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In Brief

. Income tax - Taxation of owners’ withdrawals - earned
income for a controlling shareholder
(Item 1 in the Newsletter)

A recent ruling of the District Court that was handed down on November
30, 2003 on the matter of Avigdor Shmuel provided that the amounts of
purported loans from corporations to their owners where the amounts of
such loans have increased over the years and such loans were linked to
the inflationary index alone, without any legal documents confirming
existence of such debt, will be treated as earned income of the controlling
shareholder, and subject to tax as such. This ruling repeats the rule that
was provided by the Supreme Court in the matter of Rami Lev.

. Income tax - Taxation of the sale of “goodwill”
(Item 2 in the Newsletter)

On December 15, 2003 the Supreme Court handed down a ruling on the

matter of Shlomo Sharon and others. The ruling relates to events that

occurred prior to the January 1, 2003 effective date of the tax reform, and

the July 1, 2003 effective date of regulations allowing the amortization of

acquired goodwill.

In its ruling the Court provides three principal considerations regarding

the term “goodwill”:

1. What is goodwill according to its definition in Section 88 of the
Ordinance;

2. Under what circumstances can a person sell or transfer goodwill; and

3. How should the goodwill component of a transaction be calculated.
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e Value Added Tax - Development work in exchange for a waiver
of levies
(Item 3 in the Newsletter)

On February 2, 2004, the Supreme Court ruled on the matter of the VAT
liability of transactions where a municipality waives the payment of
levies in exchange for the execution of development work by a “dealer”.
The ruling was that these acts should be considered an “exchange
transaction,” with the dealer accordingly required to pay transactions
VAT with respect to the value of the development work

. Value Added Tax - The imputed interest rate for calculating
VAT
(Item 4 in the Newsletter)

On January 7, 2004, the Supreme Court handed down a ruling on the
matter of Mishkanot Clal Mediterranean Towers Ltd. in which it
considered the question of the imputed interest rate that is to be used in
imposing VAT on a dollar deposit of a resident in a senior citizens’
home, when the amount of such deposit returned is linked only to the
dollar, but does not carry any stated interest. The ruling provided that the
imputed interest rate on such a dollar loan should be determined
according to the acceptable rate in the market of dollar loans.
Accordingly, it was ruled that the interest rate in this case would be
3.25%. It was also ruled that the VAT component is included in the
3.25% interest stated.
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. Value Added Tax - Service provided to a foreign resident and
zero rate VAT
(Item 5 in the Newsletter)

On February 2, 2004 the Supreme Court handed down a ruling in the
matter of Gelman Finch Ltd. in which it was determined that a zero rate
VAT should be allowed with respect to a service provided to a foreign
resident in accordance with the VAT Law, as it was prior to Amendment
23 of the law. It should be noted noted that this amendment limited the
conditions under which a zero rate VAT is allowed.

. New legislation - The Retirement Age Law
(Item 6 in the Newsletter)

The Retirement Age Law was recently legislated for the purpose of
comprehensively arranging the matter of the retirement age in Israel. The
age of retirement was defined in the law as the age, that when reached, a
person is entitled to retire from work and to receive, under the
circumstances provided by law or agreement, a retirement pension.
Generally the retirement age was set to be 67 for men and 64 for women.
The Law defined the age of 67 as mandatory retirement and the age of 60
as early retirement. The Law also provided transitional tables according
to the month of birth so that the retirement age would be raised gradually
until it reaches the new retirement age. Furthermore, the exemptions and
benefits that were granted in the past to the retirees of the security force
were cancelled.

. Amendment to Income Tax Regulations - Use value of motor
vehicles
(Item 7 in the Newsletter)

The Income Tax Regulations regarding determination of the “use value

of motor vehicles” were amended. The amendment provided for, inter
alia, adjustment of the amounts once a year instead of every quarter, and
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defined 7 groups of motor vehicles instead of the 6 that were defined
before the amendment.

. VAT circular - Clarifications following the change in the rate
of VAT
(Item 8 in the Newsletter)

Beginning from March 1, 2004 the rate of VAT was reduced from 18%
to 17%. The VAT circular provides clarifications regarding the
calculation of VAT on various types of transactions.

Generally, the rate of VAT will be determined according to the date VAT
was “imposed” on the transaction, with the rate of VAT being 18% if the
VAT was imposed prior to March 1, 2004 and 17% when the VAT was
imposed on March 1, 2004 and thereafter.

. Income Tax - Imputed interest in times of deflation
(Item 9 in the Newsletter)

Following a negative rate of inflation in 2003 (minus 1.89%) and
negative monthly rates of inflation, problems have arisen regarding the
implementation of Sections 3(i) and 3(j) of the Ordinance. The problems
and possible solutions are presented in the item.
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. The Adjustments Law - Implementation in the 2003 tax year
(Item 10 in the Newsletter)

In February 2004 the Minister of Finance put before the Knesset Finance
Committee a proposal for regulations regarding the manner of
implementing the Adjustments Law in 2003 (in which the inflation was
negative). In the proposal the Minister of Finance requested to provide
that implementation of the Adjustments Law in 2003 would be according
to “zero inflation”. However, after deliberations it was decided to remove
the proposal from the table.

This means that there has been no change in legislation with respect to
implementation of the Adjustments Law in 2003. The Income Tax
Authority is presently in the process of deliberating the manner of
implementing the Adjustments Law in 2003, and it is possible that the
position of the Income Tax Authority will be to implement the law with
the use of a negative rate of inflation (circulars published in the past by
the tax authorities actually sided with considering the rate of inflation to
be zero for purposes of implementing the Adjustments Law when the
inflation is negative).
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April 1,2004

To our readers:

We are pleased to present to you our newsletter number 212/2004.
This is a monthly publication in Hebrew, which presents summarized
information on the latest developments in fiscal legislation, court

decisions, domestic and international taxes.

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

Please do not hesitate to contact us with questions on these and other
matters.

We wish our clients and readers happy and kosher Passover!

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.
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