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September 26, 2004

To our readers:
We are pleased to present to you our newsletter number 215/2004.

This is a monthly publication in Hebrew which presents summarized
information on the latest developments in fiscal legislation, court
decisions, and domestic 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

. Encouragement of capital investments — Offsetting of losses in a
“mixed enterprise”
(Item 1 in the Newsletter)

A ruling of the Supreme Court provided that the accumulated tax losses
of a “mixed enterprise” are to be offset in the following manner: losses
created subsequent to the date of receiving the approval and the company
becoming a “mixed enterprise” will be offset against the entire income of
the company, before being split according to the provisions of Section 74
of the Encouragement Law into taxable income from ordinary activity
and taxable income from an approved enterprise. Losses created prior to
the date of the approval and the company becoming a “mixed enterprise”
will be offset only against income generated by ordinary activity, and the
offset will be made after the attribution of income according to the
provisions of Section 74 of the Encouragement Law.

° Income Tax — When is a tip considered income for a
restaurant owner
(Item 2 in the Newsletter)

A ruling of the Supreme Court provided that the decision of the assessing
officer to disqualify the books of a restaurant owner due to not recording
as part of the restaurant’s income, a tip that was intended for the waiter
was justified.

The principal condition for determining whether the tip is income of the
restaurant owner or the waiter is the voluntariness of the payment; i.e.,
whether the tip was paid by the diner without being requested, in which
case it cannot be considered income of the restaurant owner.



° Land taxation — The reform in land taxation - restructuring
(Item 3 in the Newsletter)

In the past, the Mergers and Reorganizations Law (Chapter E2 of the
Income Tax Ordinance), which grants tax exemptions to restructurings
provided certain conditions are met, prevented most restructurings
involving a “property association”.

In the framework of Amendment No. 130 of the Income Tax Ordinance,
the restrictions on a restructuring involving a “property association” were
removed. The Tax Authorities recently published an operative instruction
specifying the requirements and conditions for a restructuring involving a
“property association” or “property”. The highlights of the operative
instruction are described briefly in the Newsletter.

° Land taxation — Exemption on the sale of a qualifying
residential apartment
(Item 4 in the Newsletter)

The Land Appreciation Tax Law grants an exemption from appreciation
tax to a public institution that sells a “qualifying residential apartment”
that it had inherited. In accordance with the provisions of the Law, the
exemption is contingent upon, inter alia, proving that all the proceeds
were used for the objectives of the public institution. In order to prove
such use, an auditor’s confirmation is to be attached to the financial
statements for the year following the sale. The provision clarifies that a
tax assessment will be issued in the year of sale, but collection of the tax
will be suspended until the legal date specified in the Ordinance for
submitting the annual financial statements of the year following the sale.



° Income Tax — Abridged report on foreign income
(Item 5 in the Newsletter)

Due to Israel’s recent transition to a personal tax method, an individual
Israeli resident is now required to pay tax on his entire worldwide
income. In order for the individual to continue to be exempt from
submitting a tax report, as before the personal tax method came into
effect, an abridged reporting mechanism was established so that it would
be possible to report foreign income and to collect the tax deriving there
from without the submission of a full report. The highlights of the
income tax circular regarding the abridged reporting mechanism are
described in the Newsletter.

° Income Tax — Implementation of Sections 3(i) and 3(j) of the
Ordinance in the 2003 tax year
(Item 6 in the Newsletter)

Section 3(i) of the Ordinance provides that in certain cases, tax is to be
paid by the recipient of a “benefit” when the interest rate on a loan is
below the rate determined by the Finance Minister. Section 3(j) provides
that in certain cases the provider of such a loan will be required to pay
tax (at a rate of 40%) with respect of this “interest difference”, without
being entitled to any exemption, deduction or offset. Following the
deflation in 2003, the Tax Authorities published an operative instruction
aimed at clarifying the method of implementing these sections in 2003.

° Income Tax — Restructuring of R&D intensive companies
(Item 7 in the Newsletter)

The Minister of Finance issued regulations that grant relief in
restructurings that involve R&D intensive companies. The regulations
provide conditions the company must fulfill in order to be considered an
R&D intensive company entitled to the relief. The Income Tax



Commission published a circular clarifying the provisions applying to
restructurings of R&D intensive companies, in which it also addressed
the effects of recent amendments to the Law for the Encouragement of
Industrial Research and Development.

o Income Tax — The value of transportation organized by an
employer
(Item 8 in the Newsletter)

Section 9(20) of the Ordinance exempts employees from paying tax on
the value of the journey from their homes to their place of work and
back, if the transportation is organized and financed by the employer,
subject to meeting the conditions provided by the Commissioner. Until
now the Commissioner’s approval to fulfillment of the conditions was
granted in the framework of an approval that was granted to the employer
following a specific request made to the Income Tax Commission. In an
Income Tax circular just published, the Commission announced new
conditions, the fulfillment of which would grant the exemption without
the need for specific approval. At the same time, it was announced that as
of January 1, 2005, all approvals granted in the past are cancelled.

° Stamp duty on documents — General review of the principles of
the Stamp Duty Law
(Item 9 in the Newsletter)

The VAT Director, acting in his capacity as enforcer of the Stamp Duty
Law, has initiated a broad review of assessments and collections. This
review includes sending requests to taxpayers to disclose agreements and
documents subject to the Stamp Duty, for the purpose of corroborating
the assessments accordingly issued. These actions represent a new
method of enforcing the requirement to pay stamp duty on documents.



A Dbrief description of the provisions of the Stamp Duty Law is included
in the Newsletter, including a discussion of the amendment to the law of
June 1, 2003, which expanded the population required to pay the tax, and
included in it the parties that had signed the document, jointly or
severally, or the party that in the document undertook to pay the stamp

duty.

° Income Tax — Proposal to advance the tax reduction on foreign
securities
(Item 10 in the Newsletter)

A recently published bill proposes to advance the date of reducing the tax
on foreign securities to January 1, 2005. The proposed rate of tax will be
reduced to match the tax rate of 15% that is currently applicable to traded
Israeli securities, instead of the 35% as at present (on individuals and
companies to which the Adjustments Law does not apply).

It is proposed that the 35% tax rate will apply to the real part of the
capital gain until January 1, 2005 and that tax of 15% will apply to the
balance of the real capital gain, with a linear breakdown between the
periods.

° Income Tax and VAT — Cancellation of the possibility to issue
debit certificates
(Item 11 in the Newsletter)

On January 1, 2004 the Tax Authorities’ bookkeeping instructions were
amended, and the ability to issue a “debit certificate” to allow a reduction
in input VAT, was cancelled; however, the ability to issue such
certificates was not cancelled in Regulation 24 of the VAT Regulations.

Entities used to issue a “debit certificate” to account for differences
between the quantity in orders received and quantities charged for on



associated invoices. Because of the failure to update both the
bookkeeping and VAT regulations, there was significant confusion
regarding what the correct procedure was following the amendment to
the instructions. As a result of our appeal to the VAT Authorities, the
VAT Authorities agreed that a debit certificate would continue to
corroborate the reduction in input VAT only for the purchaser, in
accordance with Regulation 24 . The seller, though, will be required to
reduce its transactions by issuing a “credit certificate”. Coordination
between the seller and the purchaser is required in order to prevent
deficient reporting of input VAT by the purchaser and of transaction
VAT by the seller.





