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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
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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:
) 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),
o 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).
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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.
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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.
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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

29t May 2008
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Ministry Of Finance Ministry Of Aliya Absorption
25 May 2008

Press Release

Ministries of Finance and Absorption Approve Plan Offering Tax Reliefs to New
Olim and Returning Residents

Minister of Finance, Roni Bar-On: “The return of Israelis will enrich the Israeli
industry with knowledge and experience from the global economy, improve the
domestic economy and strengthen economic competition”.

Minister of Absorption, Yaakov Edri: “The program breaks from the historical
path, allowing many Jews worldwide and hundreds of thousands of Israeli
abroad to decide to come to Israel without consideration of financial barriers.”

Today, the Ministerial Committee for Legislative Affairs approved as a precedent, a
broad reform offering tax benefits and reliefs to new Olim and returning residents.
The reform was formulated by the Tax Authority in the Ministry of Finance and the
Ministry of Absorption.

The reliefs that were approved include, amongst others, tax exemption and
accountability exemption for a period of ten years on property and income whose
source is not in Israel. The reliefs will apply to all income; income from interest and
dividends whose source is from abroad, salaried income, vocational and
supplementary income, business income and capital gains from the sale of foreign

property.

The goal of the reform is to encourage Aliya to Israel and return the hundreds of
thousands of Israelis living abroad, by removing substantial tax obstructions. Within
the reform, encouragement for Israeli investments and the return of individual wealth
will contribute to the economic and social development in Israel.

This is the initiative of the Ministry of Absorption and the Tax authority within the
project framework “Returning Home to Israel at 60” that was introduced by the
Ministry of Absorption. Within this framework, the ministry grants returning Israelis
a basket of economic and employment benefits and removes economic obstacles from
the realm of health insurance.

The details of the proposed plan have been crystallized in the past few months by a
joint commission headed by the Director-General of the Ministry of Absorption, Erez
Chalfon, and the Deputy Director-General for Professional Services in the Tax
Authority, Attorney Gidi Bar-Zakhai and presented to the Minister of Finance by the
Tax Authority Director, Yehuda Nasradishi. The suggestions presented were to
supplicate the Israeli government’s efforts to increase the numbers of Israelis and
Jews choosing to transfer their lives to Israel.

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.



Minister of Finance, Roni Bar-On: As part of the effort to strengthen Aliya and
encourage the Return of Israelis to Israel, we request the establishment of an optimal
foundation for absorption. The return of Israelis will enrich the Israeli industry with
knowledge and experience from the global economy, improve the domestic economy
and strengthen economic competition”.

Minister of Absorption, Yaakov Edri: “The reform is a transformation that for the
first time equates the merit of Zionism with the economic worthiness when making
Aliya.” Taxes in the past and presently, are a true obstacle in the paths of Olim and
returning Israelis in making Aliya and their removal will make a quantitative
difference in Aliya and double the number of Israelis returning. He further added,
that his office “will continue to remove more economic obstacles and develop an
attractive plan fostering Aliya and returning the best minds to Israel.”

In his presentation, attorney Gidi Bar-Zakhi asserted that the proposed legislation
clarifies the aim of the Tax Authority to present clear, simple and efficient legislation.
In this vain, the proposed legislation presents in an encompassing and detailed manner
the tax reliefs in relation to tax liability and the rules

for accountability on new Olim and returning residents categorized as new Olim for
income tax purposes as per income derived from abroad:

1. Tax Exemption For all Types of Income Generated
Abroad for 10 year Period

Presently, one is tax exempt for a five year period only on
passive income accrued abroad (interest, dividends,
allotments, compensations and rent); likewise the
exemption for a four year period on employers’ income on
condition that he has owned the company for a minimum
of five years prior to making Aliya. The present law
establishes a ten year tax exemption on income realization
and investments from abroad that yielded the
aforementioned tax exempt income.

The proposed legislation in a one-time broad and clear
motion establishes a general exemption for all income for
an Oleh, generated from abroad in a manner that will
include all income, whether its source is income or
investments from abroad or its source combined income
that was generated from abroad.

2. Broadening of the Tax Reliefs Offered to Returning
Residents

The establishment of the new status™ returning resident

categorized as a new Oleh in regard to income tax”

applies to one who remained abroad for a minimal period

of 10 years. This categorization will broaden the tax
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reliefs for a returning resident and offer him the same
benefits as a new Oleh. To encourage Israelis’ return
during Israel’s 60™ anniversary within the framework of
the Ministry of Absorption, a no time ordinance has been
put forth that between 2008-2009, the period by which an
individual can be considered a “new Oleh in terms of
income tax” will be in effect for a five year period only,
only on condition that he is considered foreign resident on
1 January 2008.

3. Establishment of a Route of Acclimation

A one year period of adjustment has been granted to an
individual arriving in Israel, at his request, not to be
considered Israeli resident in terms of income tax. After
this period, the individual may declare his place
residence.

4. Tax Exemption for Companies Governed by New
Olim
Companies governed by new Olim will not be
categorized as Israeli companies solely based upon the
Aliya of their shareholders to Israel. The purpose of this
ordinance is to remove uncertainty by the individuals
wanting to make Aliya to Israel while questioning
whether the companies in which they have holdings will
be deemed Israeli thereby subject to Israeli tax. This will
allow these individuals to generate tax exempt income
according to the bylaws of their companies that operate
worldwide, insofar as the income isn’t generated in Israel.

5. Exemption on Accountability on Income Whose
Source is Abroad

Individuals and companies under their directorship will

not be liable for accountancy on income that is granted

the exemption.

Income of Olim and returning residents from working in
Israel or from investments in Israeli property that were
generated after Aliya or returning to Israel are mandated
to be accounted for and are subject to tax according to the
established law.

With the governmental approval, the legislation will be presented to the Knesset at its

next session for approval and its proposed commencement will be from 1 January
2008.
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Below is a table that summarizes the present law in comparison with the proposed

law:

Type of Relief Present Law Proposed
Legislation

Status New Oleh Returning New Oleh and

Resident Returning

Resident
Categorized as a
New Oleh

Tax Exemption on 5 Years 5 Years 10 Years

Passive Income

Tax Exemption on 10 Years 10 Years 10 Years

Capital Gain

Tax Exemption on 4 Years X 10 Years

Business Income

Tax Exemption on X X 10 Years

Vocational and

Employment

Income

Application to New | X X N

Income or Activity

Route of X X N

Acclimation

Relief in the realm of | X X N

“Directorship and

Governorship”

Exemption from X X N

Accountancy and
Disclosure
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