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MINIIN ANYLY DINYN 1IN ,DXINNT NPT NPINI NVAY NYPIN PIYY
Y YV DTN NYT RD T99) ,NNINN VY

P09)

PPOYY MOMYN NN DYDY DPTIY N NPRIN 1IN D Nyap DTN
N 927N TOUNY , 0NN NIMVIY DXN NNAY TINIT MOMYN NIdN 7D DM
,NAVY) PYPIPN MDD PINY 47 PYDY DNNNA ,NT DN MDD INIT DWNN PNV
9% DMINYN VP KO IWAT XD H¥191 ON D) ,1963 — HoUn (MWD NN

0NN MINVOHY YN NPT DY NN DY

SINTY NYIYN
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YV NPOYY PYNND N9 NPT NYAP - NVIdN DN LT

DI NN
(19.3.02 DY NN XHINNN LIV NP2 2392 5105/97 NIY)
DY IPN.T NI
NN NNV TP : DWNN

mMTaIwvn

P2 050N DAM 1995 MIYA . TIRPIVIN NN NI 99% -1 NPPINN NIWIVHN
NN 75% 399 NNPN TINPIVIN 1D ¥YaAP) 050NN NNDNA .39 PAY ,NIVINN
NIWIYNY NXPN GONY ,NPIND YW 1PN 19D NNNNA 1YY YINN NMNNN
S5Y DDV ’NNDA THITT” HAPD MDY DD MPNY PN NIV NND NNV
PN XY NOPNN OINA .OMYTIN DMDYNI ONY 4 Tvna Mmwd $650,000

DYDY MDY D5 NN NN

TINPIVIN NIINDY TIY IRTI) NIWIWNID 1NNYIY DIMIDY 21D NAPNNM 39
DONNT PN P ND ONXY NIND NHTTN NPYND DPXaDn DN P
NOVYYN DY ¥yaPI TIY .NIWIVHD DIMOYNN NN NN NNNYA (9) NN OOWN
92 NN P IVAD TP YT NWIVHN DR DY PYd (1PN 197) NIYIYNI

SOTITDTIN IOV NAPN

95 NIYN NNIN YI190) PADY DYTINN P2 90N 050N DNNY 1997 MV Tonna
392 ,7171920 117 VYNY S TIRPIVING NIYIVHIN DY MNIN NN NI

NPIYNND Yoo

NP 75% NPON NN NIWIWNN NYSIAY TPIPHNNND DPOYN ONN
99 DAPNNY DININY IV DITITTN MMNODY NINNT NNRDYLT9D TIRPIVINA
21PN N9IYA MIYIWNY TIRPIVIN NNNPNIY #NT152N NN P2 0O0NN
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P09

92YTHY T DY DWHPIANNN DNINDID DIDMP YD YAP) MTIYN NN JNA VOVNN N*2
21PN 19 Y9 DY NNVYI NPINND PN 75% NNRNPN N0 DI 71910 NPoYA
YA NI INPIN TPNMNY NI12NND NIVYNHD TITPHAN IRYPNA IV 1PNV KX
D2 NN 1PN MYV ,NTIN NIPHNI NIPY 29D NXPNRN 112N NIND
INY TPINN NPN 0NV 4 DY NPNY URIN WIP DD ND2 NPT
NY 19V ¥12Pp D190 XY NNINN W1AP NN YD 7972 7PHYA NN N1O1THN N2

192NN YNNI P NN YRIN NN NN

Y 7172 1NN NVXOYN MO NN DY NNNR NPOY 11D 92T HY ININDND
DY50 NNNN ,2)7 )2 7PN 199V 9INA PPNVPITN NATNMI 199 NN NP
DM 189 MIYLN NX Y2APN X VAYAN 112 .12 TPMIN I THTTI ININD
NPN O¥IVPITN 92N NPYD DINY IN NN NRXPNY ONY NIWIWNN Y

DYIAND TN NIPR IWN 77PINTY ININ NIV IN MDY

INTY - DIYAN MIT GON NIYIWNY 19 DY DIMOYND NNDIN YT NaApn Pvd
SNRD NNIYLY HVAYNI NTLIY DIV NXNI X2 NP TN ANYL

22792 ANTI NYHIYN
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MINDIA MO 1

MIINDI MU 10Ty .8

17 AN YN PIN NYEN = DTN

NYXNY XLYVLN (2002 INI-TINIY) 199 DN NI YWY DIDIAY TwHNI
VINDID NYOIND 2002 DM YTINA DYNM PIN NYSNY 1597 MONINI PN
DONNI PN NN NMN NN NVIY AN P, MIYY PINN NYSN OVIIN
NIV DY NODIdN NMPNY NPINN — DN NVN NYAPY DNINNDNN DININND
IN NPXAIN D) NPIN DY NUPY IX NPIN 1PN PINIAN DN ,NIIONIN NN
PN IN PINDH MPPYD NYYA NN NN NPIMND 1IN L(DINN TIY M)
PPV IN PN NPINNN NI PIND NYSNA ONITHIND MINDNI NP

.10% 9y Ny

22% Y MHIINN DN NYY NNNONY NYSN = NAND

VNN 2003 MIVN NN 22% Y 24.5% N MIANT ON NNNSNY PIN NYNN

imputation system -n N YV25 YXIN PIND NYSN NN ONPON VINIIAY
NP> 172NN NN HLPY DN .NAPDI NOPN (TITT NDNY ONONHNN)
0NN NNV PN TITTN NDIIN YND

N INNYY ,NPN) MONNVIVLN NVIWN DY NDDIIN NANPDA DHN NVY
PN NP OHN NV OMIPNN 292 P NNT 127N (MANPDI NP
MADY MNIN PRYNY NYY |, TITTN NDIIN NDN TITA MIWIND NPV
.D»NMINDI DN 12D 13995 NANPOY

Y9591 PINNN NI TNYY 7972 N KN
2NN NINNND NNOYY TTIYD T DN I¥INN NNINND WD MNY MPTH

11-n DN TONPINAND 1999910 AR TTIVD TYN WX PN PPN 27haNa
MYUTN MYPYN THYD 1¥TYN AUX 0NN OINN ONONN PIHM 92H0VI0A
-TH NS NADIN PN P2 DI YNONN NINNND YYIRNNY DOPOYY YO
IUN ,PIN INTITHIND SPOY TN NYIDT DY INURIN MIYY 30% NYWa Ny
TINT NOINM 2004 72HVHDA 11 9% 2001 92NVIDA 10 -N INKD YO
DV DMPDY DXTOIN MNTIP DNV PIAYNY MIYIND DY DIDNDN DONINI

DMV vNNY D»NIVN
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N Y097 27DN P2 ¥ NAYNN 00N NVYY

NOYL Y A7NIN DY NNODN Y15 WHN RN o) off-shore N My
YR NAONN PTOND MNTHN YV MANNN NODID DLV YN NIDNN DION
Y5 XY OYIN,DYNRIN DMIPNY 1 DYDY DOVYNY TYN YW DMPNa N
) NI ,050N 1Y DPWD NN YN DX .TDPUMOVINX YN NAYNNY YT
Mapya MOINN MPTH Oy DT DMOONY DDA wHvwd 0N TH0NN
OECD -n 1IN NNnYn nNoNna yasy by oo X MY marnnnm

0NN HOVOPNI

17972 793NN ©NI NYY HHNNSN

DTN NAXN NN YT TUR NIANY 2INT 19INT MIINN DN NYYW NNOY 2
MAXNY NN 229 32.5% -) 33% ,34% -9 35% -N NNOY DN WY .ONYY
12.5% W 10% ,5% -2 9TN ,MNTP DIWY 0N 19N ,)NOY DOTIWN

2211 IXIND W OT HY WAP> NNSINN DHN NPV NYAPY DININD .NHNNNI

onn r0vpna OECD -1 P9I nnnbn

.09 DOMPN DHN SVOPNI NHNSH OECD -N NIN DM DIV 190N MiN
L, 27NN JNO NITH 0) Y910 DSIN NN IPYI) NN MPTNI 30 D910 )IIIND
OIPINT NPITNY MNNN PIDND NIVND ONY DY IUR ( TP MIIVOIN
TR P NYOHI

(PPN DN NPT DY MTTANDY INIMOY T INIRND DD 1998 mva
MPTH TINM2) 'DYPI3 DN MVWN XIND NN NYTN NIV /TN YYD Y3
.2005 MV MDY TY 209 19IND 1IN DN MOVWN NN YO0 YVOP NNNNHN
VTN L,DNPTNRI DNN MIOVWN HY NNWY 1DNN VO MPTH MITINN NND
Y11 HATNN NYNI YXDVPAR NDWI NPV SV NYIITH PIMIYIT DR PDIND
DTN DMN DY MAYPYY

DY N2 GNYY YNIND 2192 2PNNNY WPIANN DN SYVIPNI MNMD’ TYN NN
Y1919 NAYNN MODN DY DINND MIAYNNN DY DINND MIYNRI UXIDY ,)NIND
AIND MDTH DY MYPY

YN NAYNN 050nY SN IR OECD -n 1IN DDY9 2002 919N wTina
WIAN WYX DN OVYPN MPTI PNDIRD MIAN YT DY N I TINN 0N Y3
YT NAONN NODNY VITIVD YIP HTIND JNIND OY NDWI GNYD Ma»nnn
Sy DINND MTHN MDD 10D DY WY PIIRN IMN NINITY 29D DMDVPIN

YT NAYNNY ©YI50N
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0NN VYN NN MIYY MAMNNN IYIN TUN UM YVLPN

N2W GNYY 2NV J9INI 1NNN DN OVIPN MPTN YV Y DNINND DXVWTINA
AN MIAYIN MIIN PHI MPPYY ¥ PN NN Iwanyy OECD -0 N oy
,90aN ,BVI 7P 9N 052991297 ,9059929) NN NNINY NN MPTHN P .ITH

LNNNA PINY 9139) ,5097)

ININMN PN YN N PIVVIVIY 199295 AN ;2002 DPION WTIND D)
D»NX OECD -N 1IN .A9Ia 4NWY M99 JUN MPTNI YININRD YT HY 13100
ANIND DY NI GNYY 127D IWR MINTN DY NPXPID P02 5 13ya

DPNNINDY 1IN 12 0NN NINN

TNXY DPHONNN VDY VIV MPINN 22N DXPNY NN NPYINDI MIIN
NPITHY MPTHN SNV P2 DNHN MINNN DI TIN ITIN MDY NYNN /NYPYin
.DVPNMINDA NN offshore-n

TANNY DMWY WX ININNRD MY MNHDN 190N NI2Y DPXNIND NN
MIN9N PTA OOPIN I90N PPN ,THPYUNT ION DN VIDOY DY NUTIND N»N2
mmab pinn ppm ,offshore -n mAnan Yy o) SN w7 MmN PN o
offshore -n mHan MY TINRD DD XY JUN DDA DINPYN
5Y NNNN DPHONND ,NHIND NN TNV MY INN NPMPHNN MIANM
0NN VOPR NPT NPW O OECD -N PN MINNN INNR XN MIA»NNN
MPY PINAD DNIMNDL D WTIN DPINND YNNI DHN NMNVIY ,NNINKD
TINRD NN NNYD XD OO NNYPN DNN MINN DY DMOIYINN DXOUPIONI
INND DY NYID 91N NPIVON NP 2N J9IND DY2ND 190N NNT ,NNNY
VTN NAONN 2DIDN DY NN DN MNTNH NIRIIN DI
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In Brief

o VAT —Changein therate of VAT to 18% - effectivefrom June
15, 2002 (I1tem 1in the Newdletter)

As part of the emergency economic plan it was decided to change the rate
of VAT from 17% to 18%. The said change will apply also to “salary”
and “profit” of a “financial institution”. Furthermore, the rate of VAT on
salary to be paid by a “non-profit association” was changed from 8.5% to
9%. These changes will be in effect from June 15, 2002.

° Change in the authorized dealer number of VAT combined
dealer partnerships and the issuance of certificates for
partnerships
(Item 2in the Newdletter)

As aresult of the asymmetry between VAT and Income Tax with respect
to their different approach to the matter of taxing a partnership, there is
often a disagreement between the authorized dealer number appearing on
the invoice and the income tax file number appearing on the tax
withholding certificate. In order to solve this problem the numbers of the
partnerships registered as combined dealers were changed and a new
procedure was provided regarding the issuance of tax withholding
certificates and regarding the issuance of certificates under the Public
Bodies Transactions Law.

These provisions provide that in respect of combined dealers for VAT
purposes, in addition to the origina authorized dealer number the
following words will be printed on the tax invoice: “ Reported for VAT
purposes as combined dealer no. 557 XXXX”.
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° Income Tax circular —Limited Liability Company —L.L.C.
(Item 3in the Newdletter)

Israeli residents often operate in the USA through an American L.L.C.,
which, in accordance with American tax laws, is considered a transparent
entity the income of which is considered the income of its members.
Such a company is used many times in order to reduce tax payments in
Israel. The circular presents the tools by which the Income Tax
Commission believes it is possible to deal with the tax planning for
whichal.L.C. isused.

e  The deduction of depreciation from the cost of the purchase
even though it was not recorded as an expense for tax purposes
(Item 6 in the Newdletter)

The matter relates to aregistered partnership that sold an apartment. The
Tax Authorities wanted to deduct “depreciation” from the cost of the
asset in their caculation of land betterment tax, even though the
partnership did not deduct depreciation as an expense while using the
apartment for the partnership’s business. It was provided that with
respect to the reduction of the purchase cost, when calculating land
betterment tax it is enough that the partnership was entitled to deduct
depreciation and it is not necessary that the depreciation actualy be
deducted.

. Income Tax — receipt of a preferred dividend instead of a
transaction for the sale of shares
(Item 7 in the Newsdletter)

The appellant holds 99% of the shares of a company. In 1995 the
appellant and its controlling shareholder signed an agreement with a third
party according to which the company will allot to the third party 75% of
its paid-in share capital. Concurrently, the company will allot to the
appellant a “preferred share” which will confer upon it the right to

22



receive a “preferred dividend” in the amount of $ 650,000 in monthly
payments. The allotments were made only at their par value. As part of
the transaction the appellant gave up its right to sit on the Board of
Directors.

The Assessing Officer considered this to be a capital transaction in which
shares of the company that were held by the appellant were sold to the
third party. Accordingly, the Assessing Officer determined a value for
the transaction and imposed capital gains tax on the appellant. The
appellant argued that the share alotment is not a“tax event”.

The Court ruled that the transaction is a capital sale of the right or the
power to make decisions in the company, in consideration for an amount
presented as adividend in respect of the preferred share.
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June 9, 2002

To our readers;

We take pleasure in presenting you with our newd etter number
201/2002.

Thisis amonthly publication in Hebrew, which presents summarized
information on the latest developmentsin fiscal legidlation, court
decisions, taxes and accounting.

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

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

Yourstruly,
Somekh Chaikin

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