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NN 1Y NN NIANN ,THN ,NYYNT T3 .16.66% N2 NPINM NPDDIN
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oMYA 10% YV OMYHN APINNY  NYAIT) N9INI MANNYNN MmN
N7 19782 CFC -n MmN NOINNND NYINI ,THRNDIY L(PTN DD NPOUIMDIN
-5 PR NN D YAP VIYNN NOA L(NMPVLINDIN DNV 25% DY NOLPN NPINND
VIDWN 2200193 (substance) TRNX Mnn PR Moy nvon SOPARFI
N9 P DY YD N1 minn SOPARFT -a

NI2N2 YIDY MYNNINI DHN DV NN TPNONY PO D THOD 1N PIN PO
19 9¥Y, 199X PN DY NYID DIX INNN TN MPOY Moon 899 SOPARFI
DYDY NaN

MO MALHY FINOT NNN INAINVMY NAVIN MPIND NN DININOPY
NINND

N3N "D YNIPN OVI WY SV INDN NX MDIS (IRS) 277983 PN NPIVA
TINND 24 PYD 295 DHNN ML NN NPYI INANVDPID NAVIN MPINN
22T DIPN INMNI 2MAVN NODNY INIMOY INANOPIDO 27NN P2 0NN
PSNYPRN NINND NN NIVIN X NINDI NN 1920 12Y MPINN Mana

27N NAIVIN Y 192N NPYINN I ,MMNANOPIN MIPINNN NH2NA NPYINN
DN DN NYY DONND MPINNN NN NYPIA PYOY , TITDT DY NPONY

YO ,TINNRD TNXD ANIANDPY 2WIND NAYN NPXR MPINNN NIANY MY
NY T DY DPIND TPNMINN 95% YOV NMINRN MIALNY NI NN D NIANN
-5 I8 NOIY NPTH IN ININIPRN TINORND NPTH YAVIN ONY DTR 72 NYIWN InN»
LORPYINN NONN HWINN INDN 050N) NAFTA

,PIMN DY IPNY NDIN RO ,NNSY X TNV NIAND 2D YaP) oM
PYow IRS-n nmay Sy NN 11 DY AP .MPINNN 192N YY DYYyas avmn
VIV NITHND INYN NYRIN DOOYIN 290 MYYIN NYIP) ,MINNYD (4)24 PYD
192NN NN ,NYYND O .I0Y NN OOYID ONMONND ODAN ,MNNKD TNND
MPINNN NN THERIT PRNHPNND TIMNXD NPTH Navin nrn X NN
LMNND MIAVIN NN NINANOPION

MYYNND NP0 DIUMDN 0397 DITINNY STV MNTY YN D90 10N
yap 1om

D12 DUIAN DN DITIRNY TV MPTY YTN DMV 9N ,16.1.2004 D2
ND WMDY ¥ AUN YTNN DV HYHIOND NNRY YNN .YAP TOM MYSNNI
SV MIPOYN MDY NN INWD P2 U910 010 MY Y51 28.3 DYH AN
NNON ;DN PIAN MNAYN VI ;7D MDY NNON ;N TIRNN
; TONDN DY NINIVNN 7190 NPRY DIPNY TIRNN JY MNIYNN NOMIN NN
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MNP SY YN DNYP DITTEY MWW YaPn TOM SW 1IN MNKIN VIS
YapN TOMm S Pnn

0OWTN NYIYI YNIND DI MAVN : 1D

TIT MYPYN TTIYD Y732 7INDNIVI NMIYYN YN NN 71POI NOWNN NN
DN ML ,NPTIN OPIWNN INNY WIY DOWTNN DINMIND P2YIN .PDMA
.NAY U NN NN ON ,MHIN

POYN NN PHIa P YV (COFINS) XD MVa »1DUN 119910 1 92193

MMowN D vn) COFINS H0nd 1m0 v oo pIsh Mmaxn vovnn na
INNXY NNND NN NDISN AT ,POYN NDIIN YY PN TR PNIND Mv1
(12599 NDIDN,NANT) NDIND NDIIN DY IPVND 1N XYY DXMPY

AN MIIVYY DN MIRNN MANY XTI WINN PTN PO NN DX D9 DMV
ININKRD DOV wHN2
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June 1, 2004

To our readers:

We are pleased to present to you our newsletter number 213/2004.

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.

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

. Income tax — Taxation of employee stock options on the date
of allotment
(Item 1 in the Newsletter)

A recent ruling of the Supreme Court provided that when an employee is
allotted marketable options which can be valued on the date of their
allotment and the marketability of which is not restricted, the options will
be subject to tax on the date of their allotment (and not on the date of
being exercised into shares).

The ruling relates to options that were allotted before the tax reform,
albeit the Court finds that its approach complies with the intention of the
legislator in Section 102 in its new version after the tax reform, which
provides taxation alternatives for options that were allotted to employees
beginning from 2003 and which distinguishes options allotted not
through a trustee (between marketable options and non-marketable
options).

. Insurance Business Supervision Law: Amendment 12
(Item 2 in the Newsletter)

In the framework of the Law for the Recovery Plan of the Israeli
Economy, Chapter G1 was added to the Insurance Business Supervision
Law for the purpose of taking care of the actuarial deficit of the
previously deficient pensions funds, while making changes in the rights
and obligations of the members and providing government assistance.

Inter alia, the amendment provides that the ceiling of the monthly deposit
in the funds, with respect to both employee and employer contributions,
will be raised as follows: by 0.33% in each one of the years 2004, 2005
and 2006, and by 0.5% in 2007, so that from 2007 the rate will be 1.5%
higher. The amendment will apply to deposits transferred in respect of
January 2004 and thereafter.



. Income Tax — Stock exchange determination
(Item 3 in the Newsletter)

An Income Tax Order that was recently issued provides that there is a
difference between a stock exchange and organized market of a treaty
country, and those of a country that is not a treaty country, for the
purpose of applying sections and parts of the Ordinance.

Thus for example the securities of an Israeli company that are traded in
the USA (a treaty country) will entitle the holder to reduced rates of tax,
whereas securities of an Israeli company that are traded in Luxembourg
(a country with which no treaty has as yet been signed) will not entitle
the holder to reduced rates of tax.

. Income Tax — Adjustment of price groups for purposes of use
value and motor vehicle fees
(Item 4 in the Newsletter)

The price groups, which are the basis for determining motor vehicle fees
and the use value of a motor vehicle provided by the employer, were
adjusted, and accordingly the Income Tax Regulations regarding the use
value of motor vehicles were adjusted at the beginning of the tax year so
as to also include 7 price groups.

. Income Tax — Issuance of Form 106 to provident funds upon
the retirement of employees
(Item 5 in the Newsletter)

In accordance with the announcement of the Provident Funds
Department of the Income Tax Authority, beginning from 2004, upon the
retirement of an employee who is entitled to receive severance pay from
the fund, the employer is required to transfer within one week from the
date of retirement a copy of Form 161 to the provident fund in which the
money is deposited.



. Income Tax — Taxation of the decline in value of the business
inventory of a contractor and of a real estate dealer, and the
non-allowing of a decline in value of fixed assets
(Item 6 in the Newsletter)

An income tax circular that was recently issued discusses the taxation of
a decline in value of the business inventory of a contractor, the taxation
of a decline in value of the business inventory of a real estate dealer, and
the non-allowing of a decline in value of fixed assets.

° Income Tax — Foreign tax credit to an Israeli resident who
holds an L.L.C.
(Item 7 in the Newsletter)

An L.L.C. (Limited Liability Company) is a legal entity incorporated
according to the laws of certain states in the USA. The L.L.C. can choose
to attribute its income to the income of the holders of its rights (“the
members”), the same as a partnership (this is the default), or choose to be
considered an ordinary company for tax purposes.

The position of the Israeli tax authorities is that even if the L.L.C. has
chosen to be considered “transparent” in the USA, the Israeli tax
authorities will continue to consider the aforementioned entity to be
separate from the holders of its rights.

The result is that an Israeli resident with rights in an L.L.C. that chose the
default option, will pay current foreign taxes in respect of the income of
the L.L.C. that is not taxable in Israel, and that in the future, when such
income is distributed, it may be considered to be dividend income that is
subject to tax in Israel without there being any possibility of a credit in
respect of the foreign tax that was paid in the past by the members.

The purpose of the recently published income tax circular is to resolve
these kind of situations, in order to take into consideration the foreign tax
paid by the members at the stage the income was generated by the



L.L.C., for the purpose of imposing tax in Israel, on the dividend that was
distributed to an Israeli resident, who is a member of an L.L.C.

. Land taxation — Allowing real interest expenses in the
“Green Plan” — upon calculating the appreciation in the sale
of a land right

(Item 8 in the Newsletter)

Amendment No. 50 of the Land Appreciation Tax Law provides that real
interest expenses in respect of a loan granted for the purpose of
purchasing a “land right” or for the improvement of land will be allowed
for tax purposes. It was provided that the interest would be allowed only
upon the sale of assets purchased from the date the amendment came into
effect, meaning from November 7, 2001.

On March 17, 2003 the Supreme Court handed down a ruling on the
matter of M.L. Investments, in which it set down a binding rule that the
interest should be allowed also upon the sale of a “land right” purchased
before November 7, 2001.

Following the ruling, the tax authorities published an operative
instruction which provided a “list of required documents” which when
sent to the land appreciation tax authorities will enable the allowing of
interest under the “Green Plan”.

. Government resolution regarding tax reduction
(Item 9 in the Newsletter)

On April 25, 2004 the Government resolved to approve the proposal of
the Minister of Finance to lower the income tax rate on low and medium
levels of income, and to gradually lower the rate of company tax so that
it will be 35% in 2004, 34% in 2005, 32% in 2006 and 30% from 2006.

It is noted that the legislation process will begin only after a ministerial
committee approves the resolution.





