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Quote of The Day
If money's burning a hole in your pocket, it's not a
new pair of pants you need. (AICPA - Nov. 2006)

Income from Residential Rental

The Income Tax Laws governing rental income from
residential property in Israel (individual tenants only)
provide for the tax exemption of individuals (only)
up to NIS 4,200 monthly in 2007. In limited
instances, certain non-profit tenants will not negate
entitlement to the tax exemption. Alternatively, you
may elect to be taxed at 10% of the gross rental,
without any upper ceiling. Naturally, where there
are high maintenance or other costs (including
depreciation), neither of the two alternatives may be
appropriate . . . but rather the regular tax route.
Where the apartment or house is used for business
(not residential) purposes, then these tax provisions
do not apply.

Rental income from property owned outside Israel -
residential or commercial - may be taxed at 15%, but
excludes claiming expenses and deductions (other
than depreciation) and any foreign taxes paid thereon.
The alternative is the regular tax route.

Views on Residence - From The Tax Authorities

The Legal Department of the Income Tax Authority
has recently indicated additional (*'new'") factors which
they consider relevant in determining residence for tax
purposes:

* Change of residence is not a one-time act, but
rather a process developed over time.

e Where the taxpayer takes on a certain risk in
changing status, such as setting up a new
business overseas, this would strengthen the
non-residence factor.

e The family unit will generally be treated
together, unless there is clear intention to live
separately.

e Where change of residence is covered by a
Double Tax Treaty, the Tax authorities will
tend to accept the change.

These guidelines come in the wake of the Supreme
Court ruling in the Gonen case. (See information on
residence on our website.)

Guidelines for Amutot/Non-Profits

Hereunder certain pertinent guidelines - issued by
the Registrar of Amutot; the full version in Hebrew
is available on the Registrar's website.
(www.justice.gov.il/MOJHeb/RashamAmutot/)

Committees

1. A person who provides services for financial
compensation, not in respect of the position held,
may not be a member of the executive or audit
committees.

2. Members of these committees do have personal
responsibility in fulfillment of their roles.

3. The audit committee is required to review the
financial and related matters of the Amutah and its
books of account, make recommendation to the
General Meeting to approve the annual Financial
Statements, monitor proper management of the
Amutah and prepare an annual (or quarterly) audit
report.

Transfer of Funds to Other Amutot

1. An Amutah, which received Government financial
assistance, may not allocate/transfer funds to
another Amutah.

2. The Registrar applies this ruling to all Amutot,
unless their Memorandum/Constitution provides
otherwise, and only in rare circumstances, or
where the Amutah meets certain conditions.

Conflict of Interests

1. In principle, related family members may not
exceed 10% of the total employees or total
salaries paid.

2. A majority of the executive committee should not
be family-related.

3. Members of committees should avoid situations
that create conflicts of interest.

This is a very summarised review of some of the
guidelines, and proper legal counsel should be taken
before acting hereon, and generally.

Give Your Business an Internal Control Checkup
(Gerber & Co., CPAS)

Independent reviews of the bank statement and
preparation of the bank reconciliation, division of
duties among key personnel, regular taking of
vacations by key employees, unannounced visits to
the offices by an internal auditor - these and more are
the hallmarks of a tightly controlled system. While it
is virtually impossible to prevent fraud, there should
be systems in place that make it likely to detect such
an occurrence at the earliest possible time.

Internal controls are vital to every business. The
coffee shop owner needs to be sure that all sales are
rung up and that all cash is deposited in the bank.
The plumber needs controls to make sure that all time
and material costs are captured and assigned to the
right job. Proper internal controls should be part of
everyday procedures in a business. They should
work in a way that helps prevent fraud and theft or
detects them early. Having an audit or review of




your financial statements once a year will not
necessarily detect fraud.

Every business should be sure it has set up an
adequate system to safeguard all its assets - cash,
inventory, equipment, etc. - with periodic reviews to
be sure the controls are working.

Annual Ishurim/Tax Certificates for 2007

Hereunder a speedy/efficient method to print out your
withholding tax certificate and confirmation of proper
books of account for 2007:

1. Go into the Internet: www.shaam.gov.il/gmishurim/

2. Enter security code which appears on screen.

3. Enter individual, company or amutah tax number in
box at right.

4. Print out certificates/ishurim.

5. For use, affix seal and/or signature on certificate/ishur.

Non-Profits - Refunding Expenses to Volunteers
New tax provisions, recently approved by the
Knesset, now facilitate covering (or refunding)
expenses to volunteers in non-profit organizations.
Such "refunds" are required to conform with the aims
of the organization and have appropriate receipts.
(Previously, such expenses were treated as not
deductible, and resulted in tax payments of 90% of
these amounts.)

The following expenses/refunds are now "exempt":

1. Events organised by volunteers - up to NIS 12 per
participant.

2. Motor car expenses (gasoline) - up to NIS 280 per
month.  (Public transportation was previously
recognised.)

3. Home phone calls - up to NIS 50 monthly.

These are conditional on the volunteer not earning
income or receiving any other benefits from the "non-
profit".

The organization will be required to submit an annual
report to the Tax authorities with details of the
volunteers and the amounts paid.

These are very pertinent for many non-profits.

Reporting on Aggressive Tax Planning (Updated)
The new requirement to report on aggressive tax
planning has been approved by the Finance
Committee of the Knesset.
We detail hereunder some of the tax-planning
devices which now require disclosure; these new
reporting requirements apply to tax reports submitted
for the 2007 fiscal year onwards (viz. in 2008).
1. Payment of Management or Consulting Fees
Between Related Parties
a. NIS 2,000,000 or more.
b. The related party is subject to lower taxes, or
is exempt from tax, or has tax losses available
for setoff.

2. Sale of Asset to Related Party
a. Created tax loss of NIS 2,000,000 or more.

b. Loss set off in year of sale or within two years
thereafter.

3. Surrender (Cancellation) of Debt to Related
Parties by Legal Body of Persons
a. Amount of at least NIS 1,000,000.
b. Resulted in reduction of taxes due.

4. Repayment of Debit Balance by Shareholder in
Last Quarter of Tax Year
a. Debt of at least NIS 1,000,000.
b. In the following quarter, the debt of such
shareholder increased by at least 25% of the
amount paid.

5. Acquisition of Company with Tax Losses
a. Acquisition of 50% of control.
b. Tax loss of NIS 3,000,000 or more.

6. Holding of Equity in Foreign Companies (or
Other Legal Body of Persons)
a. Acquisition of at least 25% of equity.
b. Tax rate in such country is less than 20%.

7. Holding Equity in Treaty-Country Companies
a. At least 25% of control.
b. More than 50% of the value of the assets,
company or other legal body of persons is in
Israel.

8. Receipt of Money Amounting to NIS 1,000,000 or
More from Foreign Company/Legal Body of
Persons
Money received by taxpayer - as per paragraphs 6
and 7 above - are reportable if amounts to NIS
1,000,000 or more, and taxpayer holds at least
10% of the control in such entity.

In many instances, some of these may be legitimate
tax planning, and the need to report does not alter
that.  The conditions indicated under each sub-
heading must apply to require disclosure.

This update should not be relied on for tax planning and
application; the actual law is the relevant source of information.

This newsletter is prepared for the information of clients and
associates. Whilst every care has been taken in compilation,
no responsibility can be accepted for inaccuracies or errors.
Clients are also advised that changes in the Law or practice
occur periodically; it is recommended that specific
professional advice be sought before any action is taken.




