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Commentary
For the past few years, | have been actively dealing with structuring the

financial affairs of prospective olim, and have considered that the current
Israeli tax legislation accords near tax haven status to new immigrants (olim
chadashim) & returning residents (toshavim chozrim). Below is a summary of
the benefits that were possible to obtain with correct structuring:

e Isttime new residents (olim chadashim)

o0 5 year exemption on income generated by assets held
overseas at date of assuming residence

o0 10 year exemption on capital gains generated by assets held
overseas at date of assuming residence

o0 4 year exemption from overseas business, which was owned for
5 years before assuming residence

0 20 year exemption on foreign currency deposits held in an
Israeli banking institution

e Returning residents (toshavim chozrim)

o Definition: Had not been Israeli resident for at least 3 years

0 5 year exemption on income generated by assets held
overseas at date of resuming residence

o0 10 year exemption on capital gains generated by assets held
overseas at date of resuming residence

o 5 years exemption on foreign currency deposits held in an

Israeli banking institution

In a recent press-release co-sighed by the Israeli Finance Minister &
Immigration Minister, a series of tax breaks designed to encourage
immigration to Israel was circulated. This press-release is at present date the
only publicly available source of information on this topic, and my following

comments and observations are based on this press-release.

This guide is intended to provide a general guide to the subject matter and should not be
regarded as a basis for ascertaining the liability to tax or legal opinion in specific
circumstances. In such instances, separate advice should be taken.



Returning Residents
The press-release states that a new tax status whereby “A returning resident
to be classified as an oleh in terms of income tax” is established. This is
applicable to those who lived abroad for ten tears since their date of
leaving Israel. This status will broaden the tax exemptions presently granted
to a returning resident, to equal those exemptions granted to a new
immigrant. Under the existing law a returning resident is defined as someone
who has not been an Israeli resident for 3 years, and then effectively gets

similar treatment to an oleh chadash.

It appears that there will now be 5 different categories of “returning
residents” for Israeli tax purposes:
o those abroad less than 3 years (not eligible for any benefits under

current or proposed law),

those abroad more than three years but less than 5 years in
2008/2009 (eligible for certain benefits under current law),
o those abroad more than three years but less than 10 years from 2010
(eligible for certain benefits under current law),
) those abroad more than 5 years in 2008/2009 (eligible for enhanced
benefits under proposed law),
o those abroad more than 10 years from 2010 (eligible for enhanced

benefits under proposed law).

This guide is intended to provide a general guide to the subject matter and should not be
regarded as a basis for ascertaining the liability to tax or legal opinion in specific
circumstances. In such instances, separate advice should be taken.



Pre-Owned assets

Under the current law, to obtain either the 5 year income tax exemption, or
the 10 year capital gains tax exemption, the specific assets need to be held
outside of Israel by the new Israeli resident on the date that his residency
started. It is unclear from the press-release whether these benefits still require
this condition, and are restricted to the specific assets held at that date, or
whether the exemption applies to the new resident’s overseas affairs for the
extended 10 year period. | have been informed by a contact at the Israeli Tax
Authority that the intention of this proposed amendment is for the exemption
to apply to the new resident’s overseas affairs for the extended 10 year
period.

| raise the following points that will still need to be addressed:

o Olim & toshavim chozrim arriving before the implementation of the
proposed law still need to meet the requirements of having owned
the assets abroad prior to their arrival to qualify for the exemptions
granted under the current law.

o Toshavim chozrim that will not meet the criteria of the proposed
definition of “A returning resident to be classified as an oleh in terms
of income tax” will stil need to meet the requirements of having
owned the assets abroad prior to their arrival to qualify for the
exemptions granted under the current law.

o Israeli based income will not benefit from these exemptions.

Pro-Rating of Capital Gains
The current law does not require assets to be sold within the exemption
period, but would pro-rate gains between the exempt period and taxable
period. | am informed by a source at the Israeli Tax Authority that the intention

is that this pro-rating will still be allowed under the proposed amendments.

This guide is intended to provide a general guide to the subject matter and should not be
regarded as a basis for ascertaining the liability to tax or legal opinion in specific
circumstances. In such instances, separate advice should be taken.



Residency Definitions
The press-release states that ”A one year period of adjustment from the date
of arrival in Israel, will be granted upon request, to an individual who does not
wish to be considered as an Israeli resident for income tax purposes. After this
period of adjustment, the individual can make a decision to determine his
place of residence”. | am informed that the current definition of residency has

not been amended by these proposed amendments.

Olim who arrived before the proposed amendments
| understand that these proposed amendments will only benefit olim /
toshavim chozrim arriving after the passing of the amendments into law.
Should the proposed amendments be beneficial for a specific oleh / toshav
chozer, he would be best advised to delay his arrival to Israel until such time

as the law is passed, and there is clarity in these matters.

Overseas pensions & retirement plans
It appears that overseas pensions and retirement plans have not been

addressed in the press-release.

Overseas trusts

It appears that overseas trusts have not been addressed in the press-release.

Double tax agreements
It appears that the ramifications of these proposed amendments affecting
the various double tax agreements that Israel has entered into have not been

addressed in the press-release.

Bituach Leumi
It appears that ramifications of exempt income and gains provided by the
proposed amendments vis-a-vis any Bituach Leumi issues have not been

addressed in the press-release.

This guide is intended to provide a general guide to the subject matter and should not be
regarded as a basis for ascertaining the liability to tax or legal opinion in specific
circumstances. In such instances, separate advice should be taken.



Israeli bank accounts
An oleh chadash currently has a 20 year exemption on foreign currency
deposits held in an Israeli banking institution, whereas a toshav chozer has
only a 5 year exemption. It is unclear if the proposed tax reform intends to

change this, or leave the status quo.

Conclusion
The proposals are certainly good news for prospective olim / toshavim
chozrim, but until the law is passed, and there is certainty in the matter,

caution is advised when planning one’s financial affairs.

The generous benefits granted to olim chadashim / toshavim under the
existing law are still in effect, and require expert guidance to ensure that
one’s affairs are correctly structured to ensure that the exemptions are
obtained. Anglo Capital Limited will continue to provide these pre-aliya
financial structuring services, and keep it’s clients and prospective clients

updated with any changes in the Israeli tax laws.

Philip Braude
AICPA : International Affiliate (US)

Personal Financial Planner : AICPA (US)
Chartered Certified Accountant (FCCA), (UK)
Fellow of the Securities & Investment Institute (FSI), (UK)
Trust & Estate Practitioner (TEP) — Chairman STEP Jerusalem
Executive Director : Anglo Capital Limited

26" March 2008
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Unofficial Translation of Hebrew Press Release

In honor of Israel’s 60t year, a tax break package for new immigrants and
returning residents

Finance Minister, Roni Bar-On: The tax reform for new immigrants and returning
residents will encourage Jewish Immigration and the return of Israelis,
including academics and businessmen, and wil strengthen and promote
growth in the Israeli economy

Immigration Minister, Yaakov Edri: “This program is a historical breakthrough,
that will allow many Jews throughout the world and hundreds of thousands of
Israelis living abroad to decide to come to Israel without financial sacrifice.

Finance Minister, Roni Bar-On in association with the Tax Authority and the
Ministry of Absorption adopted recommendations regarding tax reform for
new immigrants and returning residents.

The reform, which offers tax relief to new immigrants and returning residents,
was created at the behest of the Finance Minister with the aim of
encouraging Aliya, increasing its scope, and to return home hundreds of
thousands of Israelis living abroad, through substantial tax incentives. Its aim is
to promote investment in Israel and to bring back human resources for the
economic and social development of Israel.

Roni Bar-On, Finance Minister: “We are obligated to act to encourage Aliya
and to return Israelis whose lives are no longer centered in Israel and to
support their absorption in Israel thereby strengthening the State of Israel as
the Jewish National Home.”

The Ministry of Absorption and the Tax Authority initiated this program within
the framework of “Returning Home to Israel at 60” that the Ministry of
Absorption is leading. Within the framework of this operation, the Ministry will
allow returning Israelis a basket of economic benefits in the employment field
and will remove other economic barriers in the areas of health insurance.

The details of the suggested plan were devised over the last few months in a
combined effort between Erez Chalfon, Director of the Absorption Ministry,
and Senior Deputy Director for Professional Matters in the Tax Department,
Gidi Bar-Zackai, CPA, and presented to the Finance Minister by the Director of
the Tax Department, Yehuda Nasradishi. The recommendations are designed
to complement the efforts of the State of Israel to increase the number of
Israelis and Jews choosing to make Israel the center of their lives.

The tax relief in this reform proposal includes an exemption on tax and
reporting for a period of ten years on assets and income that are derived
from outside of Israel. This will be granted on all types of income, including
income from interest and dividends whose source is based abroad, salaries
and work income, corporate income, and capital gains on the sale of assets
abroad.

This guide is intended to provide a general guide to the subject matter and should not be
regarded as a basis for ascertaining the liability to tax or legal opinion in specific
circumstances. In such instances, separate advice should be taken.
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Roni Bar-On, Minister of Finance: “Apart from the importance of returning
Israeli residents to Israel and fostering the Aliya of new immigrants, this
program will enrich human resources, broaden the scope of knowledge and
experience in different branches of the marketplace, and contribute to
strengthening the Israeli financial market. | will continue to work to remove
the bureaucratic obstacles that prevent and deter economic growth.”

Yaakov Edri, Minister of Absorption: “This reform presents a real transformation
that links for the first time the values of Zionistic Aliya with economic benefit.”
In his words, the tax burden has always been a significant obstacle for
immigrants and returning Israelis and its removal will bring quantitative growth
in Aliya and will double the number of returning Israelis.

He further adds that his “office will continue to remove as many economic
obstacles as possible and to develop attractive programs to support Aliya
and to bring the best minds home.”

The Minister of Finance instructed the Tax Authority to draft a law in
accordance with these proposals to be approved in the near future.

The proposal expands, simplifies and details a list of tax allowances relating to
tax liability and reporting rules for new immigrants and returning residents who
will be categorized as new olim for income tax purposes upon income
generated abroad.

1. Grant of a Tax Exemption for All Types of Income from Abroad for 10
Years

At present, a tax exemption is granted for a period of five years on passive
income earned abroad from assets acquired abroad (interest, dividends,
annuities, pensions, and rental fees); and also the right to exemption for four
years on income from a business on condition that the business was owned
for at least a five year period prior to Aliya. Similarly, the existing law permits a
capital gains tax exemption for 10 years on gains realized from the sale of
overseas assets that were held at the date of assuming Israeli residence.

The proposal establishes in a clear and broad manner, an exemption for all
income of the Oleh, generated from abroad, for ten years from the day of
Aliya, in a manner to include all income, whether its source is from asset
realization or investments abroad or whether its source is current income
obtained from abroad.

2. Expansion of Tax Exemption for Returning Residents
A new tax status “A returning resident is to be classified as an Oleh in terms of
income tax” is established, applicable to those who remained abroad for ten
years since their date of leaving Israel. This status will broaden the tax
exemptions presently granted to a returning resident and equate him with a
new immigrant. In order to encourage Israelis to return within the framework
of the Ministry of Immigration’s campaign for the 60t year, it is proposed to
establish, as a one-time measure, that in 2008 and 2009, the period required
for a returning Israeli to qualify for the category “an Oleh in terms of income

This guide is intended to provide a general guide to the subject matter and should not be
regarded as a basis for ascertaining the liability to tax or legal opinion in specific
circumstances. In such instances, separate advice should be taken.
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tax” will be 5 year period only, in the event that he is considered a foreign
resident on 1 January 2008.

3. Establishment of a Track for Acclimation
A one-year period of adjustment from the date of arrival in Israel will be
granted upon request, to an individual who does not wish to be considered
as an lIsraeli resident for income tax purposes. After this period of adjustment,
an individual can make a decision to determine his residence

4. Establishment of Tax Exemption for Businesses Managed by an Oleh
Businesses that are controlled by Olim will not be classified as Israeli owned
businesses if their share-holders make Aliya. The reason for this regulation is to
remove any uncertainty of the individuals choosing to make Aliya whether
the business they own will be considered Israeli and thereby subject to
taxation in Israel. In actuality, they will be able to profit from companies in
which they have holdings that operate throughout the world subject to the
income not being derived in Israel.

5. Establishment of an Exemption for Compulsory Reporting of Income
Originating Abroad
Individuals and businesses under their control will not be obligated to report
income that benefits from exemptions.

Income of Olim and returning Israeli residents from jobs in Israel and lIsraeli
investments, that were elicited after Aliya/returning require reporting and are
taxable according to the guidelines of the regular law.

This guide is intended to provide a general guide to the subject matter and should not be
regarded as a basis for ascertaining the liability to tax or legal opinion in specific
circumstances. In such instances, separate advice should be taken.
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This chart summarizes the existing law in contrast to the proposed law:

Type of Relief

The Present Law

The Proposed Amendment

New Immigrant

New Immigrant

Returning Resident

as an Oleh

Tax exemption on
passive income
(interest, dividends,
rentals, etc.)

5 years

Extension of the
period to 10
years

Equated with a
new immigrant

Tax exemption from
corporate income,
occupation & salary

4 years for a
business that the
immigrant had 5
years prior to
Aliya

Extension of the
period to 10
years without
restrictions and
an extension for
professional
income and
salaries

Equated with a
new immigrant

Status “Returning

Non existent

Establishment of

residence will not
be based on
directors’
residence

resident classified as | under the Status

an Oleh” present law

Acclimation Path Non existent First year of Aliya | Equated with a
under the new immigrant
present law

Corporations Non existent During the period | Equated with a

directed by an Oleh | under the of exemption new immigrant
present law corporate

Exemption from
compulsory reporting

Exempt from
certain restrictive
reporting

Complete
exemption of
reporting exempt
income without
restriction

Equated with a
new immigrant

This guide is intended to provide a general guide to the subject matter and should not be
regarded as a basis for ascertaining the liability to tax or legal opinion in specific
circumstances. In such instances, separate advice should be taken.
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