applicable to CSFB. This report is not to be relied upon in substitution for the exercise

of independent judgment. CSFB may have issued, and may in the future issue, a trading call regarding this security. Trading calls are short term trading opportunities based
on market events and catalysts, while stock ratings reflect investment recommendations based on expected total return over a 12-month period relative to the relevant
coverage universe. Because trading calls and stock ratings reflect different assumptions and analytical methods, trading calls may differ directionally from the stock rating. In
addition, CSFB may have issued, and may in the future issue, other reports that are inconsistent with, and reach different conclusions from, the information presented in this
report. Those reports reflect the different assumptions, views and analytical methods of the analysts who prepared them and CSFB is under no obligation to ensure that such
other reports are brought to the attention of any recipient of this report. CSFB and its affiliate companies are involved in many businesses that relate to companies mentioned
in this report. These businesses include specialized trading, risk arbitrage, market making, and other proprietary trading.

Past performance should not be taken as an indication or guarantee of future performance, and no representation or warranty, express or implied, is made regarding
future performance. Information, opinions and estimates contained in this report reflect a judgement at its original date of publication by CSFB and are subject to change
without notice. The price, value of and income from any of the securities or financial instruments mentioned in this report can fall as well as rise. The value of securities
and financial instruments is subject to exchange rate fluctuation that may have a positive or adverse effect on the price or income of such securities or financial
instruments. Investors in securities such as ADR'’s, the values of which are influenced by currency volatility, effectively assume this risk.

Structured securities are complex instruments, typically involve a high degree of risk and are intended for sale only to sophisticated investors who are capable of
understanding and assuming the risks involved. The market value of any structured security may be affected by changes in economic, financial and political factors
(including, but not limited to, spot and forward interest and exchange rates), time to maturity, market conditions and volatility, and the credit quality of any issuer or
reference issuer. Any investor interested in purchasing a structured product should conduct their own investigation and analysis of the product and consult with their own
professional advisers as to the risks involved in making such a purchase.

Some investments discussed in this report have a high level of volatility. High volatility investments may experience sudden and large falls in their value causing losses
when that investment is realised. Those losses may equal your original investment. Indeed, in the case of some investments the potential losses may exceed the amount
of initial investment, in such circumstances you may be required to pay more money to support those losses. Income yields from investments may fluctuate and, in
consequence, initial capital paid to make the investment may be used as part of that income yield. Some investments may not be readily realisable and it may be difficult
to sell or realise those investments, similarly it may prove difficult for you to obtain reliable information about the value, or risks, to which such an investment is exposed.

This report may provide the addresses of, or contain hyperlinks to, websites. Except to the extent to which the report refers to CSFB’s own website material, CSFB has
not reviewed the linked site and takes no responsibility for the content contained therein. Such address or hyperlink (including addresses or hyperlinks to CSFB’s own
website material) is provided solely for your convenience and information and the content of the linked site does not in any way form part of this document. Accessing
such website or following such link through this report or CSFB’s website shall be at your own risk.

This report is issued and distributed in Europe (except Switzerland) by Credit Suisse First Boston (Europe) Limited, One Cabot Square, London E14 4QJ, England, which
is regulated in the United Kingdom by The Financial Services Authority (‘FSA”). This report is being distributed in the United States by Credit Suisse First Boston LLC; in
Switzerland by Credit Suisse First Boston; in Canada by Credit Suisse First Boston Canada Inc.; in Brazil by Banco de Investimentos Credit Suisse Boston S.A.; in Japan
by Credit Suisse First Boston Securities (Japan) Limited; elsewhere in Asia/Pacific by whichever of the following is the appropriately authorised entity in the relevant
jurisdiction: Credit Suisse First Boston (Hong Kong) Limited, Credit Suisse First Boston Australia Equities Limited, Credit Suisse First Boston (Thailand) Limited, CSFB
Research (Malaysia) Sdn Bhd, Credit Suisse First Boston Singapore Branch and elsewhere in the world by the relevant authorised affiliate of the above. Research on
Taiwanese securities produced by Credit Suisse First Boston, Taipei Branch has been prepared by a registered Senior Business Person.

In jurisdictions where CSFB is not already registered or licensed to trade in securities, transactions will only be effected in accordance with applicable securities legislation,
which will vary from jurisdiction to jurisdiction and may require that the trade be made in accordance with applicable exemptions from registration or licensing
requirements. Non-U.S. customers wishing to effect a transaction should contact a CSFB entity in their local jurisdiction unless governing law permits otherwise. U.S.
customers wishing to effect a transaction should do so only by contacting a representative at Credit Suisse First Boston LLC in the U.S.

Please note that this report was originally prepared and issued by CSFB for distribution to their market professional and institutional investor customers. Recipients who
are not market professional or institutional investor customers of CSFB should seek the advice of their independent financial advisor prior to taking any investment
decision based on this report or for any necessary explanation of its contents. This research may relate to investments or services of a person outside of the UK or to
other matters which are not regulated by the FSA or in respect of which the protections of the FSA for private customers and/or the UK compensation scheme may not be
available, and further details as to where this may be the case are available upon request in respect of this report.

Copyright Credit Suisse First Boston, and its subsidiaries and affiliates, 2005. All rights reserved.
ASIA/PACIFIC: +852 2101-6000 EUROPE: +44 (20) 7888-8888 UNITED STATES OF AMERICA: +1 (212) 325-2000
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