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In Brief

° The forgiveness of a debt as taxable income and adjustment
of the capital entitled to protection
(Item 1 in the Newsletter)

A recent court ruling discussed a case in which the appellant received
shareholders’ loans from its parent company. Subsequently, in the
framework of an agreement to sell the parent company’s holding in the
appellant to a purchaser, who undertook to guarantee that the appellant
refund a certain amount to the parent company (less than the amount of
the loan), it was decided that when this lower amount is paid the full
amount of the appellant’s debt to the parent company will be
extinguished.

The Court ruled, inter alia, that it was not the entire loan that “changed
owners”, but only part of it — the same part which was guaranteed by the
purchaser, and that the appellant was forgiven the balance of the loan.
The result is that the parent company forgave the balance of the loan
from the appellant and therefore the appellant is required to pay tax in
respect of this amount, as contended by the assessing officer.

Furthermore, Section 21 of the Adjustments Law was discussed,
according to which wherever the taxpayer knowingly did not include
certain amounts in his tax return and they were added to his income by
the assessing officer, the taxpayer will not be allowed to include such
amounts in his adjusted income and the deduction provided by law is
obviously lower (this is an additional incentive for the taxpayer to
prepare a true tax return).

It was ruled that it is insufficient that the appellant reported the amount in
the tax return in order for it to be excluded from Section 21 of the
Adjustments Law. As the appellant was not the one to classify the
amount as taxable income and this was done only at the initiative of the



assessing officer, thus increasing the taxable income, the appellant is not
entitled to the protection of the Adjustments Law neither in the first
consecutive year nor in the following years since the sanction provided
by the Law in Section 21 is not in respect of the specific year in which
the tax return was filed but is in respect of the amount not reported.

° The recognition of a loss by a contractor and the allowing of
a provision for tax purposes
(Item 2 in the Newsletter)

A recent court ruling discussed two issues, one regarding the time a loss
incurred by the appellant from the sale of a lot and building should be
reported and the other regarding the right of the appellant to create a
provision for a contingent liability.

The Court ruled, inter alia, that Section 8A(c) of the Income Tax
Ordinance applies the “Completed Contract Method” (according to
which it is required to report income only when the work is completed)
to a contractor who builds for inventory and when the construction
exceeds one year. Such a contractor is paid only when the building is
sold, when construction is completed, and it is unjustified that he be
required to report income already at the stage of construction as he does
not receive any income. The section provides that the contractor is
required to first report income only in the first year in which the building
is fit for use. On the other hand the same principle applies to the loss
from the building and it cannot be offset in the tax years before the tax
year in which the building was first fit for use.

On the matter of a provision for a contingent liability recorded by the
Company following the opinion of its attorney, the Court repeated the
principles for allowing a provision for a contingent debt and ruled that
the fact that in the statement of defense (the claim for damages in respect
of which the provision was recorded) the appellant rejected the debt and
raised objections to the assertions of the plaintiffs’ expert does not add or
detract from the issue.



. Determination of the interest rate
(Item 3 in the Newsletter)

An Income Tax circular recently published presents the changes
determined in the Income Tax Regulations regarding the interest rate for
Sections 31 and 3J of the Income Tax Ordinance. The circular explains
the situation before and after the amendment and illustrates the changes
where reflected, including in cases in which the indices are negative.

. Amendments in legislation — the deduction of certain
expenses
(Item 5 in the Newsletter)

An Income Tax circular, published following an amendment to the
Income Tax Regulations discussing the deduction of certain expenses,
presents the position of the Tax Authorities regarding refreshment
expenses, board and breakfast expenses, clothing expenses, and
telephone and parking expenses.

. The non-application of the calculation of an inflationary
addition or deduction
(Item 6 in the Newsletter)

A letter of the Income Tax Commissioner determined that in light of the
0% increase in the Consumer Price Index for 2000 and the difficulty in
applying the formula provided by the present law, a taxpayer to which
Chapter B of the Adjustments Law applies will not be required to
implement the provisions of the law regarding the calculation of the
inflationary addition or deduction.



March 12, 2001

To our readers:

We take pleasure in presenting you with our newsletter number 190/2001

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.



