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N7 NVOYI NHAN VOV Sya N PRy 5/2003 1901 NDION DN IIN
PN MNANT 7901 Y915 91NN .0DND

M0 1’3 DININRM N IMIVYN 9373 DINID - INDIIINND PININD
(YN BYV) MNVYP

NoIYN 9272 (directive) MNINN NON NN NNDID INIPRD TINND NSNIN
YO NPIND) MNYP MIIN P2 DNYNN NI MMIYN Y100 NTPNX NN
Y5 DN ONOPND TINNI MNY MPTH MIAVIN (NINND NN 25% DV
OONYNRM 1209 MYUN LMNN AN TUNY NIRRT MAAnh MTmn
1915 INDIPINRA NHNNA MNY MTH MAYIN MNVYP MmN Pa 0Invnunn
TINNN NAVIN NPTNHD Y¥INND DIYVYNN DX P2 ,NNTY 917102 01 59919 0909
STINRD NIAVIN NPTHA YIAP TOIND ON P2 IRNPNND

NDM 272 TPMN — NPAIN 3 NYDIDN DN NDIANN TAX PIN INDN T 7NN
YUNT IRINPND NNHMNNIN TIPY ,DON0NM N2 MYWN 9272 7dPMIN,MNOON
0NN NYAN HYHOND NHDND NP NPVINMDIN MPTHIN

95 Yy, TNN NO2 NWOIN NYNT N 7NN ,NINNK TIRNPN D9 Nipdpn 995 NmyTa
MDY 0P GINY DN NN NN NPYPNN OX .MIAND M»PTIN 15
19IND DN JPPIN IR INYD IWIT MIIND MPTHM |, TINND NINIYIA
TI90) DNVND )N MPTNIY) 1.1.04 =N 1Y NN ,NINN DY TN MP DYV
AN POVIN ,19.3.04 2 ,ASYIMNN OO NYA L(MPNIND DIWMD MONN NN
DNIY MOPN 1272 DO0NY NONPNIN) NPMINN NN NIYN NI DTN NIINN
APY TINNRN YT DY HYVINY MDIP X2 1 )PP 650-D DMNN DOPOVIND
(M5 aYn 25N NN

19IND 1INAY , MTNPH MIXDI APY 1IN (MHVIN LYNY) DXINNVHN YD 90013
PEININN MDY D NIIY DINYOINN WITN Y2)D 153 HY NNYHA NN 1IN

.(Belgian Coordinate center)

NN NDIN NIYIND 1DINPEPND ¥aVNI WINIY - 1IN

790nY My nnY non (CPP2003/785M) 1y91na nnINKY 0oMav 9N
N0IONN NN AWM YTINNN DIYNIN MIVYID NTMYN MIYANID NIYINT MONY
192NN TIOND NN NIVNKN IIPN YAVHNI DIPNA PYIVEPNON YAVHNI NN
NOIONN 2N OT DY 30 DY I .DIMYY DYV DIAINNN DOWNN NN
P2 PN P2 WY OWION DIINN KD ODINVIPNON YIVNI DN DY NIAONN

SOIMNTIN YIIVNPNN YIVNN
Yo D910 (MMP)Y NMOMY MIAID) DIMIYN DI D N2 ,NNONOY 1PMINA
YI7IND YOINNPNON YAVN YIDIWN ODIVEPNON YAV NI1NN NDIDNN 1IN
VINOUNY NN 1D) Y2000 INMINI IHINY'T DXWHN WX DIV Hann ,on
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S MMINDAN AN IN 192NN DY MDY APY PININ SOINPNT YIvN2
.INIPN

VIDOY NN ANND ,NINK NPTHA YIAP TOM DY YTINN DIVN DY DIPN 22D
NN DNN DNVIN YIPN TOM NN NN IYND 1732 IIPYPNN ¥YaVN2
PANI DIWIN DY DXYNN DIYDI DNIND ONNND 1IAVINY MNINA (DN NTII)
.DWNN YV DN

YILNI YHNYN IV YAP TOM DX MIN ND ODIVIPNON YILNN MINNIN
DTINNN OYNIN PI0N DY NN INY IIINNPND

INIVPIN IND MIANY D220 PION 17919 YNV - 3NNV PY

,LAOL Time Warner nmvpnn 1Py v 0IV»RN nvn ,noy Py AOL
MW7 TNy 151 XNIN0PIYA DD PN DY YN DPRY NTNYNN
NP2 TN NV DTN ODYYY L NYYN 92T YTNN TORNPND NPYPNN
(15%) TWaNY

YTY DY 01N DINMDN MIMPY 2)N0N YN 19> VITVIN PPID 0PN TY
IND OO NYYPN TMNIN MR NNT DY T A7NIND DIMPYN NPADn
Mpoonn MHan 1.7.03 -nNn Snn (VAT directive on e-commerce) »NI0PYN
MY MNP PRDVRD TINNT INHD DOYNIVPIN DIYSNNI DOMPY
BALY)a]

PNINDN NI So¥a 23D IMIN? XY PN 19NN IINND_~ N23109)
INDITIND

930702 DN MNVHY DI ,RYNA 7NN ININKD JNIVY PTN PO MIAPY2
172N YD DOYIP IV PTN YWD OPIN .PTN POAY TINYRIT MONMNN
P2INNN ,MINT) AVIN IPNY AP YYD MDY NNYWYN YR NI NIVIN
MMIDN MNXNDNA IRNND DI DX MDY DI RO, NN 25% MNad
Yap VAYNN N2 .DNNT DY IMND IPITND MDD NMINN HYID DHYYNMm
PYD IR MTN TOUNY MPINI MIAVIN JPINY MIIN NYID MM MRNINY
IRIPND TIRD TIANA PDANN NN

NMIND HY2 ON NN XY MNNNN ,MNIND MMY 123D ¥ WD DNN NINVIY
IRIPRD TINRD 2WIN NI

V12 NN - N23N9)

NNONNI NN NININRD NIVIN ,INTVI DN NNNT SO OIPT INNY
— D910 DMYOWYN .MNIN MDD DMPYY 1PV DNYNN TWINY NOVN NIV
2N Y57IXY NN DN 1I2ND N 1IN MDION DY ,DMNDN DIPNA ,DIN»
3 Yv NApNY imputation credit N 9IN NAPIWAN NN PINIONNN DN
ORI DTN AWNMY YVPNITVI I9INT WPy MIVIND DIV 1153 DNy
.CFC mxmm 9% 00 »2>1 ,m7ayn »1Pnn MmN 0w (fiscal unity)
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93NN 951 0YMNN OINIWY NS - NITINY
9NN 9PIN2 MIINN DN PINA DMWY NYNN NNINKD NNDID TPTIY NOVNN
N NI NPONN L1.7.03 N ONN NNXIY PN NN ,NYSND OXNN3a,1.1.04 N
Y7189 1IN XY NNIND MPINT DY PN XTON 22PN 0NN NV P ,MIPND
NPINN ONIND QDN DOIN MPND MMM 22D D) DIND NRNNN .NT TIRND DN
.10% 91w NY10NIN NPINI NIDOIPN NPINN YITN YD YN ,NMNSY MY HY
TNV DNY NMITN DHY NSV NN NNIN D YITI ,MIT MI2NA MPIND 2D

LDYTYTOAYT MDION PH2 DNN NV NOAP TNXY GRIDIN WIN OONIN

NP2 1.1.04 NN ONN DN DMV P MIT MIAND DININWHN DITITT
NN IDON TITTN MDIDN PH2 DHN NV DIAPY TR NN NN NI2ANM
TYPDT APION YA NPHNI DND N NV DPI) . MTNY Navin NHan
(5% 10 INIVY TPTNIVN

D93 0Y 9NRN MINX NN N No98a CEC nprpn Nr9Y NPros - No9y
pR)YALITAPA)

P2 0NN MNX IX MTHN N2 CFC 1 MXIN D NYAIP NN NYTN NPXOD
19IND NDPWNN ,NPPDIN HNANDPIDT NN P2 DNN MINNK DX 1) 1MD2) NN

N T NNoNn CFC 1 mMNMN a5 28.6.02 2 MNMY NP NP0 PND
NPT NI P DN TINK
,MINND NNONL ,MPNN DAY NMINN NIINY /MYTH DN NNNKR D PINT v

Y2)0 1 NPPOaNn vwpnY 1N GN 1PN .CFC 555 ndnin wMoan X DN 19IN2
X M2 CFC mixn mnow

992Y 19112 XYY DN MHN1T NYID 27 NPV NNPH - 2920 MNIN
27NN NIIR IN 2aVIN DIINY DXTND?

,2'TIN NN IN YIWIN DPNRY DIDIY) OD DAY NN MININD ONPN SPIN
TY OHPN MNT AR YIHND DN [, 27NN NPONY NDION PH2 DN DIAYNN
DIVIN MDION DY DN 2PN TN MNYTH NYINT DN .PINA WIapn TVIND
DY YNIANN DN APNN TOWNI ,01I1DT IN NININ SNIDP MNPV Ovan o3
W PNPID DY IMY DN MNVIYI NMITVOND ,NNPNN .DIYNIN HY VI NDIONN
MNYTN WNN KD NTH ,DOPTNIN DYV DPINN PID DIIWNHM NPNI
,ONNN2 OWOINY ROV INAY TN NYTH DX WHND POYY YY DY) TVNa
.29 DN 1DINA DYV MDD AWN>

WD WX MMNON DN NNV 220 DONOINM 10.3.03 1N 5NN, DNPNN 99N
.PNPIDN DIV 29.1.02 -7 INKRD MYPL WD
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June 12, 2003

To our readers:

We take pleasure in presenting you with our newsletter number 207/2003.
This is a bi-monthly publication in Hebrew, which presents summarized
information on the latest developments in fiscal legislation, court
decision, taxes and international taxes.

For our non-Hebrew speaking readers we have included a brief summart

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.



In Brief

o Income tax — Separate calculation for husband and wife
who work in a company under their control
(Item 1 in the Newsletter)

The appellants, a husband and wife who work in a company under
their control, requested from the assessing officer to perform a
separate calculation of the taxes on their income from the company.
The assessing officer refused their request on the grounds that the
Ordinance provides, in such a case, a conclusive dependency
presumption.

The Supreme Court ruled that the presumptions provided by the
Ordinance on this matter should not be considered conclusive
presumptions rather rebuttable presumptions. These presumptions
create proper balance between the interest of collecting accurate
taxes and the means of achieving this, while preserving the values
of the system and the rights of all those involved. The Supreme
Court ruled that the case should be returned to the District Court so
that the appellants may present evidence to rebut the presumption
of their sources of income dependency.

° Income tax — Deduction of research and development
expenses and a provision for warranty
(Item 2 in the Newsletter)

The appellant, an industrial company, received from the Chief
Scientist a “letter of approval” for the execution of an annual
research and development plan. This letter of approval enables the
research and development expenses to be recognized as a current
expense in the year in which they were incurred, whereas expenses
not included in the letter of approval are to be deducted over a
period of three years. The appellant demanded that all the expenses
related to the research be allowed as a current expense, including
amounts in excess of the amounts that were approved by the
Scientist with respect to the plan. The appellant claims that the
approval of the plan in itself means that all the expenses in respect
of that plan are to be allowed as a current expense, even if the
Scientist approved a lower amount. The assessing officer rejected
this claim and contended that only the approved amount is to be
allowed as a current expense and the balance is to be spread over a
period of three years. Furthermore, the appellant had deducted a
provision for warranty that had been recorded on the books in
respect of a commitment to perform repairs during the warranty
period on the products it sold to its customers. The assessing officer
did not allow the deduction of part of the provision on the grounds
of it being excessive.

With respect to the excess research and development expenses, the
Court accepted the position of the assessing officer and ruled that
the benefit that was granted by the legislator should be interpreted



narrowly and not broadly. When the legislator conditioned the
deduction of the expenses that were incurred on the execution of a
research and development plan approved by the Chief Scientist, the
legislator initially intended that the expenses, and not just the plan
itself, be based on this approval.

Since the Chief Scientist did not approve the excess expenses they
are to be deducted in three equal amounts. As to the amount of the
provision for warranty, the Court stated the conditions, the
fulfillment of which make it possible to define the obligation under
consideration as a contingent obligation, as follows: the existence
of a legal commitment in the present which is the result of a past
event, anticipation that economic resources will be required in the
future in order to dispose of the said commitment and it being
possible to reliably estimate the amount of the commitment. After
examining the evidence the Court ruled that the appellant did not
meet the burden of proof regarding fulfillment of the conditions,
and therefore allowed only the partial deduction of the provision.



. Income tax — Expenses incurred before the generation
of income had commenced
(Item 3 in the Newsletter)

The appellant, a manager of a shopping mall, requested to allow the
deduction of advertising expenses in respect of the period prior to
the date on which it began generating income from providing
services to the lessees of space in the shopping mall. The assessing
officer did not allow the deduction of these expenses and contended
that they are pre-operation expenses of a capital nature, the
deduction of which is not allowed.

On the basis of a previous ruling, the Court decided that the first
date of business (the date of opening the shopping mall) is not
necessarily the first date on which income was generated.
According to the management agreement, the lessees began
receiving services 30 days before the shopping mall was opened
and therefore this is the date on which the appellant began
operating and only the expenses incurred before that date will not
be allowed.

. Value Added Tax — The imposing of VAT on income
from the forgiveness of a loan by the State
(Item 4 in the Newsletter)

A company, which is registered as a “dealer”, signed an agreement
according to which the State forgave part of the loans it had granted
to the appellant. The assessing officer contended that VAT should
be imposed on the income from the loan forgiveness since it
constitutes a contribution, support or other assistance received by a
“dealer” (as stated in Section 12 of the VAT Law).

The Supreme Court accepted the position of the assessing officer
and ruled that the appellant should pay VAT.

° Income tax — Additional deduction for residents of Eilat
and the Arava for a taxpayer adopting the dollar tax
regulations

(Item 5 in the Newsletter)

The appellant is a foreign company which keeps its books
according to the dollar tax regulations. Since the company has
fixed assets, which are in use in the Eilat area, it is entitled to a tax
benefit calculated by means of an “additional deduction”, which is
a percentage of the “ordinary” depreciation calculated in respect of
such assets. The appeal related to the technique of applying the
“Eilat regulations” to a taxpayer that applies the dollar regulations.



The Court ruled that the original price is to be calculated according
to the shekel value and not the dollar value, that the deduction is to
be allowed on the basis of the depreciation as stated in the
depreciation regulations according to the Adjustments Law and that
the deduction is to be carried forward from year to year according
to its dollar value, subject to the total amount of the deductions not
exceeding 50% of the “historical” original price in shekels.



Betterment tax — the right to an exemption from tax on the
sale of an apartment received following liquidation of an
association

(Item 6 in the Newsletter)

The appellants were shareholders in a property association, which
owned a lot on which an apartment building was built. The
association was liquidated (voluntarily) and the apartments were
registered in the name of the appellants, all in the framework of a
transaction exempt from betterment tax (according to the
provisions of Section 71 of the law). The appellants sold
apartments they had received from the association and they
requested an exemption from betterment tax, based this time on the
“temporary order” that provided an exemption from betterment tax
when an apartment is sold in the “prescribed period” (between
January 1, 1992 and December 31, 1996).

The Supreme Court accepted the position of the appellants and
ruled that the intention of the legislator when promulgating the
temporary order was to encourage the sale of residential apartments
in the prescribed period for the purpose of increasing the supply of
apartments on the market. As to the purpose of the exception to the
said exemption in the temporary order, it seems that at the time the
clause was legislated the legislator had meant to prevent the
artificial transfer of property rights from one taxpayer to another
taxpayer, at no cost, and to prevent the rights being sold by the
recipient with an exemption from tax. Nevertheless, the liquidation
of a property association cannot be considered to be this kind of tax
planning, because the liquidation cannot be considered a change in
the economic nature from the point of view of ownership over the
asset.



. Legislation update: value added tax — annulment of
Regulation 12A(d) of the VAT Regulations
(Item 7 in the Newsletter)

Amendment 23 of the VAT Law, in effect retroactively from July
1, 2002, changed Section 30(A)(5) of the law, which provides for
the payment of zero rate VAT on services rendered to a foreign
resident, subject to the fulfillment of conditions provided in the
Section and in the Regulations.

The amendment provides that “when the object of the agreement is
to provide service also to an Israeli resident in Israel, and not just to
a foreign resident” then a zero rate VAT will not apply rather VAT
at the full rate.

Furthermore, Regulation 12A(d) was annulled retroactively by the
Supreme Court, which ruled that certain of the restrictions provided
in the regulation were promulgated without authority.

. Legislation update: income tax — adjustments relating
to Section 102 (employee stock option plans) in a
merger or split
(Item 8 in the Newsletter)

The Income Tax Commission exercised its authority under the
Income Tax Ordinance and published the following principles

effective from January 1, 2003.

The main principles are as follows:

Shares that were allotted in an absorbing company, for the purpose
of replacing the shares that were allotted to an employee of the
transferring company in the framework of an allotment of shares
through a trustee, will be deposited with the trustee and considered,
for every intent and purpose, as if they had been allotted by the
absorbing company from the start.

Shares that were allotted in a new company to employees who were
allotted shares through a trustee by the splitting company, as part of
a split according to Section 105.A(1) of the Ordinance, will be
deposited with the trustee and be considered, for every intent and
purpose, as if they had been allotted by the new company from the
start.

Time sequence — With respect to the allotment of the
aforementioned shares, the end of the period will be from the day
on which the shares were allotted in the framework of an allotment
through a trustee by the transferring company, or the splitting
company, as relevant.



Allowing of expense — Subject to that mentioned in the Ordinance,
an expense will be allowed for the company that is the employer of
the employee on the date of the tax deduction and its payment to
the assessing officer.

e Betterment tax - data bank on similar property
transactions
(Item 9 in the Newsletter)

The amendment to the Betterment Tax Law grants the Betterment
Tax Administrator the authority to keep a “data bank™ that will be
open to the public. This data bank will include details on sales of
property rights.

Regulations that were recently published provide the manner by
which the data bank will be managed and the details that it will
contain. The purpose of the data bank is to help the taxpayers in
obtaining information on property transactions similar to those
executed by them, and it will be open to the public.



e Income tax — current updates
(Item 10 in the Newsletter)

The Newsletter contains a review of certain updated amounts in the
income tax regulations and orders as well as the extension of
certain regulations.

e Income tax circular — Amendment 50 of the Law for the
Encouragement of Capital Investments
(Item 11 in the Newsletter)

The purpose of Amendment 50 of the Law for the Encouragement
of Capital Investments is to provide incentives in the form of tax
exemptions and reduced tax rates in respect of the construction and
expansion of approved enterprises in development area A, which
are owned by cooperatives and partnerships, as they are defined in
the law. The amendment was intended mainly for kibbutzim and
moshavim that own approved enterprises, which were approved
between January 1, 1997 and December 31, 1999.

e Income tax circular — establishing the date of the
merger/split
(Item 12 in the Newsletter)

A provision was added in the framework of Amendment 123
according to which a merger/split can be executed under certain
circumstances at the end of a quarter or during the year and not just
at the end of the year. The circular describes the circumstances, and
discusses the types of entities that are entitled to execute a merger
or split, the reports the companies participating in a merger or split
are required to submit, the manner of offsetting losses in the years
subsequent to the merger or split, the period of restrictions that will
be determined, a merger in which a cooperative is a participant and
a restructuring in which property rights are transferred.



° Rate of depreciation on acquired goodwill and the
implications of the proposed treatment — draft income
tax regulations
(Item 13 in the Newsletter)

In March 2003, the Income Tax Commission published draft
regulations regarding the amortization of goodwill for tax purposes
at the rate of 10% per year. The draft discusses, inter alia, the
exceptions to the allowing of amortization. The draft regulations
provide that they are effective retroactively from January 1, 2003.

e The emergency economic plan — review of the taxation
changes
(Item 14 in the Newsletter)

The Knesset approved in the second and third reading, the law bill
on the plan for the recovery of the Israeli economy, which provides
legislative amendments in order to achieve the budgetary objectives
and the economic policy.

The Newsletter provides a short review of the changes in the

various tax issues.



	äîòøòøú, àùø ðéäìä ÷ðéåï, úáòä äå�
	
	äîòøòøú äðä çáøä æøä äîðäìú àú ñô
	áéú äîùôè ÷áò ëé éù ìçùá àú äîçéø�
	
	
	áéú äîùôè äòìéåï ÷éáì àú òîãú äîò



	áîñâøú úé÷åï 23 ìçå÷ îò"î, áúçåìä �
	áúé÷åï ð÷áò ëé "ëàùø ðåùà ääñëí ä�
	áî÷áéì, áåèìä øèøåà÷èéáéú ú÷ðä 12�
	îèøú úé÷åï 50 ìçå÷ òéãåã äù÷òåú ä�


	äòåáãåú
	èòðåú äöããéí
	ðôñ÷

	2.îñ äëðñä - ðéëåé äåöàåú îç÷ø åôé
	äòåáãåú
	èòðåú äöããéí
	
	áòðééï âåáä ääôøùä ìàçøéåú – áéú �
	áéú äîùôè îâéò ìîñ÷ðä ùääôøùä ùð�



	òåáãåú
	äîòøòøú: ì÷ñï éùøàì
	äòåáãåú
	ñìò äîçìå÷ú
	ðôñ÷
	6.îéñåé î÷ø÷òéï - äæëàåú ìôèåø îî�
	ùðú÷áìä áôéøå÷ àéâåã
	äòåáãåú
	ñìò äîçìå÷ú
	ðôñ÷
	äòøòåø ðú÷áì.



	7.îñ òøê îåñó - áèìåú ú÷ðåú 12à\(ã�
	5.äèáåú ìùèçé ôéúåç:
	6.òéãåã ôòéìåú áîñâøú ùåúôåéåú:


	ð÷áò ùçáøä îùôçúéú ùäúàâãä îéåí �
	éöåééï ëé òì ôé úé÷åï 132 ìô÷åãä ì�
	8.âáééú îñ ñåôé áðñéáåú îñåéîåú
	îñ ñåôé ùçáøä çééáú áå
	ð÷áòä àôùøåú áî÷øéí îñåéîéí ìâáå�
	
	àé äòáøú îñ ùðåëä áî÷åø
	âáééú îñ îáòì úô÷éã áî÷øä ùì äøùò
	9.äçîøú äòðéùä
	11.òéëåá äçæø îñ áäìéê ùåîä
	12.äâãìú òðéùä áâéï ãéååç ùâåé ìî�

	îéñéí ò÷éôéí
	áéèåç ìàåîé

	In Brief

