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In Brief

o Allowance of expenses for tax purposes
(Item 2 in the Newsletter)

A recent Court ruling which discussed the allowing of expenses for tax
purposes in respect of services rendered abroad and the manner of proof
when the allowing of such expenses is requested provided, inter alia, that
there may be a conflict between two opposing considerations: one is the
difficulty the Tax Authorities have when examining whether the service
was indeed provided and the other being the difficulty the taxpayer
sometimes has in obtaining the documentation from the foreign service
providers. Of these two conflicting interests usually the interest of the
Tax Authorities should be preferred, as the party which ordered the
service can use its economic power.

On the one hand, the assessing officer claimed that there was no such
expense and on the other hand claimed that the expense should not be
allowed because tax was not withheld at source. It was ruled that the
assessing officer cannot disallow expenses on the grounds that tax was
not withheld at source without this reason being specifically stated in the
assessment. Moreover, the assessing officer is not allowed to present
contradicting alternative claims.

e International Tax Unit (Item 3 in the Newsletter)

The purpose of an operative instruction recently issued is to provide
details of the subjects which will be handled by the recently formed
International Tax Unit, its methods of operation, the structure of the unit
and the relationship with the various units of the Income Tax
Department.



Inter alia, it was provided that the unit will prepare assessments, handle
legislation and prepare circulars, provide certificates for the withholding
of tax in respect of transfers abroad, make preliminary decisions
regarding international transactions, collect information abroad, study
taxpayers which have significant foreign investments, study tax plans
which exploit tax treaties and manage the issue of transfer prices on
foreign sales.

o Examination procedure and rules for determining the
allowance of a tax credit in respect of a contribution to a
public institution
(Item 4 in the Newsletter)

An operative instruction from 1994 provided for the first time procedures
of examination and rules for determining the allowed tax credit in respect
of a contribution to a recognized public institution in accordance with
Section 46 of the Income Tax Ordinance.

Recently, following a comprehensive examination of the subject,
recommendations were formulated in order to improve the operating and
control system.

As aresult, the above mentioned instruction was revised, updated and
expanded.

The instruction discusses the alternatives for allowing a tax credit as well
as the list of institutions recognized for contribution purposes and the
validity of the permits granted to such institutions. Furthermore, the
instruction discusses principles of methods for raising contributions
(money or money equivalent), contributions in the framework of
participating in a lottery, contributions in respect of which a
consideration was received etc.



e National Insurance Institute— examination of the status of
shareholders
(Item 6 in the Newsletter)

In March 1999, for the first time, two rulings were handed down which
indicate a change in the approach of the National Labor Court regarding
the status of shareholders of an incorporated company who are the
owners of the company or part of the owners.

Until then, labor courts (in most cases) did not perceive the shareholders
as salaried “employees” of the company even if it was proven that they
had actually carried out work and national insurance was paid for them as
employees.

In the said rulings the Court provided three tests which will determine
whether the status of such a shareholder is that of an “employee”, an
“independent worker” or of neither an employee nor an independent
worker. It was also discussed and clearly defined, who are the
“exceptions” that also work for an incorporated company and are also
controlling shareholders of the company.

The National Insurance circular reviews the said rulings and emphasizes
issues according to the point of view of the National Insurance Institute.



April 15, 2001

To our readers:

We take pleasure in presenting you with our newsletter number
191/2001.

This is a monthly publication in Hebrew, which presents
summarized information on the latest developments in fiscal

legislation, court decisions, taxes and accounting.

For our non-Hebrew speaking readers we have included a brief
summary of certain of the articles in English.

We are always ready to respond to your questions on these and
other matters.

Yours truly,

Somekh Chaikin

This newsletter is for information purposes only and its contents
are not to be construed as the giving of advice or the rendering of
an opinion.



