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Foreword

This booklet is designed to give some general information to those contemplating doing business in Israel
and is not intended to be a conclusive document. You should therefore consult us before taking further
action. Dov Weinstein & Co. CPA (Isr) cannot be held liable for any action or business decision taken on
the basis of information in this booklet.

Dov Weinstein & Co. offers a broad range of accounting, auditing and management consultancy services
to our clients assisting them to develop their business capacity through our association with the TIAG
global accounting network. TIAG's coverage enables its members to access support and cost effective
business solutions, no matter where in the world their business finds them. TIAG members benefit from a
diverse programme of regional and international conferences, designed to engage, facilitate professional
development, challenge and stimulate member firms, whilst offering unparalleled opportunities for
networking and business development.

Dov Weinstein & Co. is a PCAOB registered firm and has an international ISO 9001 certification standard,
we are the medium sized accounting firm in Israel. In addition Dov Weinstein & Co are members of STEP
(Society of Trust and Estate Practitioners) - an international network that specializes in trusts and
financial matters, including money laundering prevention legislation worldwide.

The material contained in this booklet was compiled in May 2011 and unless otherwise indicated, is based
on information available at that time.

Dov Weinstein & Co. Certified Public Accountants (Israel)
dov@dwcpa.co.il

11 Kiryat Hama Street Jerusalem, Israel
¢  077-738-6666
) 02-5812991
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TIAG (The International Accounting Group), founded in January 2003, is an
international network of high-quality accounting firms. The network has
established a global presence and now has a membership of more than 100

firms in over 60 countries.

Local business communities around the world recognize TIAG members as
leaders in their field. The members’ experience and dedication to client service

marks the standard for all TIAG members.

As a worldwide membership organization, TIAG is committed to develop a global
family that has its roots planted firmly in the local community but has branches
that reach around the world. This global approach enables member firms to

provide excellent accounting services to their clients both at home and abroad.

A distinguishing feature of The International Accounting Group is that it operates
in parallel with TAGLaw, a sister network of worldwide law firms. The TAGLaw
network is similarly focused on providing clients with superb legal expertise and

is among the five largest legal networks in the world.

TIAG members come from diverse cultures. They have the experience of
working for international clients and understand the importance of meeting a
client’s unique requirements and exceeding their expectations for service and

responsiveness.
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1) Location, Population and Climate

Israel is located on the eastern shores of the Mediterranean Sea, joining Asia to
Africa. Its western border is the Mediterranean, to the north are Lebanon and Syria,
to the east is the Kingdom of Jordan, and to the south are Egypt and the Red Sea.
Israel’s borders enclose a total area of approximately 22,000 sq km (8,500 square
miles), including the Golan Heights (1,200 sq km), but excluding Gaza, Jericho and
the West Bank Administered Territories, which include areas administered by the
Palestinian Authority.

The population of Israel in January 2011 was 7,441,700. Jerusalem (population
600,000) is the capital of Israel and the historical capital of three of the world’s
major religions, Judaism, Christianity and Islam. Tel Aviv is the business centre and
hub of Israel (Greater Tel Aviv area: population 1.9 million); and Haifa (population
470,000) and Ashdod are the two of the major port cities of Israel. Eilat is a tourist
resort city and port city located on the Gulf of Agaba in the Red Sea.

Despite its small size, Israel contains almost every type of geographical terrain from
desert in the Arava and Negev; to hilly, mountainous landscapes in the north
(Galilee); to snow-capped mountains in Mount Hermon. It contains an abundance of
agricultural land. Extensive irrigation has made various parts of the desert
productive. The Jordan River flows southward through Lake Kinneret (Sea of Galilee)
into the Dead Sea. Lake Kinneret is an important source of water and fish, in addition
to being an attractive tourist and recreation area. The Dead Sea, which is 425 m
(1,300 ft) below sea level, is the lowest point on earth and a major source of
minerals, including potash, bromide and magnesium. Its waters are renowned for
their healing qualities.

Israel is two hours ahead of Greenwich Mean Time in the winter and three hours
ahead during Israeli summer time.
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2) Government

Israel is a secular democracy whose parliament (Knesset) is elected through general
elections every four years, unless the Knesset or Prime Minister decide to hold early
elections. Under certain circumstances, the Knesset can also serve for more than four
years.

All Israeli citizens over 18 are entitled to vote, while those over 21 may be elected to
parliament.

The last general elections in Israel were held in February, 2009. The President
appointed Benjamin Netanyahu, head of the Likud party, to form a government.

The function of the President of the State is primarily a representative one. He is
elected by the Knesset every five years, for a limited period of two terms. The
President holds the statutory power to appoint judges and the governor of the Bank
of Israel; to accredit diplomatic senior staff, pardon criminals, etc.

The judicial system is independent of the executive and legislative systems. The
Supreme Court is the highest court of the State, serving both as the High Court of
Appeal and the High Court of Justice.

Israel's central bank, the Bank of Israel, serves as economic advisor to the
government. It defines and implements monetary policy, controls local banks,
supplies notes and coins, manages the State’s foreign currency, etc. Another
administrative institution is that of State Comptroller - responsible for auditing and
checking all the activities of the ministries, municipalities and other institutions
subject to inspection by law.

3) Currency

The monetary unit of Israel is the New Israeli Shekel (NIS) which is divided into 100
Agorot. The representative exchange rates of the Israeli currency in relation to some
major currencies on April 30, 2011, were as follows:

US$ = 3.395 NIS; Euro = 5.037 NIS; GPD = 5.656 NIS; YEN = 4.163

4) Languages

In Israel the official languages are Hebrew and Arabic. The national language of is
modern Hebrew, but since only 60 % of the Jewish population was born in Israel,
this language is not the mother tongue of nearly half of the population.
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5) Infrastructure

Israel offers a broad and solid infrastructure to entrepreneurs, investors and business
people throughout all sectors. The Israeli banking system is modern, automated,
highly computerized and a well-established component of the international banking
system.

Israel offers an advanced domestic and international transportation system, with an
extensive inter-urban highway network. New highways are constantly being built to
enable fast and safe mobility throughout the country. Israel is linked to the rest of
the world via air and port.

The Declaration of Independence guarantees equality before the law and democratic
rights to all citizens regardless of race, religion, or sex. Freedom of speech,
assembly, press and political affiliation are fully guaranteed and embodied in the
Country’s laws and tradition.

Israel has a three-tier court system. At the lowest level are magistrate courts,
situated in most cities across the country. Above them are district courts, serving
both as appellate courts and courts of first instance; they are situated in five of
Israel's six districts. The third and highest tier in Israel is the Supreme Court, seated
in Jerusalem. Israel's legal system also combines three Ilegal traditions;
English common law, civil law, and Jewish law.

Israel has a technologically advanced market economy. It depends on imports of
crude oil, grains, raw materials, and military equipment. Despite limited natural
resources, Israel has intensively developed its agricultural and industrial sectors over
the past 20 years. Cut diamonds, high-technology equipment, and agricultural
products (fruits and vegetables) are the leading exports. Israel usually posts sizable
trade deficits, which are covered by large transfer payments from abroad and by
foreign loans. Roughly half of the government's external debt is owed to the US, its
major source of economic and military aid.

The main sources of the GDP in Israel are services (65%), industry (32.6%) and
agriculture (2.4%). Roughly half of the government's external debt is owed to the
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US, its major source of economic and military aid. Israel's GDP, after contracting
slightly in 2001 and 2002 due to the Palestinian conflict and troubles in the high-
technology sector, grew about 5% per year from 2004-07. The global financial crisis
of 2008-09 spurred a brief recession in Israel, but the country entered the crisis with
solid fundamentals - following years of prudent fiscal policy and a series of
liberalizing reforms - and a resilient banking sector, and the economy has shown
signs of an early recovery. Following GDP growth of 4% in 2008, Israel's GDP slipped
to 0.2% in 2009, but reached 3.4% in 2010, as exports rebounded.

According to the IMF the GDP in 2010 at a real growth rate of in 2010 was 3.4%
with an inflation rate of 2.6%. According to the CIA fact Book the 2010 GDP per
capita in Israel was $29,500 (ranking 48" in the world).

Israel's most important resource is its experienced and highly educated labor force.
With this labor force, Israel has developed an export-oriented, state-of-the-art,
science-based industry. Twenty one percent of the population has higher education.
Engineers and technological specialists account for 15% of the labor force, one of
the highest ratios in the world.

The current immigration wave is further contributing to the high quality of the labor
force, with 75% of the immigrants being professionals - scientists, engineers,
architects, technicians, doctors, and nurses. The Ministry of Labor funds employee-
training programs, including on job training programs conducted by businesses.

Israel's labor force stands at approximately 2.792 million, with women accounting
for 40 percent. Unemployment is about 6.4%. About 22 percent of the labor force
works in industry, 14 percent in commerce, 1.7 percent in agriculture and 30 percent
in public service.

The Histadrut is the dominant union and represents a sizable majority of the labor
force. It is more than a conventional union, providing and administering pension
funds. Labor and welfare legislation in Israel, as well as collective agreements
between the Histadrut and employers' representative organizations, enable the
employees to benefit from many social benefits, like severance pay, annual vacation,
social security, pension and other benefits. The cost of these benefits to the
employer varies from 35% to 50% of total direct pay.
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National insurance premiums are payable on employment income. The employer's
contribution is 5.68% of the income and the employee's contribution, including
health care tax, is 10.32%, with no ceiling on the total contribution payable per
employee.

Every Israeli resident is entitled to health services by law. The state of Israel is
responsible to fund and subsidize such services, while preserving the right to
medical secrecy, privacy and human dignity.

According to Israeli law, employers must insure their employees, whether a foreign
citizen or Israeli, with a health insurance during the period of employment in Israel.
The employer must also provide his employees with insurance policy in his or her
language of origin. Health insurance is covered by the employer, but the latter can
discount foreign employees' salaries a portion of the expense, subject to specific
statutory limitations. By law, employees also have the right to be guided and
informed about the health hazards to which they are exposed at work.

Israel has entered into several trade agreements in order to strengthen its position in
international markets. The most significant agreements are the Free Trade Area
Agreement with the European Union, Free Trade Area Agreement (FTA) with the
United States, and Free Trade Area Agreement with the European Free Trade
Association States (EFTA). The agreements with the European Union, the United
States and EFTA countries place Israel in the unique position of being a Free Trade
Area partner with the principal economic regions worldwide. Thus, Israel is able to
act as an intermediary for countries that do not have mutual agreements, provided
that products comply with the provisions of each agreement. In addition, Israel has
signed FTA Agreements with Canada and Turkey, a General Agreement on Tariffs
and Trade (GATT) with the World Trade Organization, and has been granted
preferences under the GSP (General System of Preferences) by Australia, Austria,
Canada, Finland, Japan, New Zealand, Norway, Sweden, Switzerland, and the United
States. As part of the peace process, Israel signed an Agreement for Economic
Development with the Palestinian Authority.
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BASIC INDICATORS

Population (thousands, 2009)

GDP (mill current US$, 2009)

GDP (mill curren t PPP US$, 2009)
Current account balance (mill US$, 2009)
Trade per capita (US$, 2007-2009)
Trade to GDP ratio (2007-2009)

Real GDP (2000=100)
Exports of goods and services
Imports of goods and services

MERCHANDISE TRADE

2009

Merchandise exports, fob (mill US$)
Merchandise imports, cif (mill US$)
Share in world total exports

Breakdown in economy's total exports
By main commaodity group (ITS)

Manufactures

Fuels and mining products

Agricultural products

By main destination
1. United States
2. European Union (27)

3. Hong Kong, China
Other destinations

COMMERCIAL SERVICES TRADE

Commercial services exports (mill US$)
Commercial services imports (mill US$)
Share in world total exports

Breakdown in economy's total exports
By principal services item

Transportation

Travel

Other commercial services

7 442
195 392
206 576

7 592

20103
78.1

130
140
127

Value

47 935
49 278
0.38%

88.9
3.5
4.5

35.0
25.9

6.0
11.1

Value
2009

21 961

16 865
0.65%

14.4
17.0
68.6

Rank in worl d Exports Imports

Merchandise 46 44
excluding intra-EU trade 31 26
Commercial services 34 39
excluding intra-EU trade 19 24

Annual percentage change 2009
-22%
-27%
Share in world total imports 0.39%
Breakdown in economy's total imports
By main commaodity group (ITS)
Manufactures 69.30
Fuels and mining products 17.70
Agricultural products 8.40
By main origin
1. European Union (27) 36.9
2. United States 12.4
3. China 7.4
Other origins 32.0
Annual percentage change 2009
-10%
-14%
Share in world total imports 0.52%
Breakdown in economy's total imports
By principal services item
Transportation 32.2
Travel 17.2
Other commercial services 50.6
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1. The United States of America

In 1985, Israel and the United States entered into the Free Trade Area Agreement.
This Agreement was fully implemented on January 1, 1995. The Agreement
eliminates all import duties and non-tariff barriers between Israel and the United
States. The Agreement allows non-tariff restrictions on agricultural products.

“Rules of origin” exist, which are different from those of the European Agreement, to
determine products’ eligibility to benefits from this Agreement.

2. The European Economic Community (EU)
In 1995 Israel entered into an Agreement for the establishment of a free trade zone
with the European Union for industrial products and some agricultural products.

Under this Agreement, most Israeli-made products are exempt from import duties.
On its part, Israel gradually reduced import duties on European-made products. In
general, to be eligible for exemption from import duties, products are required to
comply with certain “rules of origin”. These rules require a minimum local-added-
value depending on the origin of materials, manufacturing process, etc.

Tariff and non-tariff barriers still exist concerning agricultural products and processed
foods in respect of international trade with the European Union.

3. The European Free Trade Agreement region
The Free Trade Agreement between the EFTA States and Israel was signed in

Geneva, Switzerland on 17 September 1992. It entered into force on 1 January 1993
(Article 33). The Agreement covers trade in industrial products as well as fish and
marine products. In addition, bilateral agricultural agreements between the individual
EFTA countries and Israel have been concluded which form part of the instruments
creating the free trade area.

General
The main legal entities used in the business arena are:

1 Companies / Partnerships / Trusts / Individuals

12
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1. Companies

The most common form of business entity in Israel is a limited liability company with
capital stock (share capital). The Companies Law, 1999, which went into effect on
February 1, 2000, oversees corporate activities.

The private limited liability company is the most commonly used legal entity for
business. It is easy to incorporate and operate. The main restriction for a private
company is its inability to raise public capital.

A private company enjoys full confidentiality with regard to its financial statements.
The company is not required to file its financial statements with the Companies
Registrar, or with any other public body. A copy of the financial statements are only
filed with the Tax Authorities, who must by law keep them confidential, and not
disclose any information to the public.

A public company is defined as a company whose stock is listed on a stock exchange,
or offered to the public in a prospectus, and held by the public. In order to protect
the public, the governance of a publicly traded company is stricter than a private
company. A public company must comply with the Companies Law and its
regulations, with the Securities Law and its regulations, with regulations published by

the Securities Authority, and also comply with the guidelines of the Tel Aviv Stock
Exchange if traded on TASE.

2. Operation as a Foreign Company (eg. Branch)
A foreign company that wishes to conduct business in Israel, may establish a branch

or local office in Israel as long as it is registered as a foreign company with the
Registrar of Companies at the Ministry of Justice, and submit a copy of its original
Articles of Association with an official Hebrew translation, and the list of its directors.

3. Partnerships
The Partnership ordinance defines a partnership as an entity that consists of persons

who contracted to form a partnership. Personal liability of the partners is not limited
unless they are limited partners of limited partnerships. A foreign partnership is also
permitted to do business in Israel.

4. Cooperatives
This type of business entity is found mainly in agriculture (cooperative forms such as

a Kibbutz or Moshav), transportation (the bus cooperatives) and in certain types of

13
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marketing operations associated with agricultural products.

5. Non Profit Organizations
These entities operate mainly as academic institutions, hospitals, charitable

organizations and municipalities. Non profits are subject to a special law dealing
mainly with the formation of such organizations and the way they may operate as
such.

6. Trusts

Trusts are not very popular in Israel’s business arena, even though they have all the
legal powers and rights to do so. Trusts are mainly used to serve personal or family
goals. No special qualifications are required from a person acting as a Trustee.

Under the said tax reform, clear and concise conditions have been specified, on the
basis of which foreign and domestic investors may determine the appropriate
category of the trust to be set up, to meet their particular needs.

Under the new regulations an Israeli trustee can manage a foreign trust without the
need to report its income to the Israeli tax authorities provided its income is not
from an Israeli source.

“Foreign Resident Settlor” Trust - This trust, whether irrevocable or not, will be
considered a foreign resident if, during the tax year, all its settlors and beneficiaries
are foreign residents, or at the time of its establishment and the during the tax year
all its settlors were foreign residents, irrespective of the beneficiaries' residency.

Tax benefits - There are no tax liabilities when assets are transferred to the trust.
Assets transferred from the trust to the beneficiaries will be considered as if
transferred directly from the settlor to the beneficiary and taxed accordingly. The
trust’s income will be taxable whether or not transferred to the beneficiaries, as if it
were the foreign settlor's income (even if the beneficiaries are Israeli residents).
Meaning, income generated outside Israel would not be taxable, nor would it need
to be reported in Israel.

“Foreign Resident Beneficiary” Trust - If a trust was established, inter alia, by an
Israeli resident as irrevocable, and all the beneficiaries during the relevant tax year
are identified foreign residents, the trust will be considered a foreign resident
beneficiary trust.

14
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Tax benefits - Assets transferred to the trust will be considered as if transferred
directly from the settler to the beneficiaries and taxed accordingly. There will be no
capital gains tax when the trust’s assets are transferred to the beneficiaries. The
trust’s income will be taxable whether or not transferred to the beneficiaries, as if it
were the foreign beneficiaries’ income. As such, income generated outside Israel
would not be taxable nor would it need to be reported in Israel. If there is no locally
generated income, the trustees will be required to sign a declaration to this effect for
the tax authorities.

Trust Owned Vehicles (TOV)
A TOV is a trust that owns an “underlying company", which in turn does business
and/or holds investments around the world.

Non-Israeli residents may benefit from a TOV
1 No tax on non-Israeli source income;
No tax on most Israeli sourced investment income;
No estate tax on investments in the US, UK, etc;
No need to report foreign source income;
Israeli resident underlying company - potential access to Israel's tax treaties
with over 40 countries;
No Israeli exchange control;
Anti-money laundering rules usually not intrusive;
Confidentiality;
Asset protection;
Orderly framework for personal finances;
Facilitates gradual transfer of wealth to the next generation in Israel or
elsewhere.

= =4 -4 =9

= =4 -4 -4 -—a -

The State of Israel encourages investment from both Israeli and foreign residents, by
offering a wide range of incentives and benefits. The principal goals include: efforts
to attract foreign investments to Israel, boost economic growth, develop human
resources, etc. To attain these goals, Israel offers substantial benefits and
concessions through a number of laws and regulations, as summarized below.

Investment incentives are outlined in the Law for the Encouragement of Capital
Investment and the incentive programs can be divided into 2 main types :

- administered by the Israel Investment Center (IIC), a
department of the Ministry of Industry, Trade and Labor.
15
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- administered by the Tax
Authorities.

To qualify, investment projects must meet certain criteria including: international
competitiveness ( as describe in the low( section 18 1©a)), minimal designated
investment, high added value and registration of the company in Israel.

Once these criteria are met the enterprise gains Approved Enterprise status from the
IIC if it chooses the grants program and Beneficiary Enterprise status by the Tax
Authority if it chooses one of the tax benefits programs. It is then eligible for
incentives, such as grants of up to 24% of tangible fixed assets (grants program
only) and/or reduced tax rates, tax exemptions and other tax related benefits.

The government grants scheme is affected in part by the location of the company's
activities. Several regions in Israel have been declared National Priority Regions:

Priority Area A includes: The Galilee, Jordan Valley, The Negev and Jerusalem for Hi
Tech companies.
Priority Area B includes : Lower Galielee, Northern Jordan Valley

The amount of the government grant is calculated as a percentage of the original
cost of land development and investment in buildings (except in Area C), in
machinery and equipment. This cost includes installation and related expenses. The
percentages are:

Priority Zone A (*) Priority Zone B
Industrial projects:
Up to NIS 50million(**) 24% 10%
Exceeding NIS 50million 20% 10%
Investments in hotels/accommodations 24% -
Other tourist enterprises 15% -

* Plus an additional grant of up to 8% for companies locating in the south ("Negev area")
** or located in low socioeconomic town ( 6 or less)

Under the provisions of the grants scheme, 20 percent of the approved program for
industrial projects should be completed within 24 months from the date of approval.
The investment program should be completed within 5 years from the date of
approval.

16
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TAX BENEFITS

A) GRANT PROGRAM

Companies choosing the grant program receive tax benefits as well for a period of 7
consecutive years, starting with the first year in which the company earns taxable
income (grants are not considered income). Tax benefits are determined by the
percentage of foreign control: the more foreign control in the enterprise, the higher
the benefits. If at least 25% of an Approved Enterprise's owners are foreign
investors, the enterprise is eligible for a 10 year period of tax benefits*. See table
below (all figures are in %)

Tax Rates Table

Taxable income 100 100 100 100 100
Corporate tax 25 20 15 10 24
Balance 75 80 85 90 76
12X on distributed 11.25 12 12.75 13.5 25
Total tax burden 36.25 32 27.75 23.5 49

B) AUTOMATIC TAX PROGRAM

There are 3 types of automatic tax programs:
1. Alternative tax program
2. Priority area program
3. Strategic program

The minimal designated investment in programs 1 and 2 are:
A. Greenfield (new) investment- at least 300,000 NIS as in the table below:

B. Expansion- at least 300'000 NIS or amount equal to the "Approved rate" from
the productive assets (the higher) from the following:

17
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Up 140 12%
140-500 7%
500+ 5%

1. Alternative tax program: A company can choose this program by waiving the
project's rights to a grant and will receive complete exemption from corporate tax on
its undistributed income, as detailed below.

"...Approved Priority Zone A - 10 years of complete tax exemption;
enterprise
status may Priority Zone B - 6 years of complete tax exemption, and tax benefits: 1
]E)e granted to year for local investor, 4 years for foreign investor;
oreign
companies Central Israel - 2 years of complete tax exemption, and tax benefits: 5
operating in years of for local investor, 8 years for foreign investor.
Israel ..."
2. Priority area program: For companies investing in Priority Area A, benefits are :
a. Corporate tax rate of 11.5%
b. Dividend tax rate of 15%, total tax rate of 24.5%
For an foreign investor, the dividend tax rate is 4% and a total tax rate of 15%.
The benefit period is for 7 years. If at least 25% of the company is foreign
owned then the benefit period is 10 years.
3. Strategic program: This program is intended mainly for large multi-national
companies meeting the following criteria: an annual turnover of at least $3 billion
and a minimum investment of $130 million in the project itself. Location: according
to the table below :
Taxable income 100 100 100 100 100
Corporate tax 25 20 15 10 27
Balance 75 80 85 90 73
Tax on distributed
dividends (1) 11.25 12 12.75 13.5 18.25
Total tax burden 36.25 32 27.75 23.5 45.25

18
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a. Corporate tax — 0% (i.e. complete tax exemption)
b. Dividend tax — 0%
C. Benefit period — 10 years

Israel does its utmost to encourage exports. The main export income derives
from tourism, polished diamonds, software and high-tech products, canned food
and agriculture. Government incentives are mainly in marketing encouragement.
The marketing encouragement fund supports new exporters through royalty
bearing grants of up to 50% of certain export related marketing expenses.

1)  Eilat Free Trade Zone
The Eilat Free Trade Zone Law of 1985 is designed to encourage the
general development of the City of Eilat and in particular tourism, certain
specific industrial activities and international trade conducted in the city.

The Law provides tax relief, including:

3 Exemptions from indirect taxation, including value added tax, on
imported goods purchased with foreign currency by tourists;

3 An income tax credit, at a rate of up to 10% of an individual's taxable
income;

3 A grant to reduce the cost of employment, in an amount equal to twice
the tax credit granted to the employees of the specific employer; and

3 Expanded benefits under the Free Port Zone Law (see below) for an
authorized entrepreneurial enterprise located in Eilat:

3 Income tax exemption for seven years, followed by a reduced rate of
30%;

3 Exemption on inflationary capital gains;

3 Benefits under the Encouragement of Capital Investments Law.

2) Free Ports
In accordance with the Free Port Zone Law of 1969, the following ports
have been declared free ports:
X Kishon Port, Haifa
X Port of Ashdod
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x Port of Eilat

Special tax benefits and exemptions from indirect taxation are accorded
to enterprises in those port zones, which have been declared to be
authorized entrepreneurial enterprises. To qualify as such, all the
production of the enterprise must be for export.

Israel has a well-developed and modern banking system that provides a wide range
of banking, financial and credit services. The following features characterise the
system:

A high degree of concentration, with two major banking groups accounting for
approximately 60% of the total assets of the commercial banks in Israel. These two
groups are Bank Hapoalim and Bank Leumi. Three other significant banking groups
are Israel Discount Bank, Mizrahi Tefahot Bank and First International Bank of Israel
which account for another 33%.

Liquidity regulations (currently being eased) that limit the volume of free credit
available to the public.

A relatively high level of international activities and interaction with major foreign
banks by Israeli commercial banks.

Foreign investors are permitted to engage in a wide breadth of activity, including
the repatriation of profits earned in Israel.

The following general rules apply:
1. A non-resident may make a loan in foreign currency to an Israeli resident
under certain circumstances.

2. A non-resident who invests in Israel and wishes to maintain his right to
repatriate the proceeds and income of his investment may do so if certain
procedures were carried out.

3. A non-resident may form a company in Israel and may buy and sell shares in
20
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an existing Israeli company, whether or not the shares are traded on the Tel-
Aviv Stock Exchange. Proceeds from a transaction in Israeli securities may
be transferred abroad if certain procedures are carried out, including the
payment of capital gains tax.

Non-residents may not transfer abroad the proceeds of certain investments,
which are limited to Israeli residents only, including linked shekel deposit
funds and other savings plans and partnerships.

The Prohibition of Money Laundering Law was published in 2002. The law
obligates financial institutions such as banks, stock exchanges and money
changers to notify to the authorities (IRS, Prohibition of Money Laundering task
force) the identification of the person or company requesting services such as
investing money, opening an account on behalf of someone else, the amount of
money and its origin.

Securities issued by public companies and government bonds are traded on the
Tel Aviv Stock Exchange (TASE). Approximately 600 companies are listed on the
TASE and with the elimination of most restrictions has made it convenient and
attractive for foreign residents to invest in Israel, particularly in the Israeli equity
market.

Trading in securities and raising capital through public offerings are regulated by
the Securities Act under which the Securities Authority was established, in order
to protect investors’ interests.

The State Budget is financed mainly by taxation. Approximately 40%-50% of total
taxes levied in Israel are derived from direct taxes - principally income taxes. The
balance is derived from indirect taxes - mainly Value Added Tax and customs duties,
purchase tax, stamp duty, fees and licenses.
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1. General Structure
In January 1, 2003 Israeli income tax was reformed, witnessing the transition
from a territorial tax method to a personal tax method. Income tax law has
personal applicability for residents of Israel while retaining the territorial method
for overseas residents:

Case law establishes that the substantial test for determining the residence of an
individual is the “center of life” test. The center of life test would be adopted,
meaning an individual would be considered a resident of Israel if his life center is
in Israel. The definition of “resident” has two numerical technical presumptions,
fulfillment of one of which can suffice for indicating that the individual’s center of
life in the tax year is in Israel:

-If that individual was present in Israel 183 or more days during the tax

year.

- If that individual was present in Israel during the tax year at least 30

days, and his accumulated period of presence in Israel during the tax

year and the two preceding years totaled 425 days or more.

The rule concerning the place of accrual of income from work is the place of
execution of the work. Therefore, the place of income from work performed
outside of Israel is not in Israel.

However, if the employer is a government company, a government authority, a
corporation founded by law, etc., and the working relations with that employer
commenced while the employee was a resident of Israel, the place of generation
of the income will be considered to be Israel, despite the work having been
performed outside of Israel.

2. The Fiscal Year
The Israeli tax year runs from January 1st to December 31st. However, Israeli
subsidiaries of foreign companies, where the shares of the foreign parent are
quoted on a stock exchange outside Israel, may be permitted to have an
alternate tax year.
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3. Personal Taxation
Progressive tax rates in 2011 or individuals vary from 10% to 47% as follows:

Tax % Income (IS)

10 0-60,840

14 60,841-103,920
23 103,921-168,840
30 168,841-254,880
33 254,881-482,759
45 482,760 and over

4. Corporate Taxation and Taxes on Dividends
Companies, which are registered in Israel, and foreign companies, which are
residents of Israel, are subject to companies’ tax at a rate on 24% of their
taxable income in 2011 (Previous rate 25%). Corporate taxation in Israel will
decrease at 1% per year to a rate of 18% in 2016. Dividends payable to
individuals and foreign companies are taxed at a rate of 25%. Dividends payable
to Israeli companies are tax-exempt.

5. Capital Gains Taxation
Capital gains tax is imposed on the disposal of fixed and intangible assets where
the disposal price is in excess of the depreciated cost for tax
purposes. Regarding real estate in Israel, a Land Appreciation Tax is levied, the
rules for which are largely similar to those for capital gains tax.

For tax purposes, capital gains are divided as follows:
Inflationary gain — the part of the gain derived from linkage to the
Consumer Price Index (CPI).

Real gain — the difference between the total capital gain and the
Inflationary gain.

The inflationary gain has been exempt from taxes since January 1994
and subject to 10% tax on the accrued portion until then. The tax rate

on real gains is 20%-25% for individuals and 25% for companies.
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6. Set-off of Losses
Israeli law permits losses to be dealt with as follows:

a) Operating losses incurred in a tax year may be set-off against income of
that year from any other source including capital gains.
b) The balance of operating losses not utilized in the same year may be

carried forward indefinitely and set-off against future operating income.
The amount carried forward is adjusted for inflation.

c) Non-operating losses (such as rental losses) may be carried forward and
set-off against future income from the same source only.
d) Capital losses may be set-off only against capital gains for the year, and

the balance may be carried forward and set-off against capital gains
during the subsequent seven years.

1. Value Added Tax
Value Added Tax is imposed in Israel on a sale or the provision of a service
in Israel if the sale/transaction has a commercial character.
The rate of VAT in Israel is currently 16% (April 2011).

Some transactions are subject to VAT at the rate of 0%, such as :
1. Exported goods;

2. Fresh fruit and vegetables

3. Air Hotel services and car rentals to tourists who pay in foreign
currency

4. Sale of intangible assets to non-residents

5. Transportation of cargo and passengers to and from Israel

6. Insurance premiums

2. Acquisition Tax
The purchase of real estate is subject to an acquisition tax, to be paid by the
buyer. The tax is based on the purchase price of the asset as follows:
Residential dwellings 0.5%-5% and other 3.5%-5%.

3. Sales Tax
The above tax was introduced on 1.1.2000 and it applies to the vendor. The
tax is 2.5% of the value of the sale or 0.8% on the sale of a residential
apartment by a building contractor. The sale of an apartment by a private
individual is exempt from sales tax in many cases.
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4. Import Duty and Purchase Tax
Duties and purchase tax are imposed upon imports mainly at percentage of
the value of the goods, in order to protect domestic markets and promote
fiscal policies. Israeli importers with the U.S.A. and European Common
Market countries benefit from bilateral duty free agreements. Reductions in
purchase tax on imports are also available to companies producing in Israel
for export.

National Insurance applies to the income of both the employed and the self-
employed.

The amount paid to the National Insurance also covers medical insurance to the
Sick Funds. The rate of the monthly advance payment for a self-employed
person amounts to @ maximum of 14.2% on a maximum monthly income of NIS
25,388.

To date, Israel has entered into treaties for the prevention of double taxation
with 36 countries. The treaties function to prevent double taxation, by
guaranteeing that the investor's state of residence will provide either a tax credit
for tax which has been paid in Israel or, alternatively, that the Israel sourced
income will be exempt from tax in Israel or in the country of residence of the
foreign investor.

Austria Finland Jamaica South Africa
Belarus France Japan South Korea
Belgium Germany Mexico Spain
Brazil Great Britain Norway Sweden
Bulgaria Greece Philippines Switzerland
Canada Holland Romania Thailand
China Hungary Russia Turkey
Czech Republi India Singapore USA
Denmark Ireland Slovakia Uzbekistan
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Israel is presently conducting negotiations at an advanced stage with a number
of countries for the purpose of signing treaties for the prevention of double
taxation. It is expected that similar treaties will be signed with other countries in
Eastern Europe and Southeast Asia.

Among those provisions contained in the treaties, which prove benefit to
investors, is the provision that non-Israeli residents will be taxed on capital gains
derived from the sale of capital assets in Israel (other than real estate) only in
the investor's state of residence.

It should be particularly noted that most of these treaties contain "tax-sparing”
provisions designed to protect the special tax incentives given by Israel. Thus,
even though a reduced rate of Israeli tax has in fact been paid, the investor's
country of residence will provide a tax credit on the "deemed" tax, i.e. the tax
that would have been paid in Israel had the rates not been reduced.

The Knesset recently passed a law that will impact on the lives of immigrant's
families for years to come. In summary, it grants new immigrants and returning
residents a 10 year period of exemption on reporting their overseas assets and
income, as well as being exempt on taxes on income earned abroad.

This law indicates Israel's commitment to encouraging the repatriation of people
with skills; by doing so, it enhances itself as the destination of choice for the
Jewish people. The law allows some interesting financial-planning opportunities
for those who made Israel their home since January 1, 2007, as it applies
retroactively. Previously, such olim would have had to structure their affairs
before they arrived in Israel; now the door is wide open for them to restructure.
There are many people who fall into in this category making full use of this
benefit.

Although overseas work income enjoys the 10-year tax exemption, it will not
apply if the work was actually performed in Israel. This could impact the "tele-
commuters" who are performing overseas jobs via the Internet. This fact could
encourage commuting, which would disrupt the family life of the immigrant
families.
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"...The office About Dov Weinstein & Co.

gained its

reputation for

building a General

progressive

business Dov Weinstein & Co. is ranked as one of Israel’s leading medium sized accounting

culture, based
on professional
commitment and expertise, and in particular the most complex aspects of domestic and international
service at the
highest level..."

firms. Our firm provides accounting services of the highest quality and professional

taxation matters. The firm’s clients include Israeli companies and representatives of
overseas firms. Our clientele includes businesses from all sectors of the economy
such as high- tech firms, construction and real estate, industrial, trade and services

concerns.

PCAOB registered

Dov Weinstein & Co. is one of the few accounting firms in Israel authorised to submit
to the U.S. Securities Authority (SEC) the reports of companies traded on the
NASDAQ market and other U.S. stock exchanges, as well as the reports of their

subsidiaries.

Comprehensive Services

The firm’s comprehensive accountancy services include: preparing and auditing
financial reports, evaluations and professional opinions, trust services, general and
ongoing financial consulting and all aspects of taxation including tax planning,
representing clients before the tax authorities and international taxation. Our services
are tailored to each individual client’s needs in a wide range of areas, and include the
most sophisticated tax planning and guidance for public and private companies, for

foreign corporations and nonprofit organisations.
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In Jerusalem, 11 Kiryat Hamada St., Beit Amot Har-Hotzvim,
P.O. Box 18263, Jerusalem 91182, Israel

Tel: +972-77-738-6666

Fax: +972-2-5812991

Email: dov@dwcpa.co.il

Website: www.dwcpa.co.il

In Tel Aviv, 8 Shaul Hamelech St. Beit Amot Mmishpat.
Tel: +972-77-3331257/8
Fax: +972-77-3331259

This document is for the information purposes only and it may not be
reproduced or further distributed, in whole or in part, for any purpose without
specific written authorization of the author. Dov Weinstein & Co. has based this
document on information obtained from sources it believes to be reliable but
which it has not independently verified and, thus, makes no guarantee,
representation or warranty and accepts no responsibility or liability as to its
accuracy or completeness. This document is not and should not be construed
as an offer (or part of an offer) to sell or the solicitation of an offer to purchase
or subscribe for any securities, while expressions of opinion are subject to
change without notice. Dov Weinstein & Co. and its affiliates and/or employees
may have positions in any securities mentioned in this document (or in any
related investment) and may from time to time add to or dispose of any such
securities (or investment). The firm and its affiliates may have assumed an
underwriting commitment in the securities of companies discussed in this
document (or in related investments) and may also perform or seek to perform
investment banking or underwriting services for or relating to those
companies.

2011 © Dov Weinstein & Co. All Riahts Reserved.
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