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Prime Minister 		
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MK Stas Maseznikov
Chairman of the Finance Committee
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Dear Minister of Finance,			
Chairman

Dear Knesset Member and

RE: Report on the activities of the Securities Authority
In accordance with Section 14 of the Securities Law 1968 (henceforth – Securities
Law), I respectfully submit this report on the activities of the Israel Securities
Authority for 2007.
During 2007, the ISA continued to act according to the perennial strategic plan
formulated in 2002. The plan defined two main goals:
First – further development of the capital market by means of:
§ Encouraging new, high quality, players to enter the capital market
§ Developing the capital market's infrastructure in the areas of trade,
regulation and accounting, through reforms initiated by the ISA;
§ Accelerating the integration of the Israeli capital market into the global
capital market by removing the barriers hindering the access of foreign
investors to the Israeli capital market.
Second – strengthening of the public's confidence in the capital market, by
way of:
§ Increased efficiency and rapid reaction of the law enforcement agencies
– gathering of intelligence, investigations and legal accompaniment.
§ Improved efficiency and strengthening of the civil enforcement
procedures
§ Enhanced supervision and strengthening of corporate auditing
mechanisms
Henceforth are the main points of the ISA's activities during 2007:
Further integration into the global market –
The adoption of the IFRS reporting standards was a main step on the way of
integrating the Israeli capital market into the global financial market. The adoption
process began in 2005, in cooperation with the Israeli IASB, and the preparations
for the full adoption of the IFRS continued through 2007. The ISA had issued
a ruling regulating the gradual transition to international reporting standards and
requiring all the supervised entities to report on the preparations for the aforesaid
transition, including its influence on the companies' financial statements. Currently,
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the reporting according to the IFRS is gathering pace and it becomes evident that
the preparatory work had born fruit, paving way to a smooth transition devoid of
special problems.
The accompanying step, to the adoption of the IFRS, is the adoption of the XBRL
reporting language. A language allowing investors, all over the world, to read
and understand the data contained in the Israeli financial statements. Reporting
according to the IFRS and the use of the XBRL will be fully implemented, by all
companies, from January 1, 2008.
In April 2007, following the common efforts of the ISA, the French, the Belgian and
the Portuguese securities regulators, the three European regulators had established
a task force for examining the application of the European Directive vis-à-vis Israel
and the recognition of Israel's legislation, in the area of securities, as equivalent
to the European legislation. Following a comprehensive process of examination,
the three regulators decided to recognize the Israeli legislation as equivalent to the
European legislation for the purposes of mutual recognition, within the meaning
thereof under the European Directive.
The contacts with the French regulator, which were the speediest and the most
advanced once, had culminated in the signing of the mutual recognition agreement,
opening the French and the Israeli capital markets for trade in securities of companies
regulated under the respective law of the aforesaid counties. The ISA is currently
working on the draft legislation necessary for implementing the abovementioned
agreement in practice.
During 2007, an agreement was reached between Israel and France as regards the
terms for registering securities for trade on the stock exchange, on the basis of
a permit issued in the respective country. Also, basic principles for cooperation
between the French and the Israeli securities authority have been agreed upon
between the parties. Thus, the companies traded on the regulated market in
France (Euronext, Paris) or on the TASE in Israel, can be registered for trade on
both stock exchanges.
The ISA actively promotes Israel as the active member of the OECD, and works on
amending the Israeli legislation in line with the requirements of this organization.
Financial codes, pertaining to liberalization in the movement of capital and financial
services, are perceived as the essential for joining the OECD. The ISA plays a key
role in the areas related to the aforesaid codes. Another criterion, examined as part
of the application to join the organization, is – the adoption and implementation
of the OECD Corporate Governance code by the candidate state. As part of the
application procedure, an inter-ministerial team was created for preparing a
memorandum on the issue, to be approved by the OECD. During the reporting
year the ISA coordinated the writing process of the chapters dealing with financial
services and corporate governance.
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Development of the infrastructure and encouragement of new, high quality,
players to enter the capital market During 2007, the new Underwriting Regulations were passed into law, thus
completing the reform on the Israeli underwriting market. The Regulations allow
foreign underwriters to act in Israel on the basis of a foreign permit and subject to
supervision by foreign regulators (US and UK, at this point in time). The reform
is aimed at developing the underwriting market in Israel, improving the standards
of underwriting and opening the market to foreign knowledge and experience by
introducing the aforesaid foreign underwriters.
Definition of transparency In January 2007, the ISA had issued a regulation pertaining to disclosure to be
provided in immediate, transaction or private offer reports regarding the approval
of compensation to senior corporate officers. Under the aforesaid regulation,
the reporting corporations have to disclose all the information relevant to the
understanding of the agreements they sign with their senior corporate officers,
including: the scope of their jobs, length of term, qualitative and quantitative
description of the pay components, including compensation agreements based on
the corporations' performance and attainment of goals, compensation in shares
and retirement package. During the reporting year, the ISA spent a lot of time
working on the requirements, stipulated under the regulation, and the adjustments
necessary to enforce them. The regulation has been extended for a year and will
expire in January 2009. The ISA is now working on incorporating the regulation
into the amendment to the Securities Law. The aforesaid amendment requires the
board of directors to explain the components of compensation paid out to the top
management and principal shareholders in a corporation.
Reinforcing mechanisms of internal auditing –
During 2007, a special effort was made to increase the awareness of external
directors with regard to their position as "gate keepers" of public companies,
particularly at the time of approving transactions with controlling shareholders.
This is particularly important when approving compensation packages and
irregular benefits to senior management, principal and controlling shareholders.
An internal procedure, under section 56A of the Securities Law, has been enacted
by the ISA, requiring external directors to provide explanations regarding their
decisions to approve transactions with controlling shareholders, including
approval of benefits. This procedure has been performed a number of times
during 2007.
Deterrence and enforcement –
During the reporting year, the ISA had passed 18 cases, of completed investigations,
to the District Attorney's Office. 19 cases, of on-going investigations, remained
in the Investigations Department of the ISA. The cases investigated by the ISA,
during 2007, related to:
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•
•
•

Suspected violations of approval and disclosure of transactions with
controlling shareholders;
Fraudulent activities related to trade in securities and the use of
insider information;
And a precedent setting investigation related to bribery;

The length and quality of investigations also improved. These steps have been
taken as part of the strategic initiative to re-define priorities, as well as enforcement
and deterrence goals, to shorten the response time between the decision to open
an investigation and the actual opening of overt investigation and to shorten the
investigation process itself.
In conclusion, 2006 was a year of many new challenges. The means of confronting
these challenges, along with the achieved results are detailed in this report. The
growing of the capital market and its structural reform required efficient and
effective proceedings on the part of the ISA alongside strategic and creative use
of the resources at its disposal. On the part of the ISA, the continuous growth of
the Israeli capital market requires constant improvement, as well as speedy and
sophisticated reaction to this growth and the changes it brings along.

Sincerely
Prof. Zohar Goshen,
Chairman of the ISA
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Functions of the ISA
Israel Securities Authority (ISA) was established under the Securities Law, 57281968 [henceforth – the "Securities Law"], and its function, as stated in the law, is
to protect the interests of the investing public.
Within the framework of its mandate the ISA deals, inter alia, with the
following issues:
1.

Granting permits to publish prospectuses in which companies offer securities to
the public, and prospectuses in which mutual funds offer units to the public,

2.

Checking the following reports filed by reporting entities:
a.

Immediate current reports, quarterly and periodic financial statements;

b.

Reports on transactions between a company and a controlling
shareholder therein;

c.

Reports on private offerings in a company;

d.

Specifications of purchase offers;

e.

Current reports of mutual funds.

3.

Regulating and supervising the activities of the mutual fund sector,

4.

Supervision over a proper and impartial management of the stock exchange,

5.

Licensing portfolio managers and investment advisors, supervising compliance
with responsibilities, preparation of disciplinary complaints for submission to
the disciplinary committee of portfolio managers and investment advisers,

6.

Conducting investigations with regard to violations under the Securities Law,
the Joint Investment Trust Law, 5754-1994 ["Joint Investment Trust Law"],
Regulation of Investment Advice and Investment Portfolio Management Law,
5755-1995 ["Regulations of Investment Advice Law"] and violations of other
laws where related to violations of the aforesaid laws;

7.

Supervision over compliance with responsibilities of portfolio managers
and members of the stock exchange that are not banks, according to the
Prohibition of Money Laundering Law, 5760-2000.

8.

The ISA collaborates with the Institute of Certified Public Accountants in
Israel, in financing and operating the Israel Accounting Standards Board. In
accordance with instructions of the Attorney General, the ISA had transferred
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its membership in the limited company, which is the administrative body
operating the Accounting Standards Board, to a trust held by the Accountant
General of the Ministry of Finance.
In accordance with Securities Law, the Minister of Finance appoints the
Chairman of the ISA and its members. Some of the members are appointed
from the public and some are civil servants; one of them is an employee of
the Bank of Israel. The ISA employs accountants, lawyers, economists and
administrative employees.
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The ISA and its Employees
The members of the ISA plenum, at the end of December 2007, were:
Mr.
Mr.
Ms.
Ms.
Mr.
Dr.
Ms.
Mr.

Moshe Tery, Chairman,
Zvi Eckstein, Economist,
Orli Din-Davidian, Adv.,
Dvora Hen, Adv.,
Yaheli Cahanov, Adv.,
Meir Sokoler,
Michal Akabiya, Adv.,
Ihie Hani [CPA],

The plenum of the ISA meets usually once a month. The ISA acts also through
committees that deal with applications for permission to publish prospectuses,
giving exemptions and extensions, stock exchange issues, issues relating to the
ISA’s finances and budget, the independence of auditors in companies subject
to the Securities Law, issues relating to the licensing of investment advisors and
investment portfolio managers, issues relating to civil fines for managers of mutual
funds and other issues, as needed.
In 2007, the ISA held 10 meetings of the plenum; the committee for giving permits
for the publication of prospectuses - 67 meetings; committees for giving exemptions
- 35 meetings; the committee for stock exchange issues - 3 meetings; the finance
committee – 3 meetings; the audit committee – 11 meetings; the committee for
licensing investment advisors and investment portfolio managers – 7 meetings; a
special committee authorized under section 117[b] of the Joint Investment Trust
Law to consider not imposing civil fines under section 114 of the law – 3 meeting;
the auditing committee – one meeting; the committee for tenders 5 meetings.
Senior employees of the ISA at the end of December 2007 were:
Shimshon Albek, Adv.,
Yael Almog			
				
Mr. Aviezer Dannon, 		
Mr. Nir Bar-On, 		
Dr. Moshe Bareket		
Ms. Pnina Guy, Adv., 		
Ms. Orli Doron			
				
Dr. Gitit Gur-Gershgoren,

Legal counsel,
Director of International Division Department and
Senior Advisor to the Chairman
ISA Secretary, Director of the Intelligence Department,
Director of Investigations Department,
Director of Corporate Finance Department
Director of Enforcement,
Director of Securities Department in the District
Attorney's Office in Tel Aviv (taxation and economy)
Chief Economist,

Mr. Natan Hershkovitz,
Mr. Dudu Lavi			

Director of Information Systems Department,
Director of Mutual Funds Supervision Department,



On 1.10.2007 Mr. Bar-On was appointed Director of Investigations Department in place of Ms. A. Arad
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Mr. Ori Katzir, 		
Ms. Ita Shochat,
Mr. Ronen Madar, CPA
Mr. Ezer Tzafrir, Adv.

Spokesman,
Director of Licensing and Supervision over Investment
Advisors and Portfolio Managers Department.
Director of Supervision Department over the
Secondary Market
Director of Intelligence Department

At the end of December 2007 145.5 positions and five positions of Attorneys
in training have been filled, as follows:
The Chairman’s office 			
- 		
Legal counsel 					
- 		
International Department			
-		
Corporate Finance Department 		
- 		
Mutual Funds Supervision Department
- 		
Licensing and Supervision of Investment Advisors
and Investment Portfolio Managers 		
- 		

Enforcement 					
-		
Intelligence 					
- 		
Investigations					
-		
Economic Department 			
- 		
Information Technology 			
- 		
Secretarial and Administrative 		
- 		
Investor' Education Unit			
-		
Interns 					
-		

4
4.7
3.5
34.5
14

positions,
positions,
positions
positions,
positions,

11
23
7
20.4
3.5
5
13.5
1
5

positions,
positions,
positions,
positions
positions,
positions,
positions,
position
positions

The maximum manpower approved at the end of December 2007 was 160
positions and five positions of interns.
The maximum manpower approved also includes lawyers who are employed by
the ISA in order to assist the office of District Attorney in carrying out its functions in
matters relating to the Israel Securities Authority. In this respect, the ISA funds 15
lawyers, and 5 trainees in various departments of the office of District Attorney.
The budget of the ISA is funded by annual fees payable by companies that are
subject to the Securities Law and the Joint Investment Trust Law, by fees payable
for applications to receive a permit to publish prospectuses and private offerings,
by the licensing fees of investment advisors and investment portfolio managers,
and by fees charged to the Tel-Aviv Stock Exchange. The budget is approved by
the Minister of Finance and the Finance Committee of the Knesset.



on 11.12.2007 Ori Katzir was appointed Head of Investor' Education Unit



on 1.7.2007 Ronen Madar was appointed Director of Supervision Department over the Secondary Market



on 13.12.2007 Ezer Tzafrir was appointed Director of Intelligence Department



Including lawyers employed by the ISA
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Departments of the ISA
Secretary of the ISA
The Secretary of the Israel Securities Authority is responsible for the on-going
management of the organization, follow-up on implementation of policy defined by
the Chairman in various fields of the ISA's activities and coordination of cooperation
between the organization's departments.
The Secretary supervises the fulfillment of work plans by various departments and
manages special assignments undertaken by the ISA.
Furthermore, the Secretary of the Israel Securities Authority overseas the Intelligence
Department of the ISA
Other areas of the Secretary's responsibilities include: finance and accounting,
including annual financial statements of the organization; financial management;
supervision of collection of fees; supervision of tenders issued by the ISA; planning
of the annual budget and its approval with the Financial Committee of the Knesset,
as well as supervision over its implementation.
Another area of responsibilities, within the scope of the Secretary's activities, is human
recourses, including - salaries, employment contracts, promotions and professional training.
Intelligence
The function of the department is to locate and expose criminal activity in the
capital markets in order to forestall it, in so far as possible, or in order to adopt
enforcement measures. In addition, the department channels information, when
this is needed, to various departments of the ISA. This information assists the
other departments in carrying out their duties.
The department carries out ongoing activity of collecting information from various
different sources relating to the capital markets. The information is examined, analyzed
and assessed by members of the department, using computer systems and databases
in Israel and abroad. As a result of the initial assessment, further intelligence actions
are taken, if necessary, to corroborate, authenticate or refute the information that
was examined, while ensuring the secrecy of the investigation and its nature.
The collection, analysis and assessment of data is done in order to determine if there is
a prima facie suspicion of a breach of provisions of the laws that the ISA is responsible to
enforce, and in order to identify the parties who are suspected of the breach. If evidence
is found to support such a suspicion, the facts and the legal basis for supporting the
suspicion are presented to the ISA Chairman, together with a recommendation to refer
the handling of the suspicions to the investigations department, or, alternatively, to
adopt other enforcement measures.
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Enforcement
The task of the department is to examine events and cases that are discovered in
the course of the ISA’s current work, or from other sources, which justify the ISA
taking enforcement measures.
The department also deals with giving legal guidance for the work of the
Investigations Department, coordinating between the departments of the ISA
on matters where enforcement is required, maintaining contact between the ISA
and the office of District Attorney regarding investigations and filing indictments,
assisting in the criminal proceedings until their completion, and maintaining contact
and assisting also in other legal proceedings in which the ISA is a party that are
being handled by the Tel-Aviv District-Attorney [Civil] or by District Attorney.
In addition, the personnel of the enforcement department take part in meetings
on legislation in the field of enforcement, mainly criminal enforcement, both in
the Ministry of Justice and in the Knesset; they participate in various economic
enforcement forums - meetings and activities of senior personnel in the bodies
that investigate economic violations, whose purpose is to discuss joint issues and
to solve joint problems. The enforcement department assists securities authorities
abroad in providing information, in so far as possible, under the laws of the State.
The Director of Enforcement has the main responsibility for supervision and
coordination of all the enforcement activities at the ISA. In addition, two additional
areas of activity are subject to his supervision: monitoring trade control and
class actions.
The function of monitoring trading is to detect unusual activities that adversely
affect orderly trading and that may indicate the commission of violations under the
Securities Law. Monitoring of trading is done by means of the use of computerized
audit systems that were developed by the ISA and also by means of other audits.
The examination process includes the examination of explanations for unusual
activity in securities, and in those instances where unusual activity occurs
during the trading day, in view of the circumstances of the case and inter alia the
company’s reports, is inexplicable, the matter is referred to the Reporting Center
for clarification with the companies. In cases where there is a prima facie suspicion
that a violation has been committed, the case is referred to the Intelligence
Department for consideration of further proceedings. In addition, the monitoring
of trading provides information and professional assistance for other departments
at the ISA.
The sphere of class actions involves formulating fundamental recommendations
to the plenum of the ISA, with regard to applications to finance class actions and
to finance specific expenses relating thereto, monitoring the proceedings of the
actions and examining the necessity for the attendance of the State's AttorneyGeneral’s office in the class action cases that have ramifications for the efficiency
and the contribution of the class action process.
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International Department
This department was established at the beginning of 2006 as part of implementing
strategic goals of the ISA, which in general are - to integrate the Israeli capital
market into the globalization process, and in particular - to integrate the Israel
Securities Authority into the process of cooperation with other world wide
supervisory bodies.
The tasks of the department are to coordinate and manage all international facets
of the ISA's work. The department will be responsible for contact with international
supervisory bodies and with foreign securities authorities, including approval of
memorandums of understanding for cooperation with those authorities.
Investor' Education Unit
In order for the ISA to perform effectively its mission as protector of the investing
public, it was deemed necessary to widen the spectrum of public knowledge
regarding their rights and obligations pertaining to the purchase of financial
services and\or products on the capital market.
In January, 2007 the ISA and the TASE have initiated a common campaign encouraging
public awareness regarding utilization of financial products. The public was directed
to a new website, (http://www.kesef.org.il) created in order to assist investors to grasp
the meaning of the investment advice process and their consumer rights.
However, experience gathered during the aforesaid campaign, pointed to the fact
that consumer' education must be methodical and long term. Even though the
campaign, initiated by the TASE and the ISA, had passed across the consumer
message, in order to improve public's investment skills it has to be improved and
upgraded on a larger scale.
Thus, the need to institutionalize consumer education had arisen following the
initial campaign. In December 2007, the ISA established Investor' Education Unit,
coordinating all the activities in this field.
Investigations
The purpose of the Investigations Department is to investigate any suspicion
of a violation under the Securities Law, the Joint Investment Trust Law, or the
Regulation of Investment Advice, Investment Marketing and Investment Portfolio
Management Law. The ISA’s investigators are also authorized to investigate
certain offenses under the Penal Code, 5737-1977 ["Penal Law"].
An investigation is initiated on the instructions of the ISA Chairman, and is
completed when the investigation file is sent to the office of the District Attorney,
together with a recommendation to file an indictment or to close the file. The
Chairman's recommendation is made after a consultation with the Director of the
Investigations Department and with the Director of the Enforcement Department.
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The Department also conducts legal investigations under Chapter I2 of the
Securities Law, and under the International Legal Assistance Law, 5758-1998.

Legal Counsel
The Legal Counsel is charged with all the ongoing legal activities of the ISA. The
legal staff is grouped into various departments. They follow up on all specific tasks
of the ISA and engage in drafting legislation and regulations. The ISA’s attorneys
engage in examining prospectuses and financial statements of companies and
mutual funds. They check various current reports according to regulations on
conflicts of interest, regulations on private offerings, and regulations on purchase
offers. The ISA’s lawyers participate in regulating the stock exchange’s activities
and in supervising and regulating the activities of investment advisors and
investment portfolio managers.
They also take part in the advisory process conducted by State institutions in
cooperation with the ISA in areas where it is required by law. The legal counsel
also represents the ISA in all matters regarding internal management, including
court presentations in some cases, it provides support for civil proceedings in
which the ISA is a party and which are handled by the Office of District Attorney or
by other legal counsel.
Economics Department
The Economic Department’s job is to extend economic advice to the Chairman of
the ISA and to various departments of the ISA, on economic matters.
The department coordinates the work of the committee on the capital markets, and
is a regular partner in discussions and recommendations of the ISA’s staff which
are submitted to the approval of the Stock Exchange Committee, it participates
in various ISA committees on various subjects, including: orderly trading on the
stock exchange, the stock exchange by-laws, new financial instruments, the ISA’s
budget, etc.. When required, the department provides assistance to the department
of investigations on matters related to the trading on the stock exchange, and advice
to lawyers in the Office of District Attorney on matters related to trading on the stock
exchange, including preparing economic opinions that are presented in court.
The department is also involved in the development and maintenance of databases
and computerized indexes that are connected with the trading in securities and
are used by the ISA for continuous monitoring activity and empirical assessment
of the possible ramifications of the ISA’s decisions or various events on the
stock exchange. The department is responsible for the development, operation
and supervision of the computerized systems for identifying unusual activity in
securities trading, and it is continually monitoring the system in order to examine
its effectiveness and its suitability for new financial instruments, new trading
technologies, and the sophisticated trading methods of the investors.
In addition, one of the important tasks of the department is practical research
focusing on an analysis of developments in the capital market, in general, and the
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stock exchange in particular. The research work is used, inter alia, for supervising
the capital market and it forms, sometimes, a basis for legislative initiatives in the
field of the capital markets and the supervision thereof. The research concerns
a number of issues in the capital markets and focuses mainly on assessing the
effect of various important factors on the proper course of trading on the stock
exchange. The research issues include, inter alia, an examination of the efficiency
of the capital market vis-à-vis the publication of information to the public; the
effectiveness of the methods of trading on the stock exchange; the effect of the
control structure in companies on the share prices and business results, etc.
Department of Supervision over the Secondary Market
The Department coordinates ISA's supervision and control over the TASE
activities.
The Department oversees the trade on the Tel Aviv Stock Exchange on constant
basis, in order to identify and analyze irregular trade activities, which might indicate
securities' violations. The trade is controlled through various checking systems,
some of which are computerized.
By using the appropriate methods and tools, and in order to limit failures
and risks embedded in activities of the members of the stock exchange, the
Department ensures that the TASE's supervision of its members concentrates
on significant issues.
In order to guarantee the appropriate and impartial management of the stock
exchange and its clearing house, the Department' representatives sit as observers
on the TASE and its clearing house Board of Directors, as well as on various
committees created by these bodies.
Information Systems
The functions of the Department include the development and maintenance of the
information systems, and the computing and communications infrastructures for
the ISA, for supporting Directors and employees in their responsibilities, and in
accordance with the approved annual work plans. The Department is a partner in
determining and implementing the ISA’s computing strategy. In some cases, the
Department acts in response to requests from other departments, and in some
cases, by virtue of its knowledge of other departments.
The Information Department identifies the needs and initiates projects that are
designed to respond to these needs and provides a computing solution to them.
The Department is responsible for developing and maintaining the following
computer systems: the computerized archive system, electronic mail, task
management, meetings management, and address books; the ISA’s Internet
site; Information Systems for investigation management ["AGATHA"] which are
used by the Enforcement Department; the electronic reporting system ["MAGNA"]
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which is used by all those reporting on the capital markets, the general public
and the employees of the ISA; the operating system which includes most of the
information on various subjects handled by the ISA - information on companies,
mutual funds, investment advisors and portfolio managers, trading figures, trading
supervision and identifying unusual events [in the course of developing the
interface for receiving information from the stock exchange], data which is used
for economic research and accounting information; additional systems for special
assignments.
Another field which is handled by the Department is infrastructures and
infrastructure software: the purchase and maintenance of personal computers
and relevant commercial software, the purchase and maintenance of servers, the
internal communications network and external lines of communication, including
lines for internet suppliers and a line that connects the offices in Jerusalem and
Tel-Aviv, which allows full sharing of information in all systems between the offices
in different locations; data security of all the systems; telephone communications,
telephone lines and exchanges; operating and providing service for printers; the
supply and installation of short life equipment of all kinds, etc..
The Department includes four employees of the ISA; some of the activities are
carried out by means of outsourcing.
Supervision of mutual funds
The law that governs the activity of mutual funds is the Joint Investment Trust law,
which stipulates that in carrying out their duties under this law, the fund manager
and its trustee will be subject to the ISA's supervision. The supervisory methods
of the Department are:
A.
B.
C.
D.
E.
F.
G.
H.
I.
J.
K.
L.
M.

Initiation of legislation that regulates mutual funds' activity;
examination of applications for majority holdings in a fund manager
licensing of fund managers and trustees;
examination of prospectuses that are filed with the ISA in order to receive
a publication permit;
examination of immediate reports filed with the ISA;
examination of financial statements filed by mutual funds;
a computerized warning system that identifies digressions from the
provisions of the law, on monthly basis;
a computerized warning system that examines the reasonableness of
daily changes in unit prices, on daily basis;
imposition of civil fines on account of breaches of regulations.
a sample survey of the transactions carried out by a fund during a pecific
month;
auditing (mainly by outsourcing) of fund managers;
supervision of the trustees;
provision of pre-ruling decisions in answer to questions submitted by
mutual funds to the ISA;
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N.
O.

publication of plenum decisions (SLB) and memorandums on various
issues;
answering public queries pertaining to mutual funds

Licensing and supervision of investment advisors and investment portfolio

managers

The Department deals with licensing and supervision of investment advisors and
investment portfolio managers, pursuant to regulations on investment counsel
and the law on the prohibition of money laundering. In the licensing context, the
department arranges professional examinations, handles requests for exemptions
from examinations, and coordinates the registration of trainees. In the context of
supervising licensees, the department arranges inspections under the investment
advice law and the law on the prohibition of money laundering, supervises the
reporting of licensees to the ISA, and deals with suspicions of breaches of the law.
The department initiates and deals with draft amendments to the law on investment
advice and the regulations enacted hereunder.
In addition, the department is involved in advising to and assisting in proceedings
related to legislation and enforcement of the war against money laundering; within
this framework the Department fully cooperates with other supervisory bodies
[Bank of Israel, Ministry of Justice, the Ministry of Finance and the Police] and
assists the Ministry of Justice in preparing documents which are forwarded to
international bodies [FATF and the IMF] for the purpose of examining Israel’s
compliance with international standards on the question of war against money
laundering. The department also participated in the meetings that were held with
representatives of various organizations.
Corporate Finance
The Corporate Finance department deals with all the reporting submitted by
companies reporting under the Securities Law and by dual listed companies. The
work of the department unifies the work of three departments that existed in the
past at the ISA - Accounting and Reporting Department, Legal Department and the
Reporting Center.
The department's staff, which includes accountants and lawyers, follows
up, in real time, on current reports of companies filed with the ISA, including
immediate reports, interim reports, and periodic reports. This follow up includes
an assessment and examination of the reports with an emphasis on the level
of disclosure in the reports, compliance with the requirements of the law and
its regulations, enforcement of generally accepted accounting policies and an
examination of the legal, accounting and economic aspects involved therein.
While carrying out its responsibilities, the department's staff encounters complex
legal and accounting issues, which are interrelated, and locates market failures
that require the intervention of the ISA. A special effort is devoted to preventative
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action, on the basis of intelligence information, together with the Intelligence
Department of the ISA.
The department is a central partner in setting up the electronic reporting project
including the identifying the characteristics of the system, its legal regulation and
providing ongoing support for companies. By means of the department’s monitoring
tools, the enforcement measures it has at its disposal and its cooperation with the
Intelligence Department and the Investigations Department, the Corporate finance
Department is responsible for an ever-increasing improvement in the level and
quality of reporting, and in the protection given to investors.
Among its other activities, the department is involved in examining prospectuses
of companies and bodies that offer securities to the public, in order to ascertain,
inter alia, whether the level of disclosure therein is fair. In addition, the department
examines reports on transactions with controlling shareholders and private
offerings, purchase offers, debt arrangements and merger reports. While dealing
with these reports the department’s staff are required to deal with complex
valuation reports, and it examines the economic models underlying the reports,
the degree of disclosure as to the facts, the assumptions used for the purpose
of the valuation and the reasonableness thereof, and it is constantly on guard to
ensure fair disclosure.
The department, under the guidance of the ISA’s legal counsel, provides support
for legislative action and initiates primary and secondary legislation in the field
of securities and financial reporting, in coordination with the other departments
at the ISA. In addition the department is involved in providing support for civil
proceedings to which the ISA is a party and which are handled by the Office of the
District Attorney.
The department also takes part in the standardization procedure carried out by
the Israel Accounting Standards Board and presents the positions of the ISA on
various issues.
As part of the service to the reporting community, the department allows reporting
bodies and their accountants and lawyers to contact it, under a certain framework,
on matters relating to reporting in order to ascertain the position of the department’s
staff before the accountant and/or advocate begins his work.
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IV

1. Prospectuses

Prospectt
tuses

During the reporting year, the business sector raised1 about 14,533 million
NIS through the issue of shares and convertible securities, from them 13,364
million NIS have been raised on the local market, compared with 12,429
million NIS - from them 5,248 million NIS from the local market - in 2006.
During 2007, the business sector had raised 40,212 million NIS through
the issue of bonds, compared with 13, 558 million NIS in 2006. In addition,
the business sector also raised 3,814 million NIS through realization of
options2, compared with 1,730 million NIS in 2006.
In total, in 2007, the business sector had raised3 58,570 million NIS, from
them 57,390 million NIS from the local market, by comparison to 27,717
million NIS, from which 20,536 million NIS was raised on the local market
in 2006. During the reporting year, the Government had raised about 36
billion NIS [gross], through the issue of bonds, compared to 34 billion NIS
[gross] in 2006.
The raising of local capital 4 through issues of shares and convertible
securities, by sectors, in NIS millions, in current prices, is as follows:
•

Industry companies – 8,102.0 [60.6%], compared with 969.8
[18.5%] in 2006;

•

Trade and services companies – 1,414.9 [10.6%], compared with 578
[11%] in 2006;

•

Real estate – 2,685.1 [20.1%], compared with 2,415 [46%] in 2006;

•

Insurance companies – 174.8 [1.3%], compared with 0 in 2006;

•

Investment companies – 984.5 (7.4%), compared with 1,242.8
[23.6%] in 2006;

•

Oil exploration companies – 2.4 [0.0%], compared with 42.5 [0.8%]
in 2006;5

1

The figures cited in this chapter are taken from TASE reports.

2

Including realization of options issued by subsidiaries

3

In shares, convertible securities, bonds and options

4

Does not include capital raised overseas.

5

Figures in brackets are percentage of the overall amount of issues during 2006,
on the local market, and during 2005 accordingly.
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Table 1: Capital and allocations raised by the business sector through
shares, convertible securities and bonds, 2006 - 2007
2006
5,248
7,181
10
5,702
24,654
3,996
44,525

NIS millions, in current prices

2007
13,364
1,169
11
6,259
1,546
3,814
26,163

Shares and convertible securities :
Issues on the local market
Foreign issues
Issues to employees
Allocations on the local market
Foreign allocations
Realization of options
Total of shares, convertibles and realized options

34,845
0
5,283
0
84
0
40,212

Issue of bonds :
Issue of corporate bonds
From them: for subsidiaries
Issue of structured bonds
From them: for subsidiaries
Issue of Certificates of deposit
From them: for subsidiaries
Total of issued bonds

9,247
573
2,835
2,670
4,055
16,137

8,792
11
5,585
5,585
5,462
19,839

Allocation of bonds:
Allocation of corporate bonds
From them: for subsidiaries
Allocation of structured bonds
From them: for subsidiaries
Allocation of Certificates of deposit
Total allocations of bonds

17,593

32,817

Institutional bonds

91,813

119,031

Total of Capital and allocations raised

11,615
0
1,780
0
163
0
13,558

362 corporate applications, for a permit to publish a prospectus, had been
submitted to the ISA during 2007. In total, 276 permits were granted, from
them 39 permits for applications submitted in 2006 and 96 permits for
companies offering securities to the public for the first time [for comparison
with previous years, see table 2 below]. Details of applications that had been
processed by the ISA in 2007 appear in appendices A and B of this report.




Of these, 37 applications were withdrawn by applicants, 3 issues failed, and 53 applications had expired
First offers that weren't for capital raising are not included
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Table 2: Number of applications for a permit to publish a prospectus and permits
given in the years 2002 – 2007
Year

Number of
applications
submitted

Number of
permits given8

First time
issue

2003
2005
2006
2006
2007

559
13711
24413
247
362

3810
10312
17414
178
27615

12
31
51
69
96

Handling of applications to grant a permit for a prospectus is done by a team
of accountants and lawyers. According to the accepted procedure for full
examinations, the draft prospectus is examined by the team and meetings
are held with the representatives of the offeror, at which time the team’s
comments are presented. A recent change is that the examination is now
also done through correspondence with representatives of the offeror, as
opposed to face to face meetings.
After the examination of the draft by the team, the draft is referred for
consideration by one of the prospectus committees of the ISA. This committee,
which is composed of members of the ISA and which meets as required, is
authorized to grant a permit for publication of the prospectus. On the basis
of the committee’s decisions, the offeror may be asked to file an additional
draft, which includes the subjects with regard to which, in the committee’s
opinion, there is a need to expand or amend the disclosure or the accounting
treatment in the prospectus before the permit is granted. When necessary,
additional meetings of the team with the representatives of the offeror are
held and additional drafts are submitted. When the requirements stipulated
by the committee are fulfilled, a permit to publish the prospectus is issued.

8

Does not include companies that published prospectuses abroad after getting an
exemption from attaining a permit from the ISA (under section 40(c) of the Law which
was repealed in 2000)

9

In 21 cases, the ISA decided to implement the partial or abbreviated checking procedure
for the draft prospectus

10

Includes 1case where the corporation canceled the issues after receiving permission to
publish

11

In 32 cases, the ISA decided to implement the partial or abbreviated checking procedure
for the draft prospectus

12

Includes 1case where the corporation canceled the issues after making a public offer

13

In 42 cases, the ISA decided to implement the partial or abbreviated checking procedure
for the draft prospectus

14

Includes 1case where the corporation canceled the issues after making a public offer

15

of them 69 are shelf prospectuses
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2. 	Private placements
The Securities [Private Offering of Securities in a Listed Company] Regulations,
2000 ["Private Offering Regulations"], which came into force in August 2000,
stipulated three levels of disclosure: an irregular issue, which requires the
most extensive disclosure, a substantial issue, and an insubstantial issue.
An irregular issue is an issue of securities granting 20% or more of the
voting rights in a company prior to allocation, or an allocation due to which
the beneficiary will become a controlling shareholder of the company. A
substantial issue is an issue to a party that holds 5% or more of the issued
share capital or voting rights in the company or to a party who will hold this
amount after the allocation, and any allocation to a Director or a managing
Director which is not an irregular allocation. Any other allocation, which is not
irregular or substantial, is a private non substantial allocation.
The authorization mechanism required from a company, for carrying out
private placement, is stipulated under the Companies Law 1999, (henceforth
the Companies Law), according to a proposed capital and the character of
the proposed allocation.
On March 17, 2006, Amendment no. 3 of the Companies Law (henceforth
- Amendment 3) came into effect. As part of this amendment the definition
of "substantial private placement" which requires the approval of the Board
of Directors and after that of the general assembly, under the Companies
Law, has been changed.16 The law also stipulates that the authorization of a
general meeting is required for each private allocation, in which a controlling
share holder is a related party, regardless of whether it is an irregular
transaction or not.
In 2007, about 170 immediate reports, pertaining to private placements,
were submitted to the ISA - compared to 160 reports in 2006 and 130
reports in 2005.

16

Following the amendment the approval of the general meeting is required only for a
private placement in which one of the following transpires:
a.

ynapmoc a ni sthgir gnitov eht fo erom ro %02 fo reffo ehT when the consideration,
all of it or part of it, is not in cash or securities registered for trade, or is not
according to market conditions (as defined under the amended version of the Law)
and as the result of which the holding of securities within the aforesaid company
of a substantial securities holder (securities holder which holds 5% or more of the
issued share capital or voting rights of a company) shall increase, or shall turn a
person into a substantial shareholder following the issue.

b.

An offer following which a person shall become a controlling shareholder in the
company.
Also, following Amendment 3, the approval of the general assembly will be
required, under a special measure provision of the Companies Law, for every
private placement in case a controlling shareholder has a personal interest in it,
regardless of whether a deal is irregular or not.
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The reports are checked by the ISA staff as part of the current report review.
According to provisions made under the Private Placement Regulations, the
ISA may ask for explanations, details, information and documents, and if
necessary, order a change to an immediate report. The ISA exercises its
power in cases where, in its opinion, all the details required by holders of the
company’s shares have not been given, or when there is a need to clarify
details given in the immediate report. In such cases, the company issues an
amended immediate report, and the shareholders are given an amended
notice with regard to the private placement, which includes the clarifications
and details that are required. In certain cases, and subject to that stated in the
regulations, the ISA may order the shareholders' meeting to be postponed by
not less than three business days and not more than twenty-one days, after
the date of publishing the corrected report.

3. 	Transactions between Company and its

Controlling Shareholder

The Companies Law, 999 (henceforth – Companies Law) provides for a
special approval mechanism for certain transactions carried out by a public
company (henceforth – controlling shareholder transactions), and Securities
Regulations (Transaction between a Company and a Controlling Shareholder
therein) Regulations, 2001, (henceforth – Controlling Shareholder
Regulations) provide for disclosure requirements that apply to a reporting
corporation in regard to the aforesaid transactions. Controlling shareholder
regulations have replaced Securities Regulations (Restricting Conflicts of
Interest between a Listed Company and a Controlling Shareholder therein)
1994, that regulated not only disclosure requirements but also approval
mechanism of these transactions.
The Companies [Concessions in Transactions with Interested Parties]
Regulations, 2000, (henceforth – Concessions Regulations), provide that
when the conditions stated therein are fulfilled, the transaction does not require
the approval of a general assembly, unless shareholders which hold at least
1% of the issued capital or of the voting rights in the company had required it.
A transaction, carried out according to Concessions Regulations, is subject
to fair disclosure regulations according to Concessions in Transactions with
Related Parties.
Transactions with controlling shareholders include irregular transactions
carried out by public companies with their controlling shareholders, or cases
where a controlling shareholder is a related party, including private placements
in which a controlling shareholder is a related party, as well as terms of
employment or tenure of a controlling shareholder or his relative.17
17

The "Corporate Governance" Committee submitted its recommendations to the ISA Chairman on 12.12.2006

Transat
actions
between
Company
and its
Controllt
ling Shareht
holder
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In February 2007, following the recommendations of the Goshen report18,
the plenum has approved the guidelines for implementing the aforesaid
recommendations, which include stipulation of disclosure regulations requiring
companies to address CG regulations stipulated in the company's codex
that come to supplement the provisions of the Companies Law. Corporate
Governance regulations will be added as an Appendix to the Companies Law.
In light of the aforesaid, the staff of the ISA in cooperation with the Ministry of
Justice works on preparing the amendment to the Law.
During the reporting year, about 340 immediate reports, compiled in
accordance with the Conflicts of Interest Regulations, have been submitted
to the ISA, by comparison to 300 reports in 2006 and 2005.
Types of agreements, subject of the aforesaid reports, are many and varied.
The main subject of these reports is the appointment and employment
approval, compensation and management fees. Other reports, submitted
according to Controlling Shareholders Regulations, dealt with acquisition of
business activity from a controlling shareholder, acquisition of merchandise
and equipment from a controlling shareholder, acquisition of shares in
another corporation that belongs to a controlling shareholder, the sail of
business activities or company assets to a controlling shareholder, by way
of guarantee, deposits, financing agreements, provision of various services,
insurance agreements, knowledge acquisition, etc.
The staff of the Corporate Finance Department invests a lot of energy in
reviewing various issues related to transactions with controlling shareholders;
they have produced definitions of irregular transactions, definitions of
shareholders as interested parties in regard to approval of transactions,
terms for the examination of asset essentiality or activities that are the
subject of a transaction, they have established parameters for the approval
of transactions in various organizations of a corporation, etc.
As in years past, so during this year an emphasis has been placed on
examination of voting results in the general assembly. As part of its work on
this subject, the ISA staff has approached companies (usually at meetings
where a number of opponents were higher that 1% of the issued capital
or voting rights) and asked for information regarding voters that have been
designated as non-interested parties. The required information included,
among other things, details of voter connections with the company and with
its controlling shareholder. In some cases the companies were required to
publish immediate reports which included this additional information.
The reports are examined by the ISA's staff as part of the ongoing examination
of reports submitted under the regulations. In some cases the ISA's staff had
18

The "Corporate Governance" Committee submitted its recommendations to the ISA Chairman on 12.12.2006
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notified the companies that they are obligated to issue a report in accordance
with the controlling shareholder regulations.

4. 	Purchase Offers

Purchase
Offers

The Securities Regulations (Purchase Offer), 2000 (henceforth - Purchase
Offer Regulations) require the filing of a purchase offer statement in
three cases:
a.

An ordinary purchase offer, which is an act of an offeror designed
to induce those members of the public holding securities of a listed
company to sell a security to the offeror;

b.

A full purchase offer, as defined in section 336 of the Companies Law,

c.

A special purchase offer, as defined in section 328 of the
Companies Law.

Someone who wishes to make a purchase offer to the shareholders of a listed
company must do so by means of a written statement, subject to conditions
stipulated under the regulations.
During 2007, 28 specifications of purchase offers for shareholders in public
companies were published (by comparison to 39 specifications in 2006 and
18 in 2005). 6 purchase offers were special purchase offers (by comparison
to 10 in 2006). 5 – were regular purchase offers (by comparison to 7 in 2006)
and the rest were full purchase offers.
Under the provisions of the regulations, the ISA has the power to demand
explanations, details, information and documents, with regard to the details
included in the purchase offer statement, and it may even order that the
statement be corrected. In accordance with this right, various offerors
were required to provide additional details, such as: last transactions in the
company's shares, shareholders' equity per share [in order to compare it to
the offered purchase price in the purchase offer], etc.

5. 	Current Reports
Companies whose securities have been offered to the public by means of a
prospectus have reporting requirements from the time that their securities
were offered to the public, and so long as the public still holds them. These
obligations include filing immediate reports, periodic reports and interim
financial statements.
As part of the ISA’s monitoring of said reports, it constantly samples reports
filed by companies that are subject to the Securities Law, in order to check
the extent to which they comply with the Securities Law, the regulations
hereunder, and generally accepted accounting and reporting principles

Current
Reports

20

Israel Securities Authority
that seek to implement the principle of fair disclosure. In so far as is
necessary, these companies are instructed to correct their financial
statements, and in other cases they are instructed to disclose additional
information to the public.
During 2006, the review of financial reports of all reporting entities has
continued, and it was carried out by companies' case officers. This system
has allowed carrying out an ongoing coverage of all corporate reports with
integration of detailed knowledge of every corporation and its inner workings.
The Corporate Finance department also involved the Economic department
of the ISA in the review of said financial reports; therefore their examination
has acquired a wider overview including market economic indicators,
developments in various fields and advanced economic models for analyzing
financial state of corporations.
In addition to the aforesaid the ISA has continued to publish accounting
(SAB) and legal decisions (SLB) of its staff, those that are of particular
importance to the investing public and reporting corporations, via the internet
site of the Israel Securities Authority. By doing so the ISA is making an effort
to increase transparency and to decrease uncertainty among the reporting
corporations.
Transition to the International Accounting Standards
During this reporting year, the department of Corporate Finance has identified
the transition to the IFRS as the central issue of its work. As part of its
strategy, to integrate the Israeli capital market into the global capital market
and to raise the level of transparency and reporting standards in Israel, the
ISA is promoting full integration of financial reporting with the IFRS standards
instead of present day reporting which is done according to the Israeli
accounting standard. The aim of this move is to increase the openness of
the Israeli capital market to the flow of foreign capital, and to allow reporting
corporations easier access to foreign investments as well as cost reduction
in certain aspects of their activities on foreign markets.
The adoption of the IFRS becomes mandatory from 1.01.2008, while the
voluntary adoption of the aforesaid reporting standards commenced on
31.07.2006. Until January 2008, about 65 companies have adopted the IFRS
reporting standards.
In preparation for the approaching adoption of the IFRS, the Department of
Corporate Finance has mapped out the existing legal regulations - pertaining
to the accounting rules, and prepared the required legal amendments and
amendments to Staff Accounting Bulletins. The intend of this immense project is
to protect the IFRS in Israel under complete legislation, so that financial reports
submitted according to international standards in Israel might be used as global
reports and become accessible in all countries reporting according to the IFRS.
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In the fourth quarter of 2006, the ISA had published disclosure regulations
regarding adoption of the IFRS. The regulation is aimed at providing the users
of financial statements with information regarding changes in accounting
policy formed following the adoption of the international reporting standards,
prior to 31.12.2007. According to the regulation, a reporting corporation is
obligated to a two stage disclosure; disclosure provided by the Board of
Directors contains details of the company's reorganization following pending
adoption of the IFRS, its influence on the company's accounting policy,
contracts, agreements and quantitative implications of reviewing company's
financial statements.
During the reporting year, the Department of Corporate Finance dealt with
various issues related to implementation of the abovementioned regulation
so as to create a uniformed structure allowing users of financial statements
to grasp both the meaning and the implications of the transition to the
international reporting standards. Special attention was paid by department's
senior management to questions and broad which weren't fully resolved,
but raised by reporting entities and accountants in their preparation for the
IFRS. In this context, the Pre-ruling procedure was widely used to clarify
professional issues in question.
Also, due to the great importance attached to fair disclosure, in light of the nearing
adoption of the IFRS, on 1.01.2008, the staff of the Department ran an expanded
training program on the subject of international reporting standards.
In January 2008, the ISA, in cooperation with the Institute of Certified Public
Accountants in Israel, had organized an international conference on the
subject of transition to the IFRS. The conference was attended by the heads
of IASB and CESR, chairmen of the Big Four accounting firms and others.
Corporate Governance and internal auditing of corporations
Significance of adopting CG principals along with the importance of the aforesaid
adoption for continuous development of the Israeli capital market, investor'
confidence and further market integration in the globalization process, led the
ISA to intensify and broaden its activities related to corporate governance.
In 2007 the ISA organized a conference on the subject of Board of Directors'
functions and responsibilities in public companies and published disclosure
regulations regarding the implementation of CG principals. Rules regarding
Directors' responsibilities, functions and scope of responsibilities have been
presented during the conference; certain events pertaining to functions and
responsibilities of the Board have been analyzed.
The ISA also published disclosure regulations regarding control systems in
public companies:
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In July 2007 a ruling regarding authorization of corporate financial
statements has been published. The ruling was formulated due to
importance of discussing important professional issues, arising from the
statements, prior to their publication as well as due to internal auditor's
responsibility to discuss issues related to external auditing and arising from
the internal audit performed by him. The aforesaid issues became most
important as a result of the transition to the IFRS. The aforementioned
ruling deals with disclosure provided in Directors' reports integrated into
the company's periodic report. The disclosure must provide information
regarding company's external auditors, steps taken by the auditors as part
of the audit and the authorization of financial statements and the naming of
senior corporate officers, who participated in engaging the external auditor,
including their position in the company.
In December 2007 a ruling regarding disclosure pertaining to authorized
signatories in a corporation has been published. The ruling was formulated
following cases in which authorized signatories have used their right of
individual signature and, apparently, misappropriated corporate funds. In
order to prevent such misuse of funds, it was decided to require disclosure of
authorized signatories having individual rights of signature; according to the
ruling reporting corporations are required to disclose, first in their immediate
reports and later in their periodic reports and prospectuses, identities of the
 sums
aforesaid signatories authorized to debit corporations for significant19
of money with their signature.
Also, the ISA staff continued to concentrate on examining CG related issues
with the reporting corporations; a number of inspections pertaining to activities
of the Board of Directors have been carried out, including identification and
localization of ineffectiveness in the functioning of the Board and increased
supervision over the Board's activities. The ISA also prepared a legislative
amendment, sanctioning the disclosure of authorized signatories' identity.
Recompense of senior corporate officers
During 2007, the emphasis was also on the issue of recompense for senior
corporate offices. In January, following the approval of the plenum, the ISA
had published a ruling regarding disclosure pertaining to the recompense
of corporate officers and principal shareholders in reporting corporations.
According to the regulations both quantitative and qualitative disclosure,
pertaining to the elements of the recompense received by the senior officers
and principal shareholders, during the reported period, shall be provided.
The Fair Disclosure Ruling deals with the authorization of benefits to senior
corporate officers. The guidelines stipulate that reporting companies must
provide detailed information regarding the authorization of benefits to senior
19

The sum defined as significant, under the regulation, is about 5% and more of reported corporate assets.
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corporate officers, in their immediate reports, including all details related to
contracts of said officers, the scope of their jobs, length of their contracts
as well as qualitative and quantitative components of their pay, including
disclosure pertaining to bonuses for company's business performance and
attainment of goals, benefits in securities and retirement benefits. In this
framework the companies will clarify the connection between the apparatus,
the contribution of the officer receiving the bonus to the company, and does
the bonus relate to the aforesaid contribution. This information, pertaining to
stipulations of benefits for senior corporate officers, points to the use made
of company's resources and informs investors regarding the data included
in financial reports that affect them, it also provides them with information on
decision making processes taking place within the company: considerations,
taken into account in extending said bonuses, connection between those
considerations and company's financial situation, and the contribution made
by the senior corporate officer, for whom the bonus is intended.
Remuneration of external auditor and information regarding proforma
balance sheet funds
During the reporting year draft amendments to Securities Law (Immediate
and Periodic Reports) 1970, and (Preparation of Financial Statements) 1993,
Regulations have been published for public comments. The amendments deal
with information, provided in Directors' Report, regarding external auditor's
recompense and inclusion of proforma balance sheet information in financial
statements, providing proforma transactions (such as – sale and acquisition
of activities or holdings in other companies defined as significant under the
company’s codex) have occurred.
Amendments to the aforesaid regulations are based on disclosure regulations
pertaining to these issues and amendments to regulations made on the basis
of experience accumulated during the period the regulations were enacted.
XBRL – Extensible Business Reporting Language
XBRL is an electronic reporting language of financial and other data,
developed by an international consortium numbering hundreds of states
and organizations. XBRL is fast becoming a standard in the field of financial
reporting. It contains taxonomy allowing identification and precise, reliable
display of data from financial statements. XBRL also contains data processing
functions, computerized links to other systems, various calculating options,
understanding of financial statements written in different languages, etc.
XBRL International has recently approved the Israeli version of XBRL,
as presented by the ISA for operational authorization as part of MAGNA
reporting system. This version is based on taxonomy prepared by IASB,
with additional fields required by the Israeli legislation. Beginning from the
first quarter of 2008, reporting in the XBRL format will be compulsory for all
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reporting corporations. During 2007, in order to prepare for the aforesaid
changes, the XBRL taxonomy was implemented on MAGNA; a new page
presenting financial statements in the XBRL format, in a user friendly format,
has been added to the site. The XBRL files will be also forwarded to the
TASE, information distributors and other bodies interested in receiving this
information, both in Israel and abroad.
Pre-Ruling Procedure
In January and April 2007, the ISA had passed a decision regulating the
issue of processing the pre-ruling applications and their publication.
Pre-Ruling (a Preliminary Appeal) is – a specific plea or request of a particular
enquirer for receiving the ISA's opinion regarding a potential transaction.
Preliminary appeal relates to an array of facts pertaining to a certain transaction
or activity and it binds the ISA only regarding these particular facts. This type
of request is submitted to the ISA prior to executing a planned transaction,
in order to attain a directive, position or answer regarding the transaction in
question and proceed accordingly.
A Preliminary Appeal is usually a complex question, entailing broad or
innovative aspects, the answer to which is not self evident. The ISA will
exercise discretion regarding the urgency and necessity of answering
preliminary appeals.
Preliminary appeals are divided into two main categories:
•

Request for the ISA's directive in regard to a transaction or a future deal
planned by the petitioner (pre-ruling);

•

Request for a no action letter, an ISA consent not to take future
enforcing measures under certain circumstances, described by a
company in its letter.

According to the ISA decision, submission of a pre-ruling request shall be
done according to specified procedures, containing: rules of submission,
information to be included in the request and standards for publishing both
the request and the answer to it. The pre-ruling application and the answer
to it will be published on the ISA website, according to the criteria stipulated
in the ISA decision for pre-ruling publications.
During 2007, the practice of providing pre-ruling decisions was expanded as
a result of transition to the IFRS.
Financial sanctions
On October 1, 2007, amendment to the Securities Law, regulating the issue
of financial sanctions went into effect. The amendment authorizes imposition
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of financial sanctions on reporting corporations, underwriters and principal
shareholders with regard to certain violations of the Law and its Regulations.
The amendment authorizes the ISA to stipulate provisions detailing the
criteria for reducing the rates of financial sanctions defined under the Law.
Following the approval of the aforesaid amendment the ISA defined the
procedure of imposing financial sanctions. The first draft has been approved
by the plenum of the ISA.
Environmental report
During recent years environmental reporting has become increasingly
important and as part of this new tendency reporting of Israeli companies,
on issues related to environment and social involvement of companies, has
been expanded. Due to increased awareness of possible lawsuits, related to
violations of the relevant laws, the issue of environmental protection its effect
on the business of modern corporations gets wider coverage in companies'
reports, inter alia, following the Barnea Report. In December 2007, the
ISA published a draft for public comments regarding disclosure required
on environmental issues, within the meaning thereof under description of
corporate business activities in the First Schedule of the Securities Law
(Details, Structure and Form of Prospectus) Regulations, 1969. Under
the proposed amendment the environmental reporting will be expanded
to include disclosure pertaining to environmental risks related to business
activities of the reporting corporation; its compliance with material regulations
of the Law relevant to environmental protection; ability to comply with draft
regulations of the Law that have a significant effect on business activities
of the corporation; events that led to environmental damage for with the
corporation might be liable; environmental litigation in which the company
is involved and description of the company's environmental policy, including
supervision over its implementation. The corporation will also be required to
provide quantitative information regarding the influences detailed above.
Flag Prospectus
As part of the Department's on-going examination of companies'
prospectuses and financial statements the staff continued shaping individual
disclosure requirements pertaining to description of corporations' business
activities – requirements intended to underline aspects particularly relevant
to each area of activity. The new standards are aimed at creating uniformed
reporting structure, to be used by all reporting corporations, while reporting
on areas of their business activities. The proposed reporting framework
will ensure consistency, eliminate descriptive vagueness and facilitate
preparation of corporate reports, all of which will in turn shorten the
current process of prospectus' examination. Standards, already shaped for
various areas, have been integrated into reports submitted by companies
operating in entrepreneurial real estate, yielding real estate, life science
and commerce.
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Gate keepers – Trustees
The ISA perceives trustees as "gate keepers", which have to ensure the rights
of bond holders (bonds issued by companies). In light of this approach the
Chairman of the ISA has issued a directive to seek a change in the legislation
that will detail and clarify the duties of bond holding trustees, according the
stated perception of the ISA.
The team assembled by the ISA, continued working and has crystallized a
list of "principal changes" (for main and subsidiary legislation). The aforesaid
list has been presented to the plenum and the decision has been taken to
publish the proposed amendment to legislation. The team also met with
the representatives of the "Trustees' Association", a body created in 2007,
to discuss various aspects related to trustees' responsibilities. Questions
regarding functions and responsibilities of trustees arose due to a number of
scandals that placed trustees in the "eye of the storm".
Auditing the companies
During 2007, the ISA continued to carry out audits in reporting corporations, in
accordance with section 156 of the Securities Law. Under the aforementioned
Law, the ISA is authorized to audit companies subject to the Securities Law.
The auditing is based on previous examinations and information gathered
by the department in cooperation with other departments of the ISA, it has
a dual purpose:
a.

to examine compliance with the law and to supplement the on-going
activities by the department of Corporate Finance as part of their
supervision of reporting corporations

b.

to safeguard the interests of the investing public

A.

Periodic Reports and Interim Financial Statements

The examination strategy, developed by the ISA, regarding financial and
immediate reports takes into account new developments in economy and
accounting standards. By applying this strategy to practice the corporate
finance department has integrated the identification of broad risk events
into the process, which means – to approach all reporting corporations that
have been involved in any broad risk event and to require disclosure of
details and report.
During the examinations of financial reports that were carried out during the
year, various instances of entities which did not comply with the principles of fair
disclosure and generally accepted accounting principles have been identified.
The main subjects to which sufficient attention was not paid: disclosure regarding
transactions in financial instruments, market risks and their management,
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valuation of non-tangible assets, attribution of excess costs in joined
transactions, disclosure regarding tax exposure, transactions with principal
shareholders, disclosure and valuations regarding transactions (not limited by
time) with controlling shareholders; timely submission of immediate reports;
presentation of assets' value not exceeding their real restitution; recognition
of income, in sales transactions of surplus another asset, contrary to the
rules; presentation and valuation of complex financial instruments; disclosure
regarding contracts with suppliers and clients and returns received or given
to them; accounting treatment of investment in companies, exchange of
assets etc. Also, implementation of disclosure regulations, published by the
ISA regarding quantitative implications of transition to the IFRS in Directors'
reports for the second quarter of 2007, had been examined.
Following discussions held with reporting corporations and their accountants,
a significant number of companies that were required to submit additional
explanations, decided to correct or defend their statements, without being
obligated to do so by the ISA. Regarding other companies - in some cases
the ISA staff was convinced of the company's stand, while in other cases the
treatment has yet to be completed. Occasionally, the ISA uses its authority
to require changes to be made within reports, primarily in cases where
companies do not initiate the required changes on their own volition.
Following the unremitting increase in the number of audits, as well as
the transition to the IFRS, reporting companies, and their accountants,
continued applying for preliminary consultations with the ISA, and at times
for preliminary directive from the ISA's plenum. The issues of preliminary
consultations included: independence, adoption and implementation of the
IFRS, income recognition, accounting treatment of pooling of activities, nonmaterial assets, means of control over a corporation, options for employees,
amalgamation of financial statements and complex financial instruments.
Besides the Directors' report and the financial statements, the periodic report
also includes additional information on the company, its subsidiaries, and its
officers. Some of this is checked by department, in order to test the degree
of compliance with the regulations, and to the information that is reported by
the entity during the year. Entities are required to correct deficiencies that
are found according to need. In addition, each report is checked against
a computerized check list, and if a deficiency is discovered, the matter is
brought to the attention of the company and it is required to correct it [see
table 3 below].
On October 1, 2007, law amendment, authorizing the ISA to regulate the
imposition of financial sanctions on reporting corporations, underwriters and
principal shareholders due to violation of the Securities Law and Regulations,
went into effect. The amendment authorizes fine imposition for late submission
of financial reports.

27

28

Israel Securities Authority
The table below contains information regarding corporations that were late in
submitting periodic reports as well as information regarding corporations that
didn't submit financial statements on dates stipulated by Law.

Table 3: Periodic statements – companies that did not report on time20
Reporting
year

Number of
companies
required to
report

Number of
companies
which did
not report
by the end
of reporting
period

#
2001

716

2002
200322
2004
2005
2006

25

140

number of
companies
which did
not report 7
days after the
required period

number of
companies
which did
nor report 14
days after
the required
period

number of
companies
which did
nor report 30
days after the
required period

number of
companies
which did
nor report 60
days after the
required period

%

#

%

#

%

#

%

#

%

19.5

74

10.3

56

7.8

47

6.6

41

5.7

687

161

21

23.4

52

7.5

47

6.8

42

6.1

38

5.5

659

15523

23.5

122

18.5

115

17.4

108

16.3

91

13.8

683

16224

23.7

106

15.5

100

14.6

92

13.5

78

11.4

745

272

36.5

239

32

228

30.6

200

26.8

158

21.2

753

117

15.5

78

10.3

78

10.3

76

10

73

9.7

26

20

The last date to submit periodic statements is three months after the balance sheet
date [or three days from the auditors' opinion date to the financial statements],
and in any event, at least 14 days before the annual general meting called for the
financial statements, the earliest of all]. This table does not include reports for
which the ISA granted extensions dates. [see table 5 below regarding extensions].

21

Including 36 entities that are in the process of liquidation, temporary liquidation,
receivership, etc.

22

Including 56 entities that are in the process of liquidation, temporary liquidation,
receivership, etc

23

Including 60 entities that are in the process of liquidation, temporary liquidation,
receivership, etc.

24

The periodic report for 2005 is the first report that was submitted "in a wide
format" that includes reports according to Barnea regulations, and data related
to companies which did not report on time is given for reference, probably, for
companies to adjust their reports to regulations.

25

Including 62 entities that are in the process of liquidation, temporary liquidation,
receivership, etc.

26

Including 62 entities that are in the process of liquidation, temporary liquidation,
receivership, etc.
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Table 4: Interim financial statements – companies that did not report on time27
Number of
companies
required to
report28

01

Number of
Number of
companies
companies
which did not
which did not
report by the
report 7 days
end of reporting after required
period
period

Number of
companies
which did not
report 14 days
after required
period

Number of
companies
which did not
report 30 days
after required
period

Number of
companies
which did not
report 60 days
after required
period

#

%

#

%

#

%

#

%

#

%

I

705

136

19.3

28

4.0

28

4.0

25

3.5

21

3.0

01

II

703

106

15.1

39

5.5

35

5.0

26

3.7

24

3.4

01

III

694

115

16.6

35

5.0

31

4.5

29

4.2

27

3.9

02

I

682

103

29

15.1

34

5.0

31

4.5

27

4.0

27

4.0

02

II

678

148

30

21.8

47

6.9

46

6.8

44

6.5

41

6.0

02

III

672

188

31

28.0

39

5.8

36

5.3

33

4.9

27

4.0

03

I

678

145

32

21.3

51

7.5

44

6.4

41

6.0

37

5.4

03

II

673

12533

18.5

47

6.9

46

6.8

45

6.6

42

6.2

03

III

666

149

34

7.3

48

7.2

48

7.2

47

7.0

47

7.0

04

I

636

109

35

04

II

04

III

05

05

17.1

81

12.7

77

12.1

68

10.7

64

10.1

646

88

36

13.6

68

10.5

64

9.9

60

9.2

59

9.1

651

9337

14.2

65

9.9

63

9.6

61

9.3

61

9.3

I

649

115

II

667

05 III
06
06

17.7

95

14.6

94

14.5

91

14.0

80

12.3

109

39

16.3

86

12.9

83

12.4

81

12.1

80

12.0

675

130

40

19.2 100

14.8

94

13.9

85

12.5

65

9.6

I

697

120

41

17.2 106

15.2

102

14.6

99

14.2

96

13.7

II

708

101

42

06 III
07
07

38

14.2

82

11.5

76

10.7

69

9.7

67

9.4

718

85

43

11.8

71

9.8

70

9.7

67

9.3

66

9.1

I

772

105

13.6

80

10.3

78

10.1

78

10.1

78

10.1

II

803

114

14.1

85

10.5

82

10.2

81

10

78

9.7

07 III

806

98

12.1

78

9.6

73

9

71

8.8

71

8.8

27

This tables includes only delays because of non submission under the time framework granted for
submission, and takes into account extensions that were granted

28

Entities reporting according to chapter 3[dual listed entities] are not required by law in the United
States to submit interim statements and accordingly are not included herein

29

Including 32 entities that are in the process of liquidation, temporary liquidation, receivership, etc

30

Including 35 entities that are in the process of liquidation, temporary liquidation, receivership, etc

31

Including 42 entities that are in the process of liquidation, temporary liquidation, receivership, etc

32

Including 32 entities that are in the process of liquidation, temporary liquidation, receivership, etc

33

Including 40 entities that are in the process of liquidation, temporary liquidation, receivership, etc

34

Including 44 entities that are in the process of liquidation, temporary liquidation, receivership, etc

35

Including 58 entities that are in the process of liquidation, temporary liquidation, receivership, etc

36

Including 59 entities that are in the process of liquidation, temporary liquidation, receivership, etc

37

Including 59 entities that are in the process of liquidation, temporary liquidation, receivership, etc

38

Including 62 entities that are in the process of liquidation, temporary liquidation, receivership, etc

39

Including 63 entities that are in the process of liquidation, temporary liquidation, receivership, etc

40

Including 63 entities that are in the process of liquidation, temporary liquidation, receivership, etc

41

Including 65 entities that are in the process of liquidation, temporary liquidation, receivership, etc

42

Including 63 entities that are in the process of liquidation, temporary liquidation, receivership, etc

43

Including 64 entities that are in the process of liquidation, temporary liquidation, receivership, etc
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B.

Dual-Listing
In November 2000, amendment to the Securities Law, adding Chapter 5C
dealing with dual-listing of companies, went into effect. Under the amendment,
companies traded on NASDAQ, NYSE or AMEX may register for trade on
the Tel Aviv Stock Exchange on the basis of reports submitted by them in the
US. Companies that had dual listing on the eve of the approved amendment,
or companies that will register for trade on the TASE in the future, and later,
on one of the aforementioned stock exchanges can submit their financial
reports according to provisions of Chapter 5C, providing most shareholders,
not including controlling shareholders, have agreed to it.
The aforesaid amendment to the law stipulates that companies willing to
register for trade, under Chapter 5C, have to be traded on a foreign stock
exchange for a period of at least one year, prior to being registered in Israel.
Exception to the rule was stipulated for companies whose market value is at
least 350 million dollars – these can be registered without delay.
This figure was set in the US during the "bubble" period and does not
correspond to the current situation. Hence, in April 2006 it was reduced to
150 million dollars.
The Second Schedule of the Securities Law was also amended in April 2005
and the London Stock was added to other stock exchanges listed under
Chapter 5C, since companies whose main registration is on the London
Stock Exchange come under the regulations of the British law. Companies
registered on NASDAQ SC – a list of smaller companies (smaller then those
listed on the NASDAQ NM) were also added to the Second Schedule, since
they come under the American law. The addition of the SC was facilitated
by the new American legislation, which obligated the SEC to review all the
companies, regardless of their size, at least once every three years.
During 2007, seven dual listed companies have been registered for trade on
the Tel Aviv Stock Exchange. Presently there are 55 dual listed companies
on the TASE, a number equal to that registered in 2006. During 2005 no
companies made the transition to dual listing. In 2007 one company left, by
comparison to two companies that made such transition in 2006. One dual
registered company moved from the London Stock Exchange to the US and
continued to report according to the US regulations.
We would like to point out that, the Securities Law Regulations apply to
reporting under Chapter 5C both on civil and criminal levels. However, as far
as the examination of reports is concerned – the ISA takes into consideration
the SEC supervision over these companies, where the level of supervision
is one of the highest in the world. The American standard of supervision is
one of the corner stones on which the decision to grant easements under
Chapter 5C is based, consequently the ISA exercises its authority by taking
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into consideration all of the aforesaid. Chapter 5C also stipulates that
the ISA can approach the SEC, prior to exercising its authority vis-a-vis
reporting corporations, in cases where it reaches a conclusion that such
action is essential.

6. 	Extensions and Requests for Exemption
A.

Extensions
The ISA may extend the time that is prescribed in the regulations for
filing reports
["Granting extensions"]; if it is convinced that the company was unable
to file its report on time [see Table 5 below]. The ISA places emphasis
on the timing of the reports and not merely on the disclosure included
therein. As a result, the ISA exercises its power to grant extensions
only in very exceptional cases. In addition, and in order to minimize
the number of instances in which interim financial statements and
periodic reports are filed late, the ISA submitted to the Minister of
Finance a proposed amendment to the Securities Law, according
to which a civil fine will be imposed on companies that report late.
During 2007 the amendment was approved by the Knesset and is
now part of Chapter 5C.

B.

Requests for Exemption
Pursuant to the powers granted it under the Securities Law, the ISA is
entitled to exempt companies from certain reporting obligations. During
2007, 91 exemption requests were filed with the ISA, of which 24 were
filed together with applications for permits to publish prospectuses.
78 requests were fully approved, there were no partly approved
applications, 4 applications were cancelled or withdrawn by applicants,
 By comparison: in 2006, 77
four applications have been rejected.44
exemption requests were submitted to the ISA, of which 44 were filed
together with applications for permits to publish prospectuses. 66 of the
aforesaid requests were fully approved, there were no partial approvals
of requests, 5 requests were cancelled or withdrawn by the applicants
and three requests were rejected.
A breakdown of aforesaid exemption requests shows that of the
requests filed in 2007, 55 concerned the publishing of a prospectus
for employees, no requests were filed in connection with reporting
transactions between a corporation and its subsidiaries and its principal
shareholders, two requests dealt with the attachment of the financial
statements of included companies; 24 requests dealt with exemption

44

At present 5 applications are still being processed.

Extensions
and Reqt
quests for
Exemption
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from disclosure of a trade or security secret in a prospectus or in
current reports, there were no requests concerning a private offering,
and 14 requests were filed with regard to a prospectus of companies
with dual listing.
By comparison in 2006, 44 requests concerned the publishing of
a prospectus for employees, 3 exemption requests were filed in
connection with reporting transactions between a corporation and its
subsidiaries and its interested party shareholders, no requests dealt
with the attachment of the financial statements of included companies;
15 requests dealt with an exemption from disclosing a trade or security
secret in a prospectus or in current reports, there were no requests
concerning a private offering, and 15 requests were filed with regard to
a prospectus of companies with dual listing.
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Table 5: Requests for exemption, during 2001 – 2007
Report

Year

Number of
requests
submitted45

Requests
rejected

#

%

Extension
granted
for up to
30 days

Extension
granted
for
31-60
days

Extension
granted for
more than
60 days
-

1st quarter

2001

10

7

70.0

3

-

-

2nd quarter

2001

11

8

72.7

3

-

-

3rd quarter

2001

8

3

37.5

5

-

-

Periodic

2001

22

12

54.5

10

-

-

1st quarter

2002

8

2

25.0

3

-

3

2nd quarter

2002

18

10

55.5

5

-

3

3rd quarter

2002

11

5

45.5

6

-

-

Periodic

2002

30

11

36.6

5

-

14

1st quarter

2003

23

4

17.3

4

1

14

2nd quarter

2003

23

2

8.6

5

2

14

3rd quarter

2003

21

4

19.0

2

-

15

Periodic

2003

7

6

85.7

1

-

-

1st quarter

2004

2

2

100.0

-

-

-

2nd quarter
3rd quarter

2004
2004

2
1

0
1

0.00
100.0

2
-

-

-

Periodic

2004

747

7

100.0

-

-

-

1st quarter

2005

3

2

67.0

-

-

1

2nd quarter

2005

3

2

67.0

1

-

-

3rd quarter

2005

2

3

75

-

1

-

Periodic

2005

4

1

50

1

-

-

1st quarter

2006

8

4

50

4

-

-

2nd quarter

2006

3

1

33

1

1

-

3rd quarter

2006

2

1

50

-

1

-

Periodic

2006

2

1

50

-

1

-

1st quarter

2007

1

-

0.0

-

1

-

2nd quarter

2007

0

-

-

-

-

-

3rd quarter

2007

3

3

100

-

-

-

46

45

In instances where a company made several requests with regard to a certain report, all of the requests
were counted as one request. The request was categorized according to the last approved date.

46

Companies that received permanent liquidation injunctions, received extensions to submit their annual
and quarterly financial statements that was not yet submitted. The extension is granted until completion
of the liquidation proceedings, such that if that in the end the company finally liquidates, it will not have
any further responsibility to file. On the other hand, if the liquidation proceedings end in reorganization
of the company or in the use of a "stock exchange shell company", it will be required to meet its
reporting obligations, and to submit all missing financial statements, that were not submitted, for the
period before the liquidation order, and for the period after. It should be noted that the extension does
not exempt companies which received liquidation injunctions, from the responsibility of filing regarding
immediate reports in accordance with Securities Law and regulation issued there under.

47

6 requests for extension of reports according to Barnea requirements, applicable from Dec. 31 2005,
were submitted. All those requests were refused, since there is a special date for summation of the
aforesaid financial reports within the regulations, which left the issue for consideration and within
corporation's field of responsibility. Due to changes and the presentation date of Dec. 31, under new
regulations, the arrangement had allowed a corporation – as one time exception, under unusual
circumstances - to submit the aforesaid annual report in an extensive version until May 31, 2006.
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7.

Reports by Underwriters
One of the components in the supervising strategy of the ISA over the capital
market – is the increased activity of "gate keepers", which act as supervisors
of various reports and transactions carried out by the corporations. The
underwriters are, among other things, part of the inspection chain, hence the
ISA decided to strengthen the supervision over their reports and activities. In
July 2007, a comprehensive reform regarding public offer procedures went
into effect. It includes, inter alia, prohibition to issue securities in a tender
stipulating a maximal price; authorization of a non-uniform offer, similar
to the one commonly accepted on western capital markets; approval of a
later, separate reporting regarding prices and amounts of offered securities,
required for prospectus authorization, in order to cut the costs of issuing; and
a comprehensive reform regarding underwriters' authority and the scope and
quality of their reporting.
From the moment the aforesaid reform went into effect, anyone wanting
to act as an underwriter has to register in the Registrar of Underwriters,
managed by the ISA; the ISA is also authorized to strike underwriters from the
Registrar. Underwriters that acted on the market on the eve of the approved
reform, where given a one year "grace period" to continue their activities,
prior to registering on the Registrar of Underwriters, providing they apply for
registration during the first week of the reforms going into effect.
During the reporting year, 49 registration applications have been submitted.
4 underwriters had announced their retirement from underwriting after
submitting registration applications. Out of remaining 44 applications, 20 had
registered on the Registrar, while the rest are still in the process of completing
their registration, after receiving comments on their applications from the ISA.
Three new underwrites have submitted registration applications and were
approved by the ISA. Following the ISA's declared policy, of encouraging the
entry of foreign players into the Israeli capital market, the reform included
easement for foreign underwriters. As a result a large international investment
bank is in the process of being registered as an underwriter in Israel.

8.

Pre-ruling
The pre-ruling procedure exists at the ISA, in general, and in the Department of
Corporate Finance, in particular, for some time. Pre-ruling allows companies
to submit questions, on legal and accounting matters, prior to carrying out a
certain transaction – in order to evaluate the appropriate a way of acting.
Legal queries are related to Securities Law (mainly to prospectuses, fair
disclosure and blocking of information) and Companies Law (mainly to
the approval of transactions with controlling shareholders, appointment of
external Directors, requirement for purchase offers (special, full, regular),
procedure of class general meetings under section 350, etc.
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Accounting queries related to accounting - transition to the IFRS, that will take
place at the beginning of 2008, as well as on-going accounting questions will
be detailed below.
During 2007, 248 pre-ruling requests were submitted to the Department, 86
of which were related to accounting and 162– to legal matters.
Most of the legal queries were on the following subjects:
•

when does a prospectus have to be published

•

interpretation of the term "public offer"

•

does a group of people constitute "public"

•

questions regarding bond' holding trustees

•

questions pertaining to dual-listed companies

•

private offer questions – when does a private offer made on several
dates is considered as one offer

•

limitations on repeat sale of securities following the new Underwriting
Law going into effect

•

interpretation of section 15 of the Law - dates for publishing financial
statements

•

section 51 of the Securities Law (Details, Structure and Form of Prospectus)

•

interpretation of "common holdings", "related party", "irregular transaction",
"market conditions", "regular business", "conflicts of interest" (for external
Directors), under circumstances presented by companies

•

diversification – to comply with the requirements of the stock exchange

•

when does the marketing of ILN's considered a public offer

•

interpretation of section 36 of the Securities Law (Immediate and Periodic
Reports) Regulations, under circumstances presented by companies

•

consolidation of control in relation to section 46 of the Securities Law

•

purchase offers, etc.
Most of the legal queries were on the following subjects:

•

accountant's independence

•

adoption of the IFRS regulations and issues related to initial
implementation of these regulations

•

income recognition

•

allocation of redundancy costs

•

non-tangible assets

•

means of control in a corporation

•

options for employees

•

inclusion of reports and complex financial instruments
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Supervising the Mutual Fund Sector

V

1. General

General

At the end of 2007, the number of mutual funds stood at 1167, all of which
were open - end funds. During 2007, 178 new open - end funds have been
created (the highest number ever); of them 101 new funds were created
during the month of December, 2 funds were liquidated, 1 is in the process of
liquidation and 41 funds have merged with other funds. The large number of
mergers is due to transfer of funds' management from banks to other entities,
as a result of the Bachar Act 2005. As part of the aforesaid transition, new
managers got a number of funds with similar or identical investment policy,
which they chose to merge.
At the end of the reporting year 40 mutual fund managers were operating.
During the year, five new mutual fund managers were added and 1 fund
manager had ceased to operate. The number of mutual funds' Trustees
stood at 7 at the end of the reporting year.
The value of assets10 held in mutual funds as of the end of December
2007 (see table 6) totaled NIS 120.4 billion, compared with NIS 118.8 billion
at the end of 2006. Most of the increase in the value of assets stems from
excess formations [about NIS 8.2 billion]. The Mutual Funds' field was also
affected by continuous growth of alternative financial products (ILN's and
structured deposits).
Table 6: Mutual funds and value of their asset 2003 -2007 2
Year

Number of funds

Value of assets

2003
2005
2006
2006
2007

652
795
918
1035
1167

85.7
103.2
124.7
111.8
120.4

(billions NIS)

2.	Comprehensive reform of mutual funds' ctivities
A comprehensive reform regulating the activities of mutual funds went into
effect on December 31, 2007. Its main points are expressed in amendments
to nine existing regulations and two new regulations (see section 1 under
Legal Council).

1
2

Current prices
CFor each end of year at prices for December 2006urrent prices
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a) Offer of new financial instruments to the public:

Fund of Funds – a fund holding other funds managed by an Israeli
fund manager (Israeli Fund of Funds); or a fund holding other funds
managed by a foreign fund manager (Foreign Fund of Funds); or a
Money Fund – short term deposit fund, characterized by assets with an
average longevity of up to 90 day that encourages competition in the
field of short term deposits and non-banking short term credit; special
fund – is authorized to hold 30% of its assets in hedge funds.
b) Removal of barriers to mutual funds' activities:
Authorization to invest in additional assets or at higher rates; easements
on leverage limitations by authorization of credit acquisition and repeat
sales; option authorizing mutual funds to hold bonds traded "on
institutional continuity system" (a trade arena created by the TASE
for trade in securities among institutional investors, and defined under
the Stock Exchange Regulations) according to the terms applicable to
these bonds; increase in the rate of bonds, registered for trade, that
a mutual fund is authorized to hold; increase in the rate of securities'
issued by a corporation
c) Increased transparency and disclosure efficiency
This multi-stage process commenced with increased accessibility to
information regarding mutual funds' assets and related transactions, through
MAGNA. During the reporting year the following steps were taken:
1. Mutual fund's exposure profile – each fund manager has to
define the exposure profile of each fund under its management.
Exposure profile contains 2 characters representing maximal rate
of exposure of the fund to shares and to foreign currency. The aim
of the profile is to translate funds' investment policy to parameters
representing funds' general investment policy and their exposure
to risk. Fund's profile is included in the fund's name and all other
publications related to it.
2. Classification of funds in publications – Section 73(c1) of
the Law regulates publication of information pertaining to mutual
funds in daily newspapers and on the internet. The regulations
deal with the grouping of mutual funds for publication purposes
and the imposition of responsibility on the fund manager in order
to improve the quality of published information. Provisions of
section 73 include the list of details to be included in publications.
This additional information and classification of funds according to
groups allows investors to make an educated decision regarding
their investment.
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3. Funds' names – section 6(a) of the Mutual Investment in Trust
Law stipulates that the fund's name shall not be misleading. Due to
the importance attached to the funds name, as representing fund's
investment policy, general provisions intended to prevent investor'
deception have been formulated under the aforementioned
section.
4. Draft proposal for amending prospectus requirements
– Mutual funds' prospectuses are still presented according to
the regulations legislated in 1969, although the Israeli capital
markets have been through many changes since the late 1960's:
the number of traded companies has grown significantly, new
financial instruments have been introduced and the market, as a
whole, became more sophisticated. The mutual fund' market has
also changed: currently, there are significantly more funds, their
areas of activity are more diverse and the number of investors
has grown. Prospectus prepared according to the aforesaid
regulations cannot possibly supply investors with information
necessary for an educated decision.
The proposed changes include: change in the structure of
the prospectus, adjustment of information contained in it to the
changes that took place on the capital market and in the activities
of the funds themselves, broadening of information included in
the prospectus, extending the period for which the information
is provided and making the prospectus "user friendly" for the
investing public. These changes will provide investors with better
tools for formulating expectations regarding a particular fund,
to compare between various funds managed by different fund
managers and to evaluate the managers' performance during a
period of time and under the changing conditions of the market.

3.	Permits to hold the means of control in a fund
manager and the licensing of fund managers
As part of its supervisory activities over mutual funds, the ISA issues permits
for holding the means of control in the fund manager and authorizes entities
to act as fund managers and trustees. The legal authority of the ISA rests
on the Mutual Investment in Trust Law, 1984, section 23B, (henceforth –
the Law), regulating the licensing of the means of control in a mutual fund
manager. Under the Law a person shall not hold more then 30% of a certain
means of control in a fund manager, or a lower rate - granting control in a
fund manager, unless authorized to do so by a licensing committee. Also,
according to section 13(a) of the Law, the chairman of the ISA shall not refuse
a license under section 13(a), where applicable, unless the application was
transferred to the Licensing Committee and the Committee decided, after
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hearing the arguments presented by the applying company, not to license it as
a fund manager due to reservations regarding the company's credibility, and\
or reliability of its directors, members of its investing committee, its general
manager or its controlling shareholder. Section 23B(b) of the Law stipulates
that, the Licensing Committee is authorized to refuse a permit to hold the
means of control in a fund manager, solely on the following grounds:
a.

matters related to credibility of the applicant or its controlling
shareholder;

b.

the applicant is under receivership, under bankruptcy proceedings
or was declared bankrupt and a period of 5 years is yet to elapse
from the date the bankruptcy exemption was issued to him, under
section 62 of the Bankruptcy Act, 1980, or else the applicant was
declared incompetent; and in case it is a corporation - it is under
receivership or a liquidator has been appointed to liquidate its
assets or a substantial part of it for non payment of dept.

The processing of the application is done as part of the license issuing
procedure to hold the means of control in a fund manager and authorization
of a fund manager, (see the ISA website).
As to the authorization of a company to act as a trustee of a mutual fund
– the Law authorizes the Chairman of the ISA to approve it. As part of the
authorization procedure the applicant has to comply with the regulations
of Procedures for Authorizing a Trustee for a Mutual Fund, (see the ISA
website).
Applications for holding means of control in a fund manager
During the reporting year, 18 applications were discussed, of which 13 were
approved during the reporting year and 3 after the ending of the reporting
year. In two cases the applications were withdrawn by the applicants.
Applications to act as a fund manager
During the reporting year 8 applications were discussed, of which 5 were
approved. In 3 cases the applications were withdrawn by the applicants.
Applications to acts as a Trustee of a fund manager
During the reporting year 4 applications were submitted, of which 1 was
approved, 2 applications were withdrawn by the applicants and one application
is yet to be discussed.
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Prospectuses

Prospectus of an open-end mutual fund remains valid for a period of twelve
months from the date of publication.
In order to ensure continuity in the offering of mutual fund units to the public,
the fund manager must publish a prospectus at least once a year.
Prospectus of a mutual fund is examined in one of three ways: "red track" – for
prospectuses undergoing complete examination, "yellow track" – for partially
examined prospectuses, and "red track" – for shortened examination.
In 2007, 1181 permits to publish a prospectus were granted, including 179
permits for prospectuses of mutual funds making an initial public offering
of units [compared with 1044 permits in 2006, of which 124 were permits
for prospectuses of mutual funds that were making an initial public
offering of units]. 1 open-end mutual fund received a permit to publish its
prospectuses twice during 2007, 13 funds that got a permit did not offer
its units to the public.

5. Reports
Mutual fund managers and trustees submit reports to the ISA under the Joint
Investment in Trust Law, 1994. During 2007, trustees and fund managers
had filed 32,854 reports according to the following breakdown:

3

632

Monthly reports on fund assets under their management, on the
last trading day of each month and on the activities of the funds
during the month (by comparison to 737 in 2006)

6,258

Reports on participation in general meetings of companies
whose securities are held by funds under their management (by
comparison to 4,872 in 2006)

25,601

Reports on events that require the filing of a report, by a fund
manager, under the law and its regulations311(by comparison to
24,865 in 2006)

363	

Reports on events that require the filing of a report, by a trustee,
under the law and its regulations (by comparison to 417 in 2006)

In some cases reporting through MAGNA allows fund managers to report about events
in a number of funds (for example, change in the pay of a fund manager) by means of a
single form. The number of reports represents each event in each fund, with the exception
of reports that by their very nature review activities of a fund manager regarding all funds
under his management.

Reports
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6. Fund Managers’ Participation in General Meetings
Section 77 of the Law, requires the fund manager to participate and vote in
general meetings of a corporation whose securities are held by the fund, if
the meetings are about to approve decisions that may harm the interests of
unit' holders, including approval of transactions with principal shareholders
that might favor the interests of a principal shareholder.
Section 77 of the Law, requires the fund manager, who participated in the
aforesaid general meeting, to submit a report to the ISA and the stock
exchange regarding his vote at the meeting. According to reports submitted
during the reporting year, fund managers have participated in 892 general
meetings that necessitated their presence.
Data on fund managers - who on the dates of general meetings412held
securities of corporations - in whose general meetings transactions with\
and benefits to principal shareholders were brought for authorization, are
presented in Table 7.
Table 7: - Attendance of fund managers at general meetings called to
approve transactions with, and benefits to, interested parties
Year

Civil Fines

Number
of
meetings

Participation by
less than 30% of the
managers

Participation by
between 30%
and 70% of the
managers

Participation by
more than 70% of the
managers

Number of
meetings

%

Number of
meetings

%

Number of
meetings

%

2006

547

121

22.1%

88

16.1%

338

61.8%

2007

785

177

22.6%

112

14.3%

496

63.1%

7. 	Civil Fines
A.

Imposition of fines
Under section 114 of the Joint Investment Trust Law, anyone who violates
any of the provisions of that section is liable to a civil fine. The fines are
collected by the ISA and transferred to the Treasury.
During the year, fines were imposed on 7 fund managers, and one parent
company of a fund manager. 5 fines were imposed during 2007, and 3 fines

4

Due to the lack of data regarding securities held by mutual funds during the month, it is presumed that
securities held at the end of the month prior to the date of participation in a general meeting as well as
at the end of the month in which the meeting took place – will be perceived as securities held on the
date of the general meeting. It is also presumed that a meeting, in which at least one fund manager had
participated, will be perceived as a meeting in which other fund manager were supposed to participate
and that the meeting was summoned by means of MAGNA forms T133 (report on transactions with
controlling shareholders) and T138 (report on private offers) and as a meeting in which at least one
decision, which requires the participation of a fund manager, was voted on.
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– in January 2008. in 2 cases, were violations were interrelated, the ISA decided
to impose one fine, due to special considerations. (See details in section 7B)
Table 8: Types of violations for which fines were imposed during 2007
Violation for which a fine was
imposed

Section of law under
which the fine was
imposed

Number of
Managers/
Trustees
/Distributors

Number of
violations

Fixing asset' value of open-end
fund in violation of Section 43(b)
of the Law

114[a][4a]

2

2

Publication of misleading
information regarding the fund

114[a][6]

2

2

Violation of section 49 of the Law,
limiting the holdings of a related
party

114[a][5]

1

1

Non-submission of reports on
time

114[a][7]

2

2

114[c][4][b]

1

1

1

2

Non compliance with the
investment policy
Non-inclusion of required
information in reports \ Nonsubmission of reports on time

B.

114[a][6]\ 114[a][7]

Hearings on Requests to Stay the Demand for Fines Based on Special
Considerations
Under section 117[b][2] of the Law, the ISA has the authority to stay the
demand for a civil fine for violations under sections 114 and 115, for special
reasons that shall be recorded. During the reporting year the ISA had enacted
its authority under section 117 (b)(2) in two cases, and decided as follows:
1.

in one case of two violations, rooted in the same circumstances, and due to
specific circumstances, the fine was reduced and set for one violation only;

2.

in one case of two violations, rooted in the same circumstances, the fine
was reduced and set for one violation only for the following reasons:
a.

the Law is about to be amended in way allowing differential collection
of fines, taking into consideration the size of a fund manager;

b.

the fund manager is one of the smallest in the field;

c.

both violations were in one report and related to passing of
information to investor regarding one event – the change in the
fund's investment policy;
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8. Auditing of Mutual Fund Managers
The speedy growth of the Mutual Funds sector, during recent years, along
with numerous changes that occurred during the past year had led the ISA
to the conclusion that there is a need to diverge and intensify the supervision
over the mutual funds. One of the supervisory means that was implemented
is the auditing of fund managers, since section 97(c) that allows auditing
by means of outsourcing has been added to the Joint Investment in Trust
Law, under amendment 12. In December 2006, the ISA had contracted 2
accounting firms specializing in auditing and performed five audits. Another
4 accounting firms, whose partners and employees have been authorized by
the ISA plenum to perform audits, completed another five audits during the
reporting year. All audits were performed in fund management companies,
following directives issued by the Mutual Funds' Supervision Department.
In addition the ISA carried out focused auditing of all fund managers regarding
profitable commissions on transactions in securities, options and future contracts.

Supervision
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and staff
decisions
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9. Supervision over mutual funds' Trustees
Expanding the supervision over mutual funds also entails the broadening
of supervision over the funds' trustees. For this purpose, the ISA retains a
continuous dialog with the Association of Mutual Funds' Trustees, which has
been established during the reporting year, regarding legal and other ongoing issues. A number of steps were taken as part of supervising the work
of Trustees:
1.

General inspection of Mutual Funds' Trustees; the review was done
by means of a questionnaire requiring trustees to describe the way
they carry out their legal obligations. The staff of the Mutual Funds
Department met with various trustees in order to hear clarifications to
answers provided in their questionnaires, as well as to discuss matters
requiring improvement.

2.

Querying Trustees in order to evaluate their functioning at the time their
fund managers experience a crisis

3.

Making general or specific inquiries regarding matters under their responsibility

4.

Broadening procedures regulating Trustees' independence

10.	Pre-ruling and staff decisions (circulars)
The Department receives pre-ruling applications, requesting ISA opinion
regarding certain legal interpretations, within the ISA authority, pertaining to
future transactions. The applications are discussed by the staff prior to a
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transaction being carried out by a mutual fund, in order to issue guidelines for
executing it. All pre-ruling applications are subject to regulations published by
the ISA on July 1, 2007 on its website. The ISA also receives general queries
asking to clarify the ISA's position on certain legal matters. Subsequent to
continuing amendment of the existing legislation, such requests are rather
frequent. Due to a wide-ranging reform regulating mutual funds' activities
implemented during the year, most of the pre-ruling applications, submitted
during 2007, were of a general nature.
Queries submitted to the Mutual Funds Department are the derivatives of the
Mutual Investment in Trust Law and its Regulations. During the reporting year
the applications dealt, mainly, with the conduct of corporate officers (such
as –directors, trustees, accountants, investment advisers, etc.), limitations
applicable to activities of mutual funds (securities, rate of holdings, etc.) and
interpretations of the Law.
During the reporting year, 35 pre-ruling applications have been submitted to
the Department. Some received written replies, some – oral (those to which
pre-ruling procedures do not apply), and some by way of circulars stating the
position of the ISA. Replies provided under professional circulars related,
mainly, to general questions, of interest to a number of questioners or to the
market in general, the answers to which are not self-evident or necessitate
further clarifications.
During the reporting year, 34 professional circulars, clarifying the ISA'
potion on various matters, have been published. About 14 circulars were
related to legal amendments that went into effect during the reporting
year, while other dealt with such issues as – clarifications related to
fund's publications, general guidelines for stipulating the fund's name,
agreements with trustees, public reports, valuation of securities, trading
days, commission payments, etc.

11. ISA's wielding of authority under section
97(b) of the Law
Under the Bachar Law section 97(b) has been added to the Joint Investment
in Trust Law. The section allows supervision over the fund manager and the
trustee, imparts the ISA with the authority to issue directives pertaining to the
modes of action of funds manager, their office holders and those employed
by them, in order to ensure proper management of funds and trustees, as
well as to protect the interests of unit holders.
During 2007 the ISA had enacted the aforementioned authority only once,
when due to the strike, announced by the employees of the Bank of Israel,
it was anticipated that representative rates of various foreign currencies will
not be published. Thus, acting in advance of the strike, the ISA authorized
fund managers and Trustees to calculate the value of funds' assets, traded
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or specified in foreign currency (as well as foreign currency' balance),
by multiplying their value indicated in foreign currency by the rate of that
currency as stipulated by the Association of Fund Managers, according
to inter-banking trading data in US dollars and international trading data
in various currencies relative to the US dollar, and authorized by the
Association of Mutual Funds' Trustees.
The aforesaid regulation was effective for the period of 10 days only, and it
wasn't put into practice, since the Bank of Israel kept publishing representative
rates of various foreign currencies, allowing fund managers to calculate the
value of assets in a commonly accepted way.
More details regarding this decision can be found on the ISA website under
"Directive to Fund Managers and Trustees, under section 97(b) of the Law,
regarding calculation of the value of funds' assets on the days representative
rates of foreign currencies will not be published, due to the strike announced
by the Bank of Israel", 12.03.2008.
In the time that elapsed between the publication of the aforesaid directive
and the publication of this report, the issue raised in the directive has been
regulated under Section 13(d) of the Mutual Investment in Trust Law (Sale
and purchase prices of fund's assets and value of fund's assets) Regulations,
1994, which went into effect on 31.12.2007
Graph 1: Number of Mutual Funds 2003-2007
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Graph 2 – Value of Assets of Mutual Funds - 2001-2007
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Supervision over the Secondary Market
and the Stock Exchange
The ISA's mandate also includes the supervision of the stock exchange. The
ISA operates, on the basis of Chapter 8 of the Securities Law, which deals with
the ISA's supervisory powers pertaining to the regulation of the TASE's rules
and regulations and the supervision of proper and fair management of the stock
exchange. A representative of the ISA follows discussions of the TASE's Board of
Directors and its committees, and serves as an observer in said deliberations.
As part of the aforementioned supervision the Secondary Market and the TASE
Supervision Department brings its decisions, as regards the proposed changes in
the Rules of the Stock Exchange (henceforth – the Rules), to the approval of the
ISA plenum. One approved by the plenum, the proposed changes are submitted
to the authorization of the Finance Minister and the Financial Committee of the
Knesset. During the reporting year the ISA has approved the following:
1.

2.

on January 01, 2007
a)

Amendment of the Rules pertaining to adjustment of suspension due to
early redemption;

b)

Extension of Temporary Provisions pertaining to originators of quotes
in derivatives;

c)

Authorization of amendment pertaining to preservation of documents
by comptroller;

d)

Authorization of amendment pertaining to late debiting of a client;

e)

Recommendation to the Minister of Finance to amend the rules
regarding foreign banks' membership of the stock exchange; the ISA
has approved this proposal subject to the authorization of the Finance
Minister and the Financial Committee of the Knesset;

f)

Authorization of amendment to the Temporary Provision regarding
complex notes;

g)

Authorization of amendment pertaining to registration for trade of
indexed products;

h)

Authorization of amendment to the Temporary Provision regarding
preservation and deletion of indexed products;

i)

Authorization of amendment pertaining to shortening of the trading
period in closing rate in shares and convertibles;

on January 21, 2007
a)

Amendment of the Rules pertaining to barring of companies undergoing
privatization;
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b)

3.

on March 8, 2007
a)

4.

Amendment of the price-list (Appendix to Regulations), for trading
commissions and clearance;

Authorization of Temporary Provisions pertaining to "stream cut off"
during the opening trade on the dates options for index' shares expire.

on March 27, 2008
a)

The ISA recomm
ended amending the rules regarding the cancellation of trading at the
closing rate;

b)

The ISA recommended amending the rules regarding exemption from
the minimal period of activity, of a company to which a member of
the stock exchange forwards securities' transactions, in order for it to
replace the aforesaid member as a member of the stock exchange. The
ISA approved the proposed amendment, subject to the approval of the
Finance Minister and the Financial Committee of the Knesset.

c)

The ISA approved amending the rules regarding special authorization
of an accountant for financial reports;

d)

The ISA approved amending the temporary provisions regarding
remuneration contracts – amendment of compiled interest formula;

e)

The ISA approved amending rules regarding limitations on open
positions on Tel Aviv Banks' Index;

f)

The ISA recommended amending the rules regarding publication of
corrections in MAOF and the definition of "sum difference of debit and
option"

g)

The ISA approved amending the rules regarding annulment of
registration fees for indexed products and concern bonds – stipulation
of the ceiling;

h)

The ISA recommended amending the rules regarding replacing the term
"regular list" and replacing it with the term "main list". The ISA approved
this amendment, subject to the approval by the Finance Minister and
the Financial Committee of the Knesset;

i)

The ISA approved amendment of the price-list (Appendix to the Rules),
regarding a 70% refund for the interest received, on the transitional
account of the Clearing Department, for standing transactions and the
clearing commission of a failed transaction;

j)

The ISA recommended amending the rules regarding new underwriting
regulations. The ISA approve a temporary provision on this matter,
subject to the approval by the Finance Minister and the Financial
Committee of the Knesset;
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5.

k)

The ISA approved amendment of the rules regarding low-trading
securities and elimination of trade at the closing rate;

l)

The ISA approved amendment of the rules regarding improvement of
securities' indexes on the TASE;

m)

The ISA approved amendment of the rules regarding marking the chapter
of the issue and the chapter describing securities, by comparison to a
prospectus issued by another company offering identical securities;

n)

The ISA approved amendment of the rules regarding cancellation
of special trading units of securities whose rate is above one
million agorot;

o)

The ISA recommended amending the rules regarding private allocations.
The ISA approved the aforesaid provision, subject to the approval by
the Finance Minister and the Financial Committee of the Knesset;

p)

The ISA approved amendment of the rules regarding tightening the
restrictions on open positions in derivatives on TA 25 index – annulment
of grouping combinations;

q)

The ISA approved amendment of the rules regarding trade registration of
bonds, providing it will apply to companies applying for trade registration
from April 1, 2007.

on July 17, 2007
a)

The ISA approved amendment of the price-list (Appendix to Regulations),
regarding reduction of trading and clearing commissions and information
dissemination commissions;

b)

The ISA approved the extension of temporary provisions, regarding the
compliance officer, for a period of one year;

c)

The ISA approved the extension of temporary provisions, regarding the
eligibility of distant companies becoming distant members of the stock
exchange, for a period of one year;

d)

The ISA approved amendment of the underwriting regulations, trade
and clearance of dual-listed governmental bonds;

e)

The ISA recommended amending the rules regarding preventing
deception of clients whose investment portfolios are managed by
external managers. The ISA approved the aforesaid provision, subject
to the approval by the Finance Minister and the Financial Committee of
the Knesset;

f)

The ISA approved amendment of regulations regarding registration and
trade of "short-term governmental bonds";

g)

The ISA approved amendment of regulations regarding the last day
of trading in short-term loans to T+, in case Monday – the redemption
date, is not a business day;
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6.

7.

h)

The ISA approved amendment of regulations regarding bonds – minimal
dispersion and issue of rights regulations;

i)

The ISA approved amendment of regulations regarding registration of
new company's securities;

j)

The ISA approved amendment of regulations regarding adjustment of
indexes in special cases;

k)

The ISA approved amendment extension of a temporary provision
regarding Shahar Contracts for a year;

l)

The ISA approved amendment of regulations regarding limits on the
volume of positions to the public – annulment of the possibility to
cancel baskets.

on September 9, 2007
a)

The ISA approved amendment of a price list (appendix to regulations),
regarding the management of the Bank of Israel system of securities;

b)

The ISA approved amendment of regulations regarding amendment of
a client's securities account identification code;

c)

The Isa recommended the Finance Minister to amend regulations
regarding market makers. The ISA approved amendment of regulations
on this issue, subject to authorization of the Finance Minister and the
Financial Committee of the Knesset;

d)

The ISA approved amendment of regulations regarding the change in
securities' registration fee;

e)

The ISA approved amendment of the price list (appendix to regulations),
regarding payments for the use of stock exchange indexes and rates of
securities;

f)

The Isa recommended the Finance Minister to amend regulations
regarding temporary suspension of services by the Clearing Department
to a member of the stock exchange;

on October 10, 2007
a)

The ISA approved amendment of regulations regarding the indexing
of securities;

Annual Report 2007

Licensing and Supervision of
Investment Advisers, Investment
Marketers and Portfolio Managers
1.	Licensing

VII

Licensing

Examinations
As part of licensing Investment Advisers, Investment Marketers and Portfolio
Managers, under the Investment Advice Law 1995, two examination sessions were
held in May and November 2007, on the following subjects:

a.

Securities Law and professional ethics

b.

Accounting

c.

Statistics and financing

d.

Economics

e.

Professional A (formerly analysis of securities and financial instruments)

f.

Professional B (formerly portfolio management – for those applying for
portfolio management license)

During the year, out of 8480 examination units 7197 have been examined. 4261
examinees have passed the exams. (See table 9 below).

Graph 3: Examinees in Licensing Exams
 נבחני� בבחינות הרישוי: 3 �תרשי
(According to number of examination units) in 2002-2007
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Table 9: rate of success in passing examinations in 2007
Subject

Number of
examinees

Rate of success
(%)

59

92

Securities Law and professional ethics

2396

65

Accounting

991

48

Statistics and financing

974

51

Economics

1006

47

Professional A

1312

66

Professional B

456

66

Professional ethics

Exemption from examinations
Amendments to the Regulations of Regulation of Investment Advice, Investment
Marketing and Investment Portfolio Management Law [License Application,
Examinations, Apprenticeship and Fees] 2006 (henceforth- Examination
Regulations), provide that candidates holding a relevant degree, within the meaning
thereof under the regulations, are entitled to exemptions from examinations.
Until May 2007 the regulations stipulated that those who took relevant academic
courses are also entitled to exemptions from examinations.
During the reporting year 4500 applications for exemptions were processed, of
which 4025 have been approved.

Graph 4: Processing of exemption applications in 2002-2007
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Internship
The abovementioned licensing regulations also regulate the internship
obligatory for all applicants. During the reporting year 857 internship
applications�בשני
have been
approved.
20072002
להתמחות
 טיפול בבקשות: 5 �תרשי
Graph 5: Processing of internship applications in 2002-2007
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ut of 857 internship applications, approved during 2007, 466 were in investment
advice, 106 – in investment marketing and 285 – in portfolio management.
License
Individuals
During the reporting year 1094 license have been issued, of which: 226 – in

portfolio management, 666 – investment advice and 202 – in investment marketing.

Table 10:Total licenses granted to individuals — investment advisors,
investment marketers and investment portfolio managers
Licensing
according to year

Portfolio
managers

Investment advisers

1997
1998
1999
2000
2001
2002
2003
2004
2005
2006
2007

351
84
69
103
108
77
88
113
172
184
226

1833
540
308
232
312
277
251
273
351
404
666

Total of all the
license granted

1575

5447

Investment
marketers
(from 2006)

260
202
462
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Companies
During the year, 46 licenses have been issued to companies: 34 – to portfolio
management companies, 2 – investment advice companies, 10 – investment
marketing companies.
On 31.12.2007 there are 241 licensed companies (by comparison to 204 – in
2006), of which: 205 – portfolio management companies, 11 – investment
advice companies and 25 – investment marketing companies.
Henceforth, are the details regarding growth in assets managed by portfolio
management companies.
The data is based on reports submitted by company in accordance with
Section 27(a) of the Investment Advice Law and its Regulations.

Graph 6: Processing of internship applications in 2002-2007
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Suspensions and cancelations of license following licensees' requests
During the reporting year 402 licenses were suspended or cancelled
following licensees' requests, of which: 204 – investment advisers, 21 –
investment marketers and 177 – portfolio managers, as well as licenses of
4 companies.
Cancelation of license following the ISA decision
•

The ISA had cancelled the license of 2 investment advisers and one
portfolio manager, under Section 10(a)(2) of the Investment Advice
Law, for noncompliance with insurance requirements, which are part of
the terms for holding a license.

•

The ISA had canceled the license of portfolio manager, under Section
10(a) of the Investment Advice Law, following the conviction of the
aforesaid manager.
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Queries forwarded via the ISA website
During 2007, about 3000 queries have been forwarded to the department
through the website "contact us" link. They were answered by email and
other means (such as: telephone, letters, computerized changes, etc.).

2. Supervision
Supervision over investment advisers, investment marketers and portfolio
managers concentrated on the following issues:
A.

Inspection
During the reporting year three types of inspection have been performed:
1.

Broad inspection – examination of one particular subject in a large
number of companies.

2.

Specific inspection – examination of specific subjects in licensed
companies and individual investment advisers employed by
banking corporations.

3.

Compliance with the regulations of the Prohibition on Money
Laundering Law.

The inspections were carried out in the companies' offices and branches
of banking corporations, with the exclusion of broad inspections and
one specific inspection that was done by correspondence, and in which
companies were required to submit documents to the ISA.
1.

Broad Inspection
A.

During 2007, a broad inspection of portfolio managers' compliance
with Sections 15 and 27(b) of the Law, regarding holdings in public
companies that are in excess of 5% and compliance with the conflicts
of interest regulations. 24 companies have been inspected.
Where deficiencies in reporting, violating Section 27(B) of the Law,
were discovered an on-site inspection was performed, following which
one a civil fine was imposed on one company. Other companies had
received letters detailing the uncovered deficiencies.

B.

During 2007 a broad inspection of portfolio management
companies engaged in investment marketing, was initiated vis-àvis their compliance with Sections 13 (c1) and 16A (a) of the Law
and fair disclosure. During this inspection 22 companies were
examined and the inspection is still underway.

Supervision
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C.

During 2007 a broad inspection of portfolio management
companies was initiated vis-à-vis their compliance with Sections
4, 11 and 15 of the Law, regarding "nostro" transactions of said
companies. During this inspection 62 companies were examined
and the inspection is still underway.

D.

During 2007 a broad inspection of portfolio management companies,
investment advice and investment marketing companies was initiated
vis-à-vis their compliance with fair disclosure regulations on internet
sites of said companies. During this inspection 65 were reviewed.
27 companies, out of 53 in which deficiencies were uncovered, had
rectified their violations. The inspection is still underway.

E.

During the year a broad inspection regarding companies' compliance
with provisions of Section 25 of the Law, vis-à-vis registration of
marketing and/or advise activities of a licensee. 13 companies
were reviewed during this inspection.
During the inspection several companies were required to provide
clarifications, companies that were in violation of the Law received
letters detailing said violations and the requirements to rectify them
within a set period of time.

2.

Specific inspections
A.

During 2007 22 portfolio management companies had undergone specific
inspections, during which one or more of the following issues were
examined:
1.

Singing Agreements with clients

2.

Fulfilling Trustworthiness obligations

3.

Finding clients' needs

4.

Adjusting service, provided by the firm, to clients' needs

5.

Fair disclosure

6.

Notification of clients regarding high risk transactions and
attaining their authorization

7.

Notification regarding connection to financial assets

8.

Client's agreement for receiving fee refund

9.

Prohibition on client' preference

10. Periodic reports
11.
B.

Compliance with equity capital and insurance equirements

During 2007 inspections were conducted among investment
advisers employed by two banking corporations, during which one
or more of the following issues were examined:
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1.

Trustworthiness obligations

2.

Finding clients' needs

3.

Adjusting professional service to clients' needs

4.

Fair disclosure

5.

Notification of clients' regarding conflicts of interest

6.

Prohibition preference

7.

Notification of clients regarding high risk transactions

8.

Prohibition on accepting incentives

9.

Keeping record of investment advice conversations

C.

During 2007 an inspection of a licensee acting as trustee was performed
in order to examine the quality of his qualifications and its suitability.

D.

Furthermore, following a complaint filed by a client, inspection of
correspondence in a portfolio management company has been initiated
in order to verify its complains with Sections 12, 13, 17, 18 and 23(a) of
the Law, regarding adjustment of professional services provided by the
company to client's needs, signing of a management agreement with the
client, non acceptance of incentives, client's notification regarding high
risk transactions and reporting to the client regarding the composition
of his investment portfolio. The inspection is yet to be completed.

3.

Compliance with the regulations of the Prohibition on Money
Laundering Law

43 inspections on the issue have been performed during the reporting
year. Inspections of 72 portfolio management companies and two
members of the stock exchange, who are not banks, were performed by
means of outsourcing. 5 more inspections were integrated into specific
checks detailed above.
During the inspection one or more of the following issues were
examined:

		

1.

Compliance with identification requirements

2.

Verification of identifying details

3. Statement regarding the controlling entity and the entity with
power of attorney
4.

Identification in person

5.

Preservation of ID documents

6.

Regular and special reporting to the Money Laundering Authority

7.

Existence of a computerized database
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B.

Follow-up on activities of investment advisers in the banks
During 2007, there were continuing follow-up activities with regard to
the marketing activities of investment advisers in the banks, including
structured deposits, trust funds and other financial instruments. Three
banks were required to provide information on these issues.

C.

Enforcement of reporting requirements and examination of reports
During the reporting year enforcement of reporting requirements was
done in two main areas:

D.

1.

Timely submission of annual reports, in accordance with Section
72(a) of the Law.

2.

Reporting regarding non-compliance with the license requirements,
according to Section 72(c) of the Law. Companies that, at the
end of the reporting year, did not comply with the equity and/or
insurance requirements had to rectify the aforesaid and to comply,
without delay, with the requirements of the Law in order to avoid
license cancellation. A civil fine was imposed on one company,
which did not comply with the abovementioned requirements.

Examination of possible violations of the Investment Advice Law
As part of its work the Department examines possible violations of the
Investment Advice Law. The aforesaid examinations began following
public queries or suspicions that arise during the on-going work of the
Department. The examination includes conversations and meeting
with those submitting a complaint, approaching banks and members
of the stock exchange for further information and detailed examination
of the findings.
At the end of the examination, the decision is made regarding the action
to be taken vis-à-vis each case in particular - bearing in mind the public
interest, reliability of information and the available evidence.
During the reporting year, 17 cases of possible criminal /civil violations of the Law
have been examined, as well as 92 cases reassigned from the previous year.
Of the 71 cases examined:
•

One case was forwarded for further criminal investigation

•

In one case it was decided to summon the subject of the complaint
for a reprimand

•

Two cases were forwarded for further investigation of possible civil
violations of the Law
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E.

•

Two cases were resolved by means of the on-site inspection.
One case was forwarded for further criminal investigation, in
the other case the decision regarding the appropriate type of
enforcement is yet to be made

•

In one case a recommendation to impose a civil fine was made

•

In one case a letter, containing a demand to terminate activities
contravening the Law, was sent to the offending party

•

Four cases were forwarded to the TASE for further investigation

•

35 cases were closed for one, or more, of the following reasons:
no evident violation of the Law was detected, lack of evidence,
non-cooperation by the complaining party, lack of public interest
due to the time that elapsed between the occurrence of the offence
and the filing of the complaint

•

At the end of 2007, 24 cases are still under examination.

Provisions of Section 28 of the Investment Advice Law
Section 28(b) of the Law, authorizes the ISA to issue rules regarding the
professional functioning of licensees, corporate officers in a licensed
entity, and all those employed by licensed entities in order to ensure the
appropriateness of the licensees' professional activities.
1.

On 28.01.2008, the ISA had published guidelines for licensees
regarding clarification of the clients' needs, adjustment of services
to the needs and requirements of said clients, and the keeping
of records in accordance with Sections 12 – 13 of the Law. The
guidelines were formulated on the basis of a broad inspection,
performed in a large number of portfolio management companies
and banking corporations, as regards their compliance with the
abovementioned requirements. The findings had pointed to a
widespread contravention of the requirements related to the
clarification of the clients' needs and the recording thereof in the
agreements for provision of services.
The purpose of the guidelines is to define a permanent procedure
for clarification of the clients' needs and requirements, in
order to adjust the investment advice services accordingly,
consequently increasing the protection afforded to the investing
public. Furthermore, the inclusion of the aforementioned details
in the agreement also protects the investment adviser from false
accusations by the client.

2.

On 20.09.2007, the ISA had published a regulation concerning
disclosure requirements pertaining to financial analysis performed
by the licensees. During the last years, due to the development
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of the capital market and the increase in the number of economic
websites, the public became exposed to a growing number of
financial analysis, written by analysts employed by investment
houses and local banks, as well as foreign financial institutions
represented in Israel. Furthermore, a lot of financial analyses done
by private entities, for their various uses, find their way into the public
domain. Due to the importance the investing public attaches to the
aforesaid information, and owing to the fact that some investors
base their investment decisions on these financial analyses, the
ISA decided that it is imperative to inform the public about potential
conflicts of interest to which the aforesaid information is subjected.
Where appropriate, the regulation requires disclosing any potential
conflicts of interest, whether on the part of the analyst or the investment
house that employs him, since they might affect the discretionary
judgment of the analyst preparing the aforementioned financial analysis.
			

Disciplinary
proceedings

The Regulation went into effect on 21.12.2007.

3. Disciplinary proceedings
A.

Disciplinary investigations
Two investigations have been initiated during 2007:
(1)

Suspicion for not signing a written agreement with the client and
inappropriate professional behavior of the licensee

(2)

Violation of the regulation regarding separate management of the
client's assets, non-compliance with the regulation for performing
transactions for the client separately from transactions performed
by portfolio manager in his account, conditioning the fee due
to portfolio manager by the profit produced for the client and
inappropriate professional behavior of the licensee.

During the reporting year, the work on three investigation files opened
during 2006 has been completed as follows:
(1)

One file has been transferred to the District Attorney's Office, with
the recommendation for further disciplinary proceedings for noncompliance with the requirements of the client, non-recording of the
client's needs and requirements, conflicts of interest and performance
of high risk transactions without the client's authorization.

(2)

One file has been forwarded to the District Attorney's Office, with
the recommendation for further disciplinary proceedings for nonrecording of investment advice proceedings.

(3)

One file was closed for lack of sufficient evidence.
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Decisions of the Disciplinary Committee

During the reporting year one decision has been handed down in the case
of Ilan Victor, a licensed investment adviser. A disciplinary complaint was
filed against I. Victor for not signing a written agreement and not recording
telephone conversations with his client. The complaint stated that by doing
so the licensee contravened Sections 13 and 25(b) of the Law, a violation
under Section 30(a)(1) of the aforesaid Law.
As part of the plea-bargain, accepted by the Disciplinary Committee on
30.10.2007, the licensee was found guilty of violating Sections 30(a)(1), 13
and 25(b) of the Law and a financial fine of 5,000 NIS, along with a reprimand,
had been imposed on him. The committee authorized the publication of the
decision along with the name of the defendant.

4.

Civil fines imposed under Section 38E of the Law       
According to Section 38E of the Investment Advice Law, the Chairman of the
ISA is authorized to impose civil fines for the violation of the provisions of the
Law. The fines are collected by the ISA and are transferred to the Treasury.
During the year fines were imposed on the following companies:
Table 11: Details of violations for which fines were imposed and their amounts
Company's name

Violation for which fine
was imposed

Contravened
Sections of the
Law

Fine
imposed
(in NIS)

1

Argos Investments and
Finance Ltd

Non-reporting to the client

26(a)

3,000

2

A.L. Priority Asset
Management Ltd

Non-reporting to the ISA

27(c)

15,480

3

Gift Investment
Management Ltd

Non-reporting to the ISA

27(c)

15,480

4

Y. Halutz Ltd

Non-reporting to the client

26(a)

6,000

5

Trackball (Israel)
Investment Services

Non-inclusion of client's
needs and requirements
in agreement

13(b)(2)

18,000

6

Telescope Portfolio
Management (1994)
Ltd

Non-signing of a written
agreement

13(a)

60,000

7

Active Investment
House Ltd

Non-inclusion of client's
needs and requirements
in agreement

13(b)(2)

3,000

13(a), 13(b)(2),
27(b)

315,000

27(c)

15,480

Altshuler Shaham Ltd
8
9

Green-Bull Investment
Management Ltd

Non-signing of a written
agreement, Noninclusion of client's needs
and requirements in
agreement, non-reporting
to the ISA
Non-reporting to the ISA

Civil fines
imposed
under
Section
38E of the
Law
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5. Committee for imposition of fines under
the Prohibition of Money Laundering Law
Following the findings of inspections performed at portfolio management
companies, eight companies were found for the violation of the Money
Laundering Law.
The fines are collected by the ISA and are transferred to the General Trustee
of Inheritance for the benefit of the Fund for Combating Heavy Drugs.

Table 12: Details of violations for which fines were imposed and
their amounts
Company's name

Violation for which fine
was imposed

Contravened
Sections of
the Law

Fine
imposed
(in NIS)

1

Rambam Capital
Markets and
Investments Ltd

Verification of ID, statement
of the benefactor and data
base

3,4 and 15(a)

10,000

2

Oskar (Israel)
Financial
Investments

Verification of ID, statement
of the benefactor,
identification in person and
data base

3,4,6, and
15(a)

3,000

3

Green-Bull
Investment
Management Ltd

Verification of ID, statement
of the benefactor,
identification in person,
reporting to the Money
Laundering Authority and
data base

3,4,8, and
15(a)

3,000

4

Maor Luski Ltd

Verification of ID, statement
of the benefactor,
identification in person,
reporting to the Money
Laundering Authority

3,4,6, 8

5,000

5

Sprint Portfolio
Management

Verification of ID, statement
of the benefactor,
identification in person and
data base and preservation
of documents

3,4,6,7, and
15(a)

20,000

6

Rakia Portfolio
Management Ltd

Verification of ID, statement
of the benefactor,
identification in person and
data base and preservation
of documents

3,4,6,7, and
15(a)

40,000

7

Vered Dorot
Portfolio
Management Ltd

Verification of ID, statement
of the benefactor and data
base

2,3,4 and
15(a)

10,000

8

Revavot
Investments Ltd

Verification of ID, statement
of the benefactor,
identification in person

2,3,4 and 6

3,000
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6.  Briefings     
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Briefings     

In order to improve the compliance of the licensed companies with the law,
the ISA started to brief new companies as regards their legal obligations. The
briefings are held by departmental supervisors following prior coordination.
The briefing is a face to face meeting with the representatives of a company,
during which the reps are presented with the overview of the Investment
Advice Law and the Money Laundering Law; the obligations of a company
toward its clients and toward the ISA are particularly stressed. The reps also
receive information vis-avis commonly occurring mistakes and problems
uncovered in other companies, during auditing, along with the explanations
as to how to avoid them. The briefings are done in small groups, which allow
detailed reference to specific problems raised by the participants. During
2007, 34 briefings were held by the ISA during which particular emphasis
were placed on internal supervision and enforcement within companies.

7. Forum of Licensees
As a regulator of investment advice, investment marketing and portfolio
management areas, the ISA attaches great importance to receiving
comprehensive feedback from licensees regarding policy, regulations and
legislation matters initiated by it.
In 2007 a special forum, comprising licensed portfolio managers, investment
advisers and investment marketers active on the capital market, has
been established. The representatives of the licensees were invited by
the department to apply for membership in the forum. During the year
the department conducted two forum discussions, one on the subject of
"Internship process" and the other "Reporting to clients".

Forum of
Licensees
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Legal Counsel
During 2007, the Legal Adviser to the Israel Securities Authority provided wide
legal support to all the departments of the ISA.
This support found its expression in ongoing counseling provided to various
departments as well as in the processing of certain queries, which are broader in
scope then a particular specialization of a certain department; the Legal Adviser
also participates in various ISA working groups examining different issues related
to the functioning of the capital market.
The abovementioned issues included:
A.

Transparency as regards the work performed by the ISA
The legal adviser continued to promote the issue of public disclosure and
publication of the ISA plenum decisions, through its official website.
The publications included: protocols of the plenum discussions and the
memos submitted to it, pre-ruling applications submitted to the ISA, answers
to these applications and the ISA' staff positions of various issues. The
abovementioned publications allow general public better access to the
decision making process and the underlining arguments of the ISA and will
strengthen the publics' trust in the work performed by the ISA.

B.

Promotion of alternative enforcement
The Legal Adviser is acting to formulate an alternative to the criminal
enforcement procedures, currently enforced by the ISA under the law.
The proposed alternative enforcement procedures are based, in effect, on the
civil enforcement and penalty regulations defined under the Securities Law.
The civil procedure will be applied under certain (alleviating) circumstances,
stipulated in advance.
The aforesaid model will provide the ISA with additional enforcement tool,
which will be more effective and better suited for certain contraventions of the
law within the ISA's area of responsibility.
The Legal Adviser supported the creation of such alternative enforcement
procedures as the appointment of an independent investigator/examiner by the
supervising entity, for examination of activities due to which the ISA was obligated
to intervene, and effective implementation of submitted recommendations.
The ISA attaches great importance to deepening the legal and accounting
examinations, by means of external examiners, in cases necessitating such
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inspection. Most appropriate cases are those where criminal enforcement
procedures are not applicable, while the decision making entities within a
company are prepared to cooperate.
The examination process, by means of external examiners, will allow
investigating cases in which the ISA, for various reasons, is not interested in
exercising the full force of its enforcement authority, but, at the same time,
wants to avoid a situation whereby the deficiencies, exposed in a corporation,
are left untreated by means of effective enforcement procedures.
However, although the abovementioned procedures will not be performed
by the ISA, it will not diminish or damage the ISA legal authority as regards
conducting investigations, proposing legislation, imposing sanctions and
submission of indictments when relevant.
In cases where the ISA is dissatisfied with the examination, for example where
the examiner's professional level is not adequate or in the examination turns
out to be incomplete, it will be authorized to exercise its various powers.
C.

Implementation of recommendations submitted by committees appointed
by the ISA
1.

Implementation of the Goshen Committee recommendations
for the improvement of CG in public companies – creating
an outline for collecting the recommendations into a Corporate
Governance Code for a generic corporation, which will be
appended to the Companies Law. The companies will be able
to adopt, voluntarily, it as is or with changes and the ISA will be
authorized to require disclosure regarding the implementation of
the aforesaid recommendations.

2.

Implementation of the Prokachia Committee recommendations
for the regulation of trading platforms – the recommendations
were adopted by the plenum, translated into proposed amendment
to the Securities Law and Regulations; meetings and discussions
were held regarding the proposed amendment with related entities
outside the ISA; the proposed amendment has been forwarded for
the approval of the Finance Minister.

D.

Implementation and meaningful interpretation of the term "credibility" –
within the framework of implementing new regulations of the Investment
Advice Law.

E.

Participation in the process of regulating the remuneration of senior
corporate officers, in all aspects related to rules applicable transactions
between a company and its controlling shareholder.
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F.

Dealing with the issue of "gate keepers" and advisers to public companies
in general , and lawyers in particular.

G.

Accompaniment of the influential legislation pertaining to accountants'
independence and initiated by other entities, a law initiated by the Bank
of Israel regarding the RTGS system of payments, and more.

H.

Implementation and interpretation of the Bachar Act as regards the grey
areas of interdepartmental responsibilities.

I.

Processing of all the legal procedures to which the ISA is a party.

J.

Other issues arising from the annual plan
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Legislation
Henceforth is the list of the main and subsidiary legislation approved during
the reporting year:

1. Main and subsidiary legislation approved
during the reporting year
Laws
A.

Securities Law (amendment 32) 2007
The Law was published and went into effect on 21.05.2007. The
amendment broadens the prohibition on the use of "insider information"
regarding company's securities and extends it to derivative financial
instruments (such as options and future contracts) traded on the stock
exchange. The amendment broadens the prohibitions, regarding the use
of "insider information", stipulated under Chapter 8A of the Securities
Law, and extends it to company's derivatives traded on the stock
exchange, since the use of insider information regarding a company
might affect not only the price of its shares, but also the price of its
derivative financial instruments.

B.

Securities Law (amendment 33) 2007
The Law was published on 30.05.2007 and went into effect on
31.10.2007. The amendment facilitates the ISA's enforcement of the
Law and Regulations, along with the existing administrative and criminal
means, by imposing limited financial sanctions on reporting corporations
and corporations offering their securities to the public, without being
registered as reporting corporations, for violations of the provisions of

Main and
subsidiary
legislation
approved
during the
reporting
year
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the Law applicable to them and detailed in Appendix 5, added under
the amendment. The amendment also stipulates the imposition of
financial sanctions on underwriters and principal shareholders in
reporting corporations. The imposition of the abovementioned financial
sanctions, by the ISA, is expected to be a simple and swift procedure,
bringing down the number and frequency of violations.

S u b s i d i a ry L e g i s l a t i o n
C.

Permit of the Finance Minister to purchase securities (for staff
members of the ISA, its employees, etc.) according to the Securities
Law, 1968
The permit was published and went into effect on 18.01.2007, under
Section 5 of the Securities Law, which imposes limitations regarding
the purchase of securities on the employees of the Israel Securities
Authority. Under the original provision the ISA' employees could make
transactions in securities, only, on the basis of a permit issued by the
Finance Minister. In view of the fact that the aforesaid transactions do
not carry any real risk of the conflicts of interest or the use of excess
information by the permit holder, the provision was amended to allow
the holder of a permit to perform certain transactions directly, without
the need for a blind trust. The following transactions have been
authorized under the amendment – transactions in securities issued
by a foreign country, transactions in ILN's, transactions in securities
of non-reporting corporations, and the sale of securities by a permit
holder under special circumstances, providing a notice has been given
to the entity designated in the permit within seven days of the sale.
(special circumstances are: sale of securities held by the permit holder
prior to him becoming such, sale of securities issued by a corporation
that became a reporting corporation after the holder became a permit
holder and sale of securities obtained by the permit holder without any
investment on his part – such as, inheritance or general employees'
compensation). As regards all other transactions, not mentioned above,
blind trust arrangements, detailed in the permit, are required.

D.

Securities Law Regulations (Periodic and immediate reports) 2007
The Regulation were published on 5.02.2007, most of them went into
effect vis-à-vis periodic reports for the period ending on 31.12.2006.
This amendment has integrated a number of amendments pertaining to
different issues and provides the following regulations:
•

A reporting corporation is not required to append interim reports
of its included company to its quarterly reports, provided the
included company is a dual-listed company, which comes under
the regulations of Chapter 5C of the Securities Law, not requiring
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reports of the included company that is a reporting corporation,
since the reports of both companies are in the public domain.
•

Implementation of the Second Galay Committee recommenddations:
-

Adoption of the quantitative reporting model, accompanied by
a qualitative explanation, presenting faire value of financial
instruments, goods and services traded on the commodities
markets of a corporation or regarding which the corporation
has signed agreements. Corporations are required to perform
sensitivity tests, which will supply the reader with information
regarding the corporation's exposure to market risks. This step
will provide the average investor with a simple and clear picture
of the effect market risks have on the value of the company.

-

Maximal transparency regarding all risk exposures and the
requirement to supply information during the reporting period,
and not only at the end of it, in case there are significant
differences between them.

-

Harmonization of definitions used in these regulations, with
those used in the accounting regulations, in order to simplify
the understanding of periodic reports by the average investor.

•

Amendment to disclosure requirements, under Section 36A of
the Securities Law, stipulating provisions pertaining to critical
accounting estimates to be included in the Directors' Report. The
amendment increases transparency, vis-à-vis the accounting policy
implemented in the company's financial statements, by means
of increasing investors' awareness regarding the use made of
accounting estimates entailing significant uncertainty and requiring
discretional judgment, as well as regarding the effect these
estimates have on the presentation of the corporation's financial
situation. The amendment stipulates disclosure requirements,
concerning the use of critical accounting estimates, to be included
in directors' periodic and quarterly reports that have to be submitted
by all reporting corporations with the exception of banking and
insurance corporations.

•

Amendment to disclosure requirements, under Section 36A of
the Securities Law, stipulating disclosure regulations vis-à-vis the
Purchase of Assets Agreements. The ISA regulations, as well as
the amendment to the Law, are aimed at clarifying the scope of
disclosure required as regards the purchase of assets. The scope
and content of the aforesaid disclosure is evaluated according to
the various stages of the deal, starting with initial negotiations,
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through the signing of the preliminary agreement (including a
letter of agreement, memorandum of understanding, etc.) and the
closing of the agreement. The scope and content of the aforesaid
disclosure also depend on the type of asset to be purchased (real
estate, securities or activities of a corporation, non-tangible assets,
machinery or production line, etc.) and its significance for the
company's operations. The abovementioned requirement come to
ensure that information regarding purchases will be presented in a
uniform, comprehensive and qualitative manner.
•

E.

Finally, the amendment to disclosure requirements under Section
36A of the Securities Law, also stipulates disclosure regulations visà-vis an internal auditor in a corporation that have to be included in
the directors' report. Prior to the current amendment the aforesaid
requirements were rather limited. Disclosure regarding activities
of the internal auditor provides the investing public with valuable
information concerning supervisory practices of a corporation. The
disclosure also encourages, both the company and its internal
auditor, to acts more forcefully in the area of internal auditing. It
requires providing detailed information as regards the activities
of the internal auditor, as part of the directors' report attached to
periodic and quarterly reports submitted by the corporation.

Securities Law Regulations (Presentation of transactions,
between a corporation and its controlling shareholder, in
financial statements) 2007
The Regulations were published and went into effect on 14.03.2007,
as part of the full adoption of the IFRS standards in Israel and in light
of the publication of Accounting Standard 23 (Accounting treatment of
transactions, between a corporation and its controlling shareholder)
requiring presenting the aforementioned transactions in terms of fair
value. Under the amendment the following regulations have been
annulled – deposits into equity fund and presentation in financial
statements. New regulations stipulate that transactions between
a corporation and its controlling shareholder shall be presented in
accordance with the abovementioned Accounting Standard 23. The
regulations apply to financial reports prepared for the period commencing
on 1.01.2007, except for assets transferred prior to the effective date,
from the controlling shareholder of the Water and Sewage Company,
created under the Water and Sewage Companies Law, 2002. The Water
and Sewage Company can present the abovementioned transactions
according to the value stipulated under Section 11 of the aforesaid Law,
meaning – according to the rules and principals stipulated by the Finance
Minister and the Minister for the Interior, following the consultations with
the Commissioner of the Water and Sewage Services.
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F.

Supplementary amendments to Amendment 24 of the Securities Law,
regarding underwriting:
On 21.03.7007 two sets of new regulations and three amendments to
existing regulations have been published, to allow the implementation
of Amendment 24 to the Securities Law, 2004. Most of the regulations
went into effect on 1.07.2007.
(1)

Securities Regulations (Offer of Securities to the Public) 2007
The regulations stipulate provisions for a uniform public offer of
securities (rules that formerly appeared under the Stock Exchange
Rules) as well as provisions for a non-uniform offer of securities.
Regulations pertaining to a non-uniform offer appear under tempporary provisions for a period of two year, in order to study their
implementation during the aforesaid period.

(2)

Securities Regulations (Underwriting) 2007
The main points of this regulation are : registration of underwrites
interested in participating in underwriting activities, qualification
requirements pertaining to underwriters, cancellation of equity
capital requirements, stricter regulations regarding the holding of
monitory deposits that are to provide security cushion for future
litigation, scope of required professional insurance; restrictions
pertaining to a pricing underwriter (within the meaning thereof undder the Law) aimed at dealing with potential conflicts of interest as
regards the underwriting activities, reduction in the scope of certtain reporting requirements and addition of new these regulations
come to replace previous underwriting regulations.

(3)

Securities Regulations (Supplementary Notice) 2007
This is a supplementary step to the Law stipulating, inter alia, that a
permit can be obtained for a prospectus which does not include certain
details as regards the prices of the offered securities, and that the
aforesaid information can be provided at a date closer to the actual
sale by means of a Supplementary Notice. The regulations specify the
information to be provided in this notice.

(4)

Securities Regulations (Details, structure and Form of prospectus) 2007
As a supplementary step to the Law and its regulations, the abovementioned
regulations stipulate the following changes: amending the name of the
regulations in a way that reflects the option to offer securities according
to a draft prospectus (as opposed to the previous requirement to obtain a
permit for a prospectus from the ISA prior to its publication); requirement
to place a warning, regarding the lack of the abovementioned permit,
on the cover along with the notice that the securities cannot be
purchased according to the draft prospectus; requirements as regards
the supplementary notice. Limitations regarding the range of prices
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of the offered securities; requirement to name the pricing underwriter,
providing there is one.
(5)

G.

Securities Regulations (Period for Submitting Orders for Securities
Offered According to Prospectus) 2007
The regulations define the timetable of the issuance and stipulate time
limits for commencement of submitting the orders, in a way ensuring
a sufficient period of time for the public to study the information
provided in the prospectus in order to make an educated decision. The
amendment stipulates that where a draft prospectus similar in content
to the final prospectus, has been published five days in advance, or a
supplementary notice, accordingly, the period for submitting orders will
be shorter by comparison to the time period required for a prospectus
for which the aforesaid does not apply. All of the aforesaid without
diminishing currently stipulated time limits. However, if the offer is
intended for institutional investors only, no time limitation shall apply.

Securities Regulations (Restrictions to bank issued securities included
in the settlement) (Temporary Provision) 2007
The regulations were published on 12.06.2007 and went into effect on
31.10.2007. the abovementioned regulations were extended until 31.10.2008
The 1983 securities' settlement led to the legislation transferring the shares
of large banking corporations into the State ownership. The Banking Shares
under Settlement Law, 1993, allows the State to sell shares owned by it
as well as to introduce structural changes in accordance with its economic
policy, meaning – to sell the shares on reasonable terms and to regulate
voting rights during the interim period, unit the sale of the aforesaid shares,
in a way that will relieve the government from active involvement in the ongoing management of the banks. As a result "Restrictions to Bank Issued
Securities Included in the Settlement" (Temporary Provision) 1993, have
been legislated to exempt the banks included in the settlement, as well as
companies in which the aforesaid banks are principal shareholders, from
disclosure and on-going reporting requirements (including clarifications to
financial statements as regards transactions with controlling shareholders)
pertaining to connections between subsidiaries of the bank or its connected
company and the State or a governmental corporation. The exemption does
not apply to State holdings, as a principal shareholder, in a bank.
In light of the fact that the State's disposing of its holding is progressing, and
given that it should be completed within about 18 months, the abovementioned
regulations have been extended until 31.10.2008.

H.

Amendment to processing procedures for the application to publish
prospectuses of companies and partnerships under the Securities Law
This amendment was published on 24.06.2007 and went into effect on
1.07.2007. It deals with the going into effect of Amendment 24 concerning the
publication of draft prospectuses and authorization to publish a supplementary
notice to said prospectuses. The amendment changes the signing arrangements
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as regards the publication of a draft prospectus, submission of accompanying
forms, marking the changes that were introduced into the draft, by comparison
to its previous version, and other accompanying rules pertaining to the
publication of a supplementary notice.
I.

Amendment to
Provision) 2007

Securities

Regulations

(Annual

Fee)(Temporary

The regulations, dealing with the reduction of annual fees paid by the
reporting corporations, were published and went into effect on 31.07.2007.
the fees were reduced by 15% and the payment was deferred to 2.09.2007,
in place of the regular date designated as 1.08.2007.
J.

Amendments to Joint Investment in Trust Law Regulations
On 28.11.2007 two new regulation' files were published, along with
amendments to nine existing regulations. Most of the amendments went into
effect on 31.12.2007.
(1)

Joint Investment in Trust Law Regulations (Options, Future
Contracts and Short sales) 2007
The abovementioned regulations regulate transactions fund managers
are authorized to make in derivatives. (Purchase and creation of options
and future contracts of base assets, purchase of option warrants and
short sale of securities), the amendments are as follows:
•

Change of the term "Option Fund" to " Leverage Fund", in light
of the parallel change in Regulations of "Credit Transactions and
Maximal Level of Obligations " (see sub-section 3 below); the
amendment stipulates that transactions in derivatives have to be
perceived as credit transactions for all means and purposes, since
an option fund is authorized to make high volume transactions in
both future contracts and short sales, and not only in options.

•

TASE's clearing department requires securities for transactions
made in derivatives, due to the risk involved in the aforesaid
activity. The amendment stipulates that the limit imposed on the
volume of transactions in derivatives, permitted for a fund, shall be
defined relative to the volume of securities required by the clearing
department of the TASE from the members of the stock exchange
engaged in similar transactions, and not according to the amount
of actually deposited securities.

•

In order to prevent high exposure of fund's base assets in relation
to the fund's assets, a limit has been imposed on maximal exposure
allowed for the fund, which is not a leverage fund. The rate shall
not affect currently accepted trust funds' management, but will
prevent high risk taking in other funds.
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(2)

Joint Investment in Trust Law Regulations (Classification of Funds
for Publication Purposes) 2007
funds, published in the press and on the internet, in accordance with
section 37(c1) of the Law, in order to improve the quality of the aforesaid
information in way facilitating the making of an educated decision by
the investing public. For publication purposes, the regulations divide all
trust funds into several groups, imposing the responsibility for publishing
the appropriate information on the fund managers. The published
information has to include each fund's investment characteristics,
including its exposure profile, tax rates, yield and standard deviation.
Mutual fund's exposure profile must detail the scope of its base assets'
exposure (shares, commodities, foreign currency) in order to present the
public with better information as regards the composition of its assets and
its expected fluctuation, as well as the connection between the changes
in unit' prices and the changes in the prices of the fund's base assets.

(3)

Joint Investment in Trust Law Regulations (Credit Transactions
and Maximal Rate of Liability) 2007
Under Section 65 of the Law, a fund manager is prohibited from taking
credit for a fund under its management, with the exception of transactions
stipulated by the Finance Minister under the abovementioned
regulations, in order to limit the risk to the fund. Prior to the amendment,
the Regulations authorized credit transactions in securities when the
payment for the transaction was made a few days after the aforesaid
transaction. The amendment allows performing credit transactions in
foreign currency, providing it accompanies a deal that a fund manager
made in foreign securities, in order to allow him to retain the rate of a
foreign currency in which the transaction has been made. Furthermore,
and under the authorization given to the Finance Minister by amendment
12 to the Law, the regulations stipulate the terms on which a fund
manager will be authorized to obtain credit for payments of proceeds
on the units. Also, in addition to the existing authorized leverage by
means of derivatives, the funds are now authorized to provide leverage
by means of credit taking – parallel with establishing a mechanism for
quantifying the overall leverage relative to the fund's activities, limiting
it to 20% in a regular fund and to 40% in a leverage fund.

(4)

Joint Investment in Trust Law Regulations (Transactions Containing
Possible Conflicts of Interests and Significant Transactions) 2007
Section 18(6) of the Law, requires the fund's board of directors to discuss
transactions, defined by the Finance Minister, as Transactions Containing
Possible Conflicts of Interests and Significant Transactions. Consequently,
the regulations contain a list defining this type of transactions. As part of
the amendment, a number of transactions have been added to the list,

Annual Report 2007
including transactions typified by size and parities to the deal, performed
on the stock exchange as coordinated transactions, since in essence,
coordinated transactions are off-the-floor transactions.
Section 18(7a) of the Law, obligated the fund's board of directors to
discuss off-the-floor or off-the-regulated-market transactions defined by
the Finance Minister. In light of the aforesaid, it has been stipulated
that all off-the-floor or off the-regulated-market transactions, except
for transactions in State issued bonds, performed with market makers,
have to be discussed. The board of directors is also given an option
to stipulate a general procedure for authorizing the abovementioned
transactions without discussing each one individually.
(5)

Joint Investment in Trust Law Regulations (Reports)(Amendment)
2007
This amendment stipulates reporting requirements for implementing
amendment 12 of the Law, as well as requirements intended to
increase transparency, including: statements of the external director's
position regarding the approval of off-the-floor transaction; reporting on
significant change in investment policy, reporting on fund's exposure
profile reflecting expected fluctuations; reasons for significant changes
in investment policy – if it occurs more than once a year; reporting on
fixing the foreign currency rate by the fund manager for evaluation of the
fund's assets – in cases where a representative rate wasn't published by
the Bank of Israel; report on every off-the-floor transaction performed
by the fund manager (except for transactions in State' issued bonds
performed with a market maker), including the purchase of securities
under issue, and not only in cases where the issuer or an underwriter is a
body connected to the fund manager; report on the units deleted from the
registrar of unit holders managed by the fund manager, in order to keep
track of the number of units registered in it. This regulation is based on
the lessons learned from the "Orline" affair, where fictitious allocations of
shares in a public company had been made, as well as on the desire to
improve the supervision of registration in the registrar of unit' owners.

(6)

Joint Investment in Trust Law Regulations (Purchase and Sale
Prices of Fund's Assets and Value of Fund's Assets) 2007
This amendment is an addition to the Assets to be bought and Held by a
Funds and their maximal rates Regulations, 2005, (see section 7 below),
dealing with the stipulation of value of assets held by a fund. Also, the
way a fund manager shall evaluate fund's traded assets and/or assets
presented in a foreign currency, for which there is no representative
rate published by the Bank of Israel.

(7)

Joint Investment in Trust Law Regulations (Assets to be Bought
and Held by a Fund and Their Maximal Rates Regulations) 2007
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The amendment adds assets to the list of assets in which mutual funds
are allowed to invest, so as to allow the offer of new financial instruments
to the public:
Fund of Funds – holds Israeli funds or foreign funds, Money market  
fund and Special fund – authorized to hold up to 30% of their assets in
hedge funds. Three types of funds are defined as funds stipulated as
such under the fund agreement. The Hedge fund is defined as a fund
that is not subject to legal limitations pertaining to the assets that funds
are authorized to hold and to credit taking regulations. Furthermore, the
regulation stipulates the terms and rates at which the assets might be
held in each type fund.
The amendment also lessened the limitations regarding authorized
investment activities: it allows mutual funds to hold bonds traded on
"continuous institutional trading system" (a trading arena created by the
TASE for institutional entities and defined under the TASE rules) under
the rules defined for holding said securities; it increased the rate of
bonds that a fund can hold relative to the amount of bonds registered for
trade; increased the rate of securities issued by a corporation relative to
the value of the fund' held assets that an index tracking fund can hold;
increased the rate of holdings a fund can have in an ETF funds traded
abroad; removed limitations on investment in bonds traded abroad and
rated less than BBB. Also, requirements, for disbursement of cash held
by a fund among a number of banks, have been stipulated.
(8)

Joint Investment in Trust Law Regulations (Yield Calculation)
(Amendment) 2007,
The amendment stipulated additional periods for which a yield of a
mutual fund can be published, in a way that suits an internet publication,
as well as restrictions regarding internet publications pertaining to funds
that are not managed by the publishing fund manager. The amendment
also stipulates that no yield shall be published for a period during which
a significant change had occurred in the fund's investment policy; it
authorizes publication of yield for a period commencing on the date on
which a significant change had occurred in the fund's investment policy.
No yield shall be published for a period that is shorter than 6 months,
without a publication of yield for the additional period.

(9)

Joint Investment in Trust Law Regulations (Distribution
Fee)(Amendment) 2007
This amendment is aimed at adjusting the regulations to new financial
instruments in preparation for their integration into the capital market
(such as Money market  fund and Fund of Funds):
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The amendment stipulates that a distributor shall not charge distribution
fees for units held by a fund; as regards the ETF (a fund tracking
investment results in a certain index, and in that respect is similar to
an ILN) – in order to allow an ETF fund to achieve results analogous
to the fluctuations of the index it tracks, and to compete with ILNs, a
serious limitation of management fees paid to it was required. In order
to allow the aforesaid limitation, it was stipulated that a distributor shall
not charge distribution fees for the units of an ETF fund; for a money
market fund – a low distribution fee, of 0.125%, shall be charged.
As part of the amendment terms regarding the exposure rate of the fund's
shares have been harmonized with those used in the Classification
of Funds for Publication Purposes Regulations, 2007, regulating the
exposure of fund's base assets including shares.
(10) Joint Investment in Trust Law Regulations (Significant Change in
Fund's Investment Policy) 2007
This amendment regulates the addition of Section 61(b1), under
amendment 12 to the Law, stipulating that a fund manager shall not
make significant changes in the investment policy, of a fund under
its management, more than once a year in accordance with the
authorization given by the Finance Minister under Section 61(b1)(2) of
the Law. The amendment stipulates cases in which a fund manager is
authorized to make significant changes in the fund's investment policy,
following such structural changes as: merger of 2 funds, merger of fund
management companies or merger of their parent companies, transfer
of management from one manager to another, adjustment of investment
policy to changes in the title characterizing fun's investment policy and
following a first time stipulation of the fund's exposure profile (required
under the Classification of Funds for Publication Purposes Regulations,
2007, see sub-section 2 above).
(11) Joint Investment in Trust Law Regulations (Fee for Application to
Grant a Permit to Publish a Prospectus) 2007
The "Assets to be Bought and Held by a Fund and Their Maximal Rates"
Regulations, 2005, authorize the offer of various types of funds to the
public, including an Israeli Fund of Funds and a Foreign Fund of Funds.
Under the aforesaid regulations a fund manager is obligated to pay for
the permit to publish a prospectus a fee comprising two parts: a fixed
sum, paid at the time of submitting the application, and an additional
fee paid for the creation of units. The amendment stipulates reduction
in fees, imposed on an Israeli Fund of Funds and exempts it from the
abovementioned fee, in order to avoid double payment. However,
there is no exemption from an annual fee and the prospectus fee,
since an Israeli Fund of Funds is supervised as any other fund and a
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prospectus issued by it undergoes the same examination and permit
issue procedures as all other funds.

K.

Securities Law Regulations (Fee for Application to Grant a Permit
to Publish a Prospectus) 2007
These regulations were published and went into effect on 31.12.2007, in
order to enhance the coordination between the general value of securities,
offer according to a prospectus, and a fee paid for them.
Under the regulations, a corporation has to pay a fee accompanying the
submission of an application to publish a prospectus. The fee comprises two
parts: a basic fee of 3,500 NIS, and an additional fee of 0.03% derived from
the higher of the two – total remuneration of the issue or the nominal value
of the offered securities. Prior to this amendment, in cases where there is no
remuneration, for example in an offer according to the prospectus by way of
trade registration of securities, which previously were offered under a private
offer or distributed as dividend, the fee paid was a derivative of the nominal
value of the aforesaid securities. This fee might have fallen short when the
nominal value was significantly lower from the securities' commercial value.
In light of the aforesaid, the amendment stipulates that every time securities
are issued and no remuneration is accepted for them according to the
prospectus, the fee for the aforesaid securities shall be calculated according
to the average of their closing rate, on the first three trading days, following
their registration for trade on the stock exchange.

L.

Investment Advice, Investment Marketing and Portfolio Management
Law Regulations (Recording of Transactions and of Adviser's
Activities) 2007
These Regulations were published 0n 31.12.2007 and they are to go into
effect on 1.01.2009. They give content to obligations stipulated under Section
25 of the Law and provide a list of requirements to be followed as regards
the recording of transactions made by a portfolio manager for his clients
and regarding the conversations a licensed investment adviser holds with
his clients.
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2.

Proposed Legislation and Subsidiary
Legislation

Proposed Legislation
A.

The proposed legislation was published on 8.10.2007, and it deals
with six main issues:
(1)

Publication of Notices in the Press
It is proposed to change the scope of the existing publication
requirements and to require concise notices - containing the name of a
corporation, type of event due to which the report is published and the
places where the information can be reviewed in full, to be published.
Another purpose, of the proposed legislation is, to stipulate that the
publication date of the prospectus will be considered as the day on
which it is published on MAGNA, if the publication is done before 12.00
noon, and the next day if the prospectus is published later than that;
while at the same time severing the connection between the publication
date in the press and commencement of the countdown period for
submitting purchase orders.

(2)

Holdings of Senior Corporate Officers
It is proposed to require disclosure regarding the holdings of senior
corporate officers in reporting corporations. Some reporting requirements
vis-à-vis directors, CEOs, Deputy CEOs, treasures, etc. are already in
existence and are stipulated under sections 26A and 34 of the Securities
Regulations (Periodic and Immediate Reports) 1970. Currently
the corporations are required to report regarding the educational
background, professional experience of their executives and the
reasons for the termination of their tenure. The aforesaid requirements
are based on the assumption that they provide the investing public with
important information regarding key decision making figures in reporting
corporations, which are well versed in the business activities and
financial situation of their corporations. It is proposed to require senior
corporate officers to provide a reporting corporation with the information
necessary for complying with the abovementioned requirements.

(3)

Change of list names on NASDAQ
It is proposed to adjust the names of the lists traded on NASDAQ in
the Law. Beginning on 1.07.2007 the NASDAQ-NM list, appearing in
the Second Schedule to the Securities Law, will be divided into two
sub-lists: Global Select Market NASDAQ and NASDAQ Global Market.
It is therefore proposed to amend the Second Schedule to the Law,
to include the names of the new lists. In light of the rather frequent
changes in the names of stock exchanges and the securities lists
included in the Schedules to the Law, and due to the need for a speedy
reaction to these changes, it is proposed to amend the definition of the
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term "foreign stock exchange", authorizing the Chairman of the ISA to
change the Second and Third Schedules to the Law when the changes
are of the technical nature.
(4)

Assorted changes regarding shelf prospectuses and dual-listed
corporations
Section 12(d) of the Securities Law deals with the types of prospectuses
that are subject to different processing procedures. In order to avoid
major legal amendment, whenever there is a need to amend the
provisions of the abovementioned section, and in order to ensure a
relative simple amendment procedure, it is proposed to stipulate that
all of the provisions in Section 12 of the Law shall be deleted and
transferred to Schedule Seven to the Securities Law. Also, it is proposed
to authorize the Finance Minister to amend the aforesaid provisions,
following the consultations with the ISA and the Financial Committee of
the Knesset. Furthermore, it is proposed to authorize the ISA, following
the approval of the Finance Minister, to stipulate different processing
procedures also regarding self prospectuses.
The amendment also proposes to allow dual-listed corporations to use
shelf prospectuses, as other reporting corporations are doing today,
since in both cases the corporations are "known" to the market. It is
also proposed to allow dual-listed corporations to report within a limited
disclosure framework as regards commercial securities, along the lines
of the regulations currently applicable to reporting corporations.

(5)

TASE amendments
It is proposed to amend the process of approving the TASE Rules, as
well as other procedures related to amendment the aforesaid rules.
The approval of changes to the Rules will be simplified and shortened,
affording the stock exchange swifter reaction to the changing needs
of the Israeli and the international capital market. It is also proposed
to amend the Law in a way allowing the stock exchange to require
companies to register all their securities in a registering company, thus
preventing abuse of the system by eliminating the lack of coordination
between the number of shares issued by a company, and registered
on its books, and the number of shares registered and deposited in the
clearing department of the TASE, without the stock exchange being
able to control the precise number of securities issued by a company.

(6)

Broadening protection afforded to the stock exchange when it
functions as CCP, extending it to transactions in securities and
their remuneration between broker and custodian
It is proposed to broaden the protection afforded to the clearing
department of the stock exchange when it functions as CCP, so that it
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will apply to transactions in securities and their and their remuneration
between broker and custodian. The aforesaid transaction is done as
a complimentary step to a transaction made on the stock exchange
between two of their members, hence, it is proposed to provide the
clearing departments the same protection afforded to them for the
clearing of securities traded among brokers. Furthermore, since the
trade in government bonds, by means of major market makers, is done
through Euro MTS Ltd., it is proposed to amend the definition of the
term "regulated market" (for the purpose of Section 50A of the Law), so
as to clarify that the protection afforded to the clearing department when
it functions as CCP, also applies to transactions made on a regulated
market defined as such by whoever is authorized to stipulate so in a
country where the transaction was made.
B.

Proposed Securities Law (Amendment)(Enforcement Authority) 2008
On 16.05.2006 the Knesset had passed the aforesaid amendment in the first
reading. Currently, it is being prepared for the second and fourth reading by the
Financial Committee of the Knesset. According to the proposed amendment,
the Securities Law will regulate all the enforcing authorities of the ISA's
investigators regarding securities violations within the meaning thereof under
the proposed definition, including: search, seizure, interrogation (already
authorized under the Law), detention, arrest and release on bond - without
obtaining the authorization of the Justice Minister or the Minister for Internal
Security for performing the aforesaid activities. The proposed legislation is
better suited to the nature and complexity of securities violations, whose
investigation frequently requires interrogating a large number of suspects
and witnesses and the examination of a large number of documents.
The proposed amendment is drafted along the lines of the criminal law
(Enforcement Authority – Arrests), 199, with the required adjustments due to
the nature of securities offences and related investigations.

C.

Proposed Securities Law (Amendment)(European Investment Bank) 2008
The plenum of the ISA has approved the aforesaid proposal, which stipulates
an arrangement similar to the one approved under the Securities Law
(amendment 28) 2005, that went into effect in March 2005, and which deals
with the offer of special securities to the public in Israel by the Word Bank.
The proposed amendment will allow the European Investment Bank to offer
securities to the public in Israel under a special procedure, which will be
regulated under Chapter 5D of the Securities Law.
The proposed amendment is another step completing the association of
the State of Israel with the European Investment Bank under the framework
agreement signed between the two in June 2000, and whose purpose it is to
regulate the Bank's activities in Israel.
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Under the amendment the European Investment Bank will be able to offer its
securities to the public according to the public offer document that differs from
the prospectus in content and as regards the entities carrying responsibility
for its publication. The bank will submit reports to the TASE and the ISA, on
regular basis, according to a special arrangement.
The abovementioned amendment supplements and strengthens the
connection established between Israel and the EIB under the framework
agreement regulating the bank's activities in Israel, the agreement that was
signed in 2000 and approved by the government of Israel in 2006.
D.

Proposed Securities Law (Amendment) (Exemption from Prospectuses,
Publication of Draft Prospectus and Cancellation of a Permit by a Finance
Minister) 2008
The proposed amendment has been presented to the Minister of Finance,
and it is expected to be distributed, as a bill of law in the near future; the
amendment deals with three main issues:
(1)

Exemption from publication of prospectus
Section 15 of the Securities Law stipulates the rules for prospectus
publication. Sections 15A to 15D, added under amendment 20 in May
2000, contain a list of cases and events that shall not be perceived
as a public offer or sale to the public, other instances were removed
from Section 15 and transferred to the First Schedule. All the above
mentioned cases are exempt from prospectus publication.
The proposed amendment assembles all the events and cases exempt
from prospectus publication under the Seventh Schedule to the Law
and updates them in accordance with the changes that have taken
place on the capital market since 2000. The amendment offers a
number of changes to exemptions currently stipulated under the Law.
A number of new exemptions are related to the offer of securities by
foreign corporations, based outside Israel, and offering their securities
to the investing public in Israel.

(2)

Obligation to publish a prospectus
Amendment 24 to the Securities Law 2004, stipulates terms for the
offer of securities according to a draft prospectus. However, the actual
sale of the aforesaid securities, is conditioned by a publication of a
prospectus authorized by the ISA. The amendment proposes to make
this stipulation obligatory for reporting corporations, and to leave it
optional as regards the corporations offering their securities for the first
time. The assumption is that, the publication of a draft and the signing
of it by the issuer, will augment the quality of the aforesaid draft both
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in terms of clarity and quality of the information contained in it. The
publication of a draft will also help to combat and reduce the leak of
information regarding the company prior to prospectus' publication.
(3)

Annulment of requirement to obtain authorization of the Finance
Minister for all public offers of securities
It is propose to annul Section 39 of the
Law, requiring obtaining the authorization of the Finance Minister for
all issues and offers of securities to the public. It is also proposed to
amend Section 165 of the Companies Act (new version) 1983, by way
of circuitous amendment, so that companies – with the exemption of
those benefiting the public – will not be required to obtain authorization
of the Finance Minister in order to mortgage their assets in bonds.

E.

Proposed Securities Law (Amendment) (Alternative Enforcement) 2008
The proposed alternative enforcement procedures are based, in effect, on the
civil enforcement and penalty regulations defined under the Securities Law.
The civil procedure will be applied under certain (alleviating) circumstances,
stipulated in advance, thus providing additional enforcement tools, which will
be more effective and better suited for certain contraventions of the Law.
The amendment stipulates the use of legal and accounting examiners in
cases where criminal enforcement procedures are not applicable (insider
information, contravention of disclosure requirements in order to mislead,
securities fraud, etc.) while the decision making entities within a company
are prepared to cooperate.
The examination process, by means of external examiners, will allow
investigating cases where there is no place for the full criminal enforcement
of the Law, while at the same time preventing a situation whereby the
deficiencies, exposed in a corporation, are left untreated by means of effective
enforcement procedures.
The Amendment will strengthen the ISA's legal authority as regards conducting
investigations, proposing legislation, imposing sanctions and submission of
indictments when relevant.

F.

Proposed Securities Law (Amendment) (Alternative Trading Systems) 2008
In August 2004, the chairman of the ISA had appointed a committee, headed
by Prof. Uriel Prokachiya, for the examination of activities of alternative trading
systems in Israel, and if necessary to issue suggestions to licensing and
supervision of the aforesaid platforms. The committee's recommendations
were published in February 2006. The committee addressed the existing
situation, in which there is a number of trading systems operating in Israel at
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the present time, while only one of the is regularized and supervised – the
Tel Aviv Stock Exchange (TASE). Due to the realization that the aforesaid
situation is neither reasonable nor desired, and due to the conclusion that
the multiplicity of trading systems for securities is essentially a positive
occurrence – the committee had proposed to allow the functioning of
alternative trading systems under certain conditions, along with creating a
differentiation between the platforms were transactions between investors
and brokers are being carried out, and between the platforms were the
transactions are among various investors. The ISA is presently working on
the adaptation of the committee's recommendations into broad legislative
amendments required for their application.
G.

Proposed Securities Law (Amendment) (Secure Electronic Mail) 2008
The amendment proposes, in accordance with the Securities Law and the
possibilities of contemporary technology, to allow the ISA to deliver notices,
demands, requirements or any other document to entities supervised by it
by means of a secure electronic mail, subject to the terms and conditions
stipulated under the amendment to the Law and its Regulations.
This is done as a supplementary step to the amendment from 2003, regarding
the reporting to the ISA via an electronic reporting system MAGNA, and
as a part of the overall tendency encouraged by governmental offices and
spearheaded by the Finance Ministry.
The proposed technology is the first of its kind in Israel, it is based on advanced
contemporary technology providing solutions to complex problems, such as –
unequivocal identification of the personal authorized to access the email, protection
of information and the processing of electronic signatures. In the future, the intent
is to use similar systems for delivering all documents sent by governmental offices
to the public, as part of the "accessible government" structure.

H.

Proposed Securities Law (Amendment) (Mutual Recognition Agreement
with the French Securities Authority) 2008
On January 28, the Israel Securities Authority (ISA) and L'Autorité des
Marchés Financiers (AMF) signed a Memorandum of Understanding opening
their respective capital markets to trade in securities issued by both Israeli
and French companies. The agreement will be based on mutual reliance of
both Authorities on the regulation existing in the other's country.
The concept underlying the Agreement is similar to the single passport
principle used by EU countries in relation to the regulation and supervision
of European financial markets. The goal of the aforesaid EU legislation is to
attain fully harmonized regulation of the field. Each country is responsible for
adopting the European standards and ensuring that it complies with them.
This process permits the EU states to recognize and rely upon each other's
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regulatory regimes and thus to dispense with any additional regulatory
requirements in excess of those of the issuing company's home member
state. In keeping with this policy, each permit or license issued in a company's
home member state is recognized in other host states without the need to
impose any further regulatory burden.
The arrangement also applies to the listing of securities. A company that
acquires a permit to publish a prospectus and to list its securities on the stock
exchange in their home country can present the said permit in a host country
and list its securities on the host stock exchange without the need to acquire
additional permits from the host authority.
On 18.12.2007 the ISA had approved the amendment to the Securities Law
as regards a Memorandum of Understanding with France.
I.

Proposed Regulation of Investment Advice, Investment Marketing and
Portfolio Management Law (Amendment 11) 2008
The proposed Law is about to be discussed in the Legislative Committee
of Ministers. The amendment deals with a number of issues, of which the
most important one is to allow Israeli investors to receive investment advice,
investment marketing and portfolio management services from the leading
licensed companies around the world even if they are licensed in Israel,
particularly as regards the foreign securities. The amendment stipulates
two alternatives for the activities of the abovementioned entities in Israel,
assuming that compliance with the regulations provided under these
alternatives will ensure the appropriate balance between the desire to allow
Israeli investors access to the services offered by foreign entities, without
additional legislative burden, and the need to protect the local investors by
alternative means stipulated under the amendment.

J.

Proposed Joint Investment in Trust Law (Amendment 13) 2008
The amendment deals with a number of issues, of which the most important
once are as follows:
(1)

To regulate the offer of foreign funds' units in Israel, in order to improve
the competition in the field, to bring about the integration of the Israeli
capital market in global activities and to attract foreign investors. Under
the proposed amendment, fund managers will be able to offer their units
to the public in Israel without coming under the regulations of the local
law (along the lines of dual-listed companies), providing they comply
with the criteria stipulated under the regulations, including: country of
origin, the law under which a fund has been created or under which it
operates, supervision over a foreign fund, characteristics of a fund or a
fund manager (for example, under the amendment it will be possible to
offer Schroder, Fidelity, American Funds Vanguard and more).
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(2)

To change qualification and reporting requirements regarding the trustees.
That, inters alia, in order to ensure the independence of a trustee in a
fund manager, as well as to fill with substance the supervisory obligations
of a fund's trustee and to tighten the supervision over a fund manager.

(3)

To change funds' liquation mechanisms

(4)

To guarantee the reception of essential information, regarding significant
changes in a fund, by unit holders.

(5)

To allow stipulation of different management rates of mutual funds,
based on various parameters and in accordance uniform criteria to be
published in a prospectus. It will be possible to offer a discount on the
basis of the size of investment (which will allow further development
of mutual funds as investment means for institutional investors). The
discount will also be possible on the basis of the issuer's identity
(aimed at increasing the attractiveness of distribution means providing
alternative to mutual funds).

(6)

To replace the general meeting of unit holders with the discretionary
decision making of a trustee.

(7)

To add other regulations, whose violation will be punishable by a civil fine

Proposed Subsidiary Legislation
K.

Proposed Joint Investment in Trust Law Regulations (Details, Form and
Structure of a Mutual Fund prospectus) 2008
The proposed regulations, which come to replace the Securities Law
Regulations (Details, Forms and Structure of a Mutual Fund Prospectus)
1969, were presented to the Financial Committee of the Knesset in 2000.
During the year no discussions were held on the aforesaid regulations.
Following the transition to the electronic reporting system MAGNA, for
submission of documents to the ISA, and following the amendments to the
Joint Investment in Trust Law and Regulations regarding classification of
funds, distribution commissions, tax reform, the sharp rise in the number of
mutual funds and the growing number of prospectuses submitted to the ISA
– a necessity to amend the aforesaid regulations arose. With the completion
of legislative proceedings and amendment of legislation regarding the
aforesaid issues the alternative wording of the proposed regulations will be
submitted to the Minister of Finance, for the presentation to the Financial
Committee of the Knesset.

L.

Proposed Securities Law Regulations on various issues
(1)

Securities Law Regulations (Immediate and Periodic Reports)
(amendment) 2008, and Securities Law Regulations (Date for
submission of notice by principal shareholders) (amendment)
2008, (Holdings of senior corporate officers)
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As a supplementary step to the amendment proposed under the
Securities Law Regulations regarding the holdings of senior corporate
officers, it is proposed to amend the Reports Regulations in a manner
that will require reporting corporations to provide information pertaining
to the holdings of its senior corporate officers on weekly basis, as in
the requirement pertaining to reporting corporations regarding their
principal shareholders.
(2)

Securities Law Regulations (Terms of offers under shelf
prospectus)(amendment) 2008, and Securities Law Regulations
(Details, Structure and Form of Prospectus) (amendment) 2008
(various amendments pertaining to shelf prospectuses and dually
listed corporations)
Securities Law Regulations (Terms of offers under shelf prospectus)
2005, stipulate that the offering of securities to the public by means
of a shelf prospectus can be done by a corporation that has been a
reporting corporation for at least a year. This regulation, mistakenly,
excluded companies reporting under the provisions of Chapter 5C of the
Securities, known as dual-listed corporations from the list of companies
authorized to make use of the abovementioned tool. It is proposed to
amend the regulations in a way allowing dual-listed corporations to issue
securities to the public by means of a shelf prospectus, if they report to
the public during the defined period. It is also proposed to amend the
Details, Structure and Form of Prospectus Regulations, 2008, along the
same lines.

(3)

Securities Law Regulations (Publication of notices in newspapers)
2008, (Transactions between a company and its controlling
shareholder) 2008, (Private offer of securities in a listed company)
2008, (Purchase Offer) 2008.
The aim of the proposal is to exchange the present requirements for
publications in newspapers with requirements for succinct notices
containing the name of a corporation, type of event due to which the report
is published along with places were full details can be examined.
The proposal also intends to stipulate that the date of publication of
a prospectus will be the date of its publication on MAGNA, severing
the connection between the publication date of the prospectus in the
paper and the beginning of the period for submitting purchase offers
according to the aforesaid prospectus. The ISA had proposed to amend
other notices accordingly, in order to unify the publication requirements
pertaining to publication of notices in newspapers.
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M.

Securities Law Regulations (Immediate and Periodic Reports) (amendment)
2008
The proposed amendment requires providing an immediate report, and a
reference to it in the directors' report, regarding a company's self acquisition
program as well as regarding the acquisition of the parent company's shares
by its subsidiary. It is also proposed to allow immediate publication of the
report in the media, following its publication on MAGNA, without a 30 minute
delay, according to the current regulations.

N.

Securities Law Regulations (Details of Prospectus and Draft Prospectus
– Form and Structure) 2008
Following the recommendations of the Barnea Committee, the level of the
current reporting by reporting companies had increased dramatically, and the
gap between the information provided in current reports and the information
included in prospectuses had been significantly reduced. However, in practice
there was no unification between the reporting level in a prospectus and the
current reporting, thus requiring reporting corporations, trying to raise capital
on the basis of their quarterly reports, to make significant adjustments prior
to receiving a permit for publishing a prospectus.
The proposed amendment annuls, almost entirely, the aforesaid information
gap. The unification of reporting requirements for current reports and
prospectuses will make the process of issuance both shorter and simpler.
This will be achieved by allowing the reporting corporations to include their
current reports in the prospectus, by way of reference, along with all the
significant clarifications related to them.

O.

Securities Law Regulations (Periodic and Immediate Reports) 2008, (Details
of Prospectus and Draft Prospectus – Form and Structure) 2008
The proposed amendments to the Reports Regulations have been submitted
to the Minister of Finance. They are designed to regulate requirements
pertaining to periodic reports (including the board of directors' report related
to corporate activities), regarding compensation of senior corporate officers
and principal shareholders, in order to clarify current regulations under
sections 21-22 of the Reports Regulations and to widen the disclosure
requirements under the same regulations. Furthermore, it is proposed to
add a regulation to section 37A(3) that stipulates reporting requirements
regarding contracts a company signs with a CEO or whoever fill this position
in the company, pertaining to the terms of his tenure and employment.

P.

Securities Regulations (Periodic and Immediate Reports) 2008, (Private
offer of securities in a listed company) 2008, (Transactions between a
company and its controlling shareholder) 2008, (Amendment of Annual
Financial Statements) 2008, (Details of Prospectus and Draft Prospectus
– Form and Structure) 2008
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The proposed regulation stipulates the details that a reporting corporation
has to include in its immediate report regarding the remuneration of its
senior corporate officers. The information regarding remuneration and
benefits, for senior corporate officers, points to the use made of company's
resources and informs investors regarding the data included in financial
reports and which affects them; it also provides investors with information
on the decision making processes taking place within the company considerations taken into account in extending said benefits, connection
between those considerations and company's financial situation, and the
contribution to the company made by the senior corporate officer, for whom
the benefits are intended. The disclosure required under the new ruling
applies to instances where there is a reporting requirement pertaining to
the authorization of remuneration and benefits for senior corporate officers,
such as – report according to regulation 36, 36B, 37(a)(7) or 37A(3) of the
Immediate and Periodic Reports Regulations; report on the transaction
with a controlling shareholder, or a report on a private offer of securities.
According to the proposed ruling the reporting corporations are required to
detail the authorization of remuneration and benefits for senior corporate
officers, in their immediate reports, along with disclosure regarding the
length or their contracts, the rationale for approving the remuneration, any
additional benefits paid to them through other corporations in the group,
disclosure regarding other settlements to which senior corporate officers
are entitled in accordance with the remuneration authorized for them on the
basis of the data contained in the last annual report and the comparative
data preceding it pertaining to the changes that occurred in the terms of the
senior officers' employment.
Q.

Securities Regulations (World Bank) 2008
The aforesaid amendment (World Bank, 2005) is a complimentary step to
the Securities Law regulations related to the European Investment Bank (see
section C above, under Proposed Legislation). The aim of the proposal is
to amend the title of the regulations to "Special Securities", without specific
reference to the World Bank so that it will also apply to the European Bank,
by stipulating the special legislation applicable to the aforesaid entities.

R.

Securities Regulations (Reduction of financial sanctions) 2008
Amendment 33 to the Law went into effect on 31.10.2007. The amendment
imposes limited financial sanctions on reporting corporations and corporations
offering their securities to the public, without being registered as reporting
corporations, for violations of the provisions of the Law applicable to them
and detailed in Appendix 5, added under the amendment.
The proposed regulations will stipulate criteria for stipulating the sun of a fine
to be imposed on a violator.
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It is proposed to authorize the ISA to reduce the sum of the fine imposed for
a particular contravention. The reduction will be done according to fixed rates
and specific circumstances, detailed in the regulations. It is also proposed to
stipulate that where a violation was committed due to personal circumstances,
justifying reduction of the fine, or under personal circumstances justifying not
exercising the full force of the Law, the ISA will be authorized to reduce the
fine up to 50%.
S.

Securities Regulations (Periodic and Immediate Reports) 2008
The amendment deals with the requirement, imposed on the reporting
corporations, to append valuations prepared for stipulating figures in
financial statements and to explain them.
Accounting standards authorize the use of fair value valuations in accounting
of – real estate for investment, fixed assets and non-tangible assets. The
price of the aforesaid assets is usually based on these valuations. The
adoption of the IFRS reporting standards is expected to increase their use
in corporate financial statements. In most cases, the valuations are detailed
and well prepared for publication. It is, therefore, proposed to change the
requirements regarding the attachment of the abovementioned valuations
to financial reports. It is also proposed to broaden the scope of disclosure
required vis-à-vis the valuator preparing the attached valuations, and to
detail the experience, of the aforesaid valuator, in preparing accounting
valuations.

T.

Securities Regulations (Period for submitting offers for securities offered
by means of prospectus) 2008
The proposed regulations regularize the time table of the issue and stipulate
time limits pertaining to the opening date for submission of offers, in a way
that insures a sufficient period of time for the public to study the prospectus
in order to make an investment decision. It is proposed to stipulate that
5 days prior to the publication of the prospectus a draft analogous to
the final version will be published; and pertaining to a prospectus with a
complimentary notice – a shorter period of time will be stipulated between
the publication of a final version or of a complimentary notice, accordingly,
by comparison to the time table stipulated for a prospectus to which the
aforesaid conditions do not apply. All of the aforesaid without detracting from
the time table stipulated at present, however, if the offer is for institutional
investors only – no time limitations apply.

U.

Securities Regulations (Periodic and Immediate Reports) 2008
On 11.09.2007 the ISA had approved amendments to the regulations
dealing with disclosure requirements regarding authorized signatories
in reporting corporations. It is proposed to pass into law the disclosure
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requirements that were published for public comments on 23.12.2007.
The aforesaid requirements are designed to deal with cases in which
controlling shareholders or other key figures in reporting corporations have
abused their right of signature in corporate accounts and used the money
for personal needs. Such violations are more widespread in cases were
authorized personnel has free access to corporate accounts. It is proposed
to require disclosure as regards the policy for designating authorized
signatories and their authority to make use of corporate funds solely on the
basis of their signature, without the approval of another authorized person.
The disclosure has to provide the particulars of the authorized signatory,
including controlling shareholders or their relatives in a corporation. It is
proposed to provide first time disclosure in an immediate report and after
that in current, periodic reports and the prospectus. Also, if a change had
occurred in the abovementioned details it has to be reported by means of
an immediate report.
V.

Securities Regulations (Annual Financial Reports) 2008, (Periodic and
Immediate Reports) 2008
Proforma information is a financial data, prepared on the basis of certain
assumptions regarding the business of a corporation, events that occurred
or are expected to take place. This data is designed to supply investors
with information regarding a continuous effect of a particular event and/or
transaction, by illustrating what effect the aforesaid event might've had on
historical data if it were performed at an earlier date.
The proposed amendment defines the cases in which a reporting
corporation has to disclose, in his financial statements, the inclusion of
proforma information relative to the historic data, as well as the scope of
the aforesaid disclosure.

W.

Securities Regulations (Periodic and Immediate Reports) 2008
The proposed amendment comes to replace the rule issued by the ISA
regarding the auditor's fee and to pass them into law. It is proposed to
require a reporting corporation to provide disclosure regarding the fee
paid to the auditor, for professional services provided by him, by dividing
the aforesaid fee according to types of services provided and the number
of hours devoted to each task. Also, it is proposed to require providing
detailed information regarding the mechanism defining the aforesaid fee
and the changes that occur in it, disclosure regarding the reduction of fee
in a reporting year, disclosure regarding the change of auditor if applicable,
requirement to provide explanations related to the aforesaid change in board
of directors' report, when the change is of importance to the company's
shareholders. The required transparency in essential for evaluation of the
quality of the audit, particularly in light of the emerging tendency by the
accounting firms to provide their clients with services other than auditing
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(for example – taxation), a fact that affects the quality of auditing even when
performed according to law.
X.

Securities Regulations (Signature Approver) 2008, (Secure Electronic Mail) 2008
The amendment accompanies amendment to the Securities Law as regards
secure electronic mail (see Section 1 under Proposed Legislation), and
passes into law the opening of the electronic mail secured by the ISA,
as well as the procedure of authorizing access to the secure mail. It is
proposed that every supervised entity shall appoint a person to act as an
authorized signatory with access to the secure electronic mail. Also, it is
proposed that the application for registering the authorized signatory shall be
submitted to the ISA for approval. The approval will be given subject to terms
and limitations detailed under the proposed regulations.
It is proposed to amend the Signature Approver Regulations 2003, and
to apply the regulations applicable to MAGNA, mutadis mutandis, to the
secure electronic mail by issuing a personal key and electronic card, whose
characteristics are defined under the regulations.

Y.

Investment Advise Law Regulations (Equity Capital and Insurance) 2008
Sections 7 and 8 of the Investment Advice Law stipulate that in order to acquire
portfolio management license, either by an individual or by a corporation, the applicant
has to comply with the insurance requirements stipulated under the regulations.
The issue of insurance has been examined by a team comprising the
representatives of the ISA, Union of the Members of the TASE that are not
banks and the Financial Department of the Chamber of Commerce who
agreed that it is possible to reduce the insurance requirements, by stipulating
maximal rates for corporations managing assets in billions of NIS; meaning –
that from the aforesaid sum and above no additional insurance will be required
for growth in the value of the managed assets. The proposed easement is
proposed under the regulations.
Furthermore, it is proposed to amend the terms of self contribution of
licensees (portfolio managers, investment advisers and investment
marketers) to their professional insurance. In order to ensure a security
cushion for the clients, it is proposed to stipulate that no self contribution
shall be allowed unless collateral, in the sum equal to self contribution
stipulated in the insurance agreement, is deposited. However, licenses with
equity capital in excess of 10 million NIS will be allowed self contribution of
up to 200,000 NIS without collateral.

Z.

Securities Regulations (Electronic Signature and Reporting) 2008
It is proposed to annul the exception stipulated under the Electronic
Signature and Reporting Regulations 2003, exempting accountants from
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the requirement to approve an authorized electronic signatory of a reporting
entity to sign, on his behalf, the accountants report submitted to the ISA. It is
also proposed to annul the requirement for a written statement by an auditor
confirming that a report presented on MAGNA is identical to the one signed
and submitted by him to the reporting entity.
It is also proposed to stipulate that in case there is a discrepancy between
the document published on MAGNA and the document submitted to an
authorized electronic signatory, a written statement regarding the discrepancy
shall be submitted to the ISA no later than 3 days after the publication of the
document on MAGNA.

3. Regulations under Section 36A of the
Securities Law
A.

New Regulations
Under section 36A of the Securities Law the ISA had published the
following rules:

		

Disclosure pertaining to the adoption of the IFRS
The aforesaid ruling was published on November 26, 2006. It regulates
the supply of information related to the changes that will occur in the
accounting policy following the adoption of the IRFS in the period
prior to December 31, 2007. The adoption of the IFRS is expected to
have a significant influence on the accounting policy of the reporting
corporations; furthermore, it might also have serious repercussions
on the financial situation and business activities of the aforesaid
corporations. Hence, the disclosure pertaining to these influences
and the preparations carried out by the corporations in the face of
the pending adoption, prior to the actual application of the IFRS, is
important for investors using the companies' financial reports. The
disclosure will furnish them with useful and dependable information,
which will greatly facilitate investors' understanding of the principals
related both to the transfer and the implementation of the new financial
reporting standards.
According to the ruling, a reporting corporation is required to provide a twostage disclosure through the Board of Directors' report: the Directors report
for the year ending on 31.12.2006 shall provide qualitative information
regarding the influence of the IFRS adoption on the corporation, while
the report for the year ending on 31.12.2007 shall provide quantitative
information as regards the influence of the IFRS adoption.
This regulation does not apply to the banking and insurance
corporations.

Regulations
under
Section
36A of the
Securities
Law
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Authorization of financial statements in reporting corporation
The aforesaid ruling was published and went into effect on 27.07.2007.
It regulates the supply of information related the approval process of
financial statements.
Opinion 76 of the Institute of Certified Public Accountants in Israel,
stipulates the rules concerning the contract to be signed between an
auditor and a reporting corporation, regarding the auditor's approval
of the corporation's financial statements. The ruling lists the positions
of entities, within the audited corporation, in charge of supervision,
control and advice concerning the issues related to corporate financial
statements and regarded as significant by the auditor (for example,
reporting and disclosure procedures), and stipulates that when, in
the opinion of the auditor, the corporation does not comply with the
disclosure requirements stipulated under Opinion 76, the auditor must
act in accordance with the provisions of the Securities Law.
Disclosure of activities by entities in charge of financial control in a
corporation, prior to the approval of financial statements by the board of
directors, is important to a reasonable investor and adds to the managerial
transparency of a corporation, thus increasing public confidence in the
quality of reporting in general, and of financial reporting in particular. As part
of the directors' report, appended to the periodic report, the corporations are
required to list the entities responsible for the overall financial supervision
in a corporation, the actions taken by them as part of the abovementioned
supervision, within the definition thereof under Opinion 76, and to identify
office holders that have signed the contract with the auditor.
		

Disclosure regarding authorized signatories in a corporation
The ruling comes to prevent situations in which controlling shareholders
or other key figures in reporting corporations can abused their right
of signature in corporate accounts and use the money for personal
needs. Such violations are more widespread in cases were authorized
personnel has free access to corporate accounts. It is proposed to require
disclosure as regards the policy for designating authorized signatories
and their authority to make use of corporate funds solely on the basis of
their own signature, without the approval of another authorized person.
The disclosure has to provide the particulars of the authorized signatory,
including controlling shareholders or their relatives in a corporation. The
ruling requires providing first time disclosure in an immediate report and
after that in current, periodic reports and the prospectus.
B. Extended Regulations
When it became apparent that some of the rules published by the ISA
during 2007 are still relevant and necessary, it was decided to extend
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them under the authority bestowed on the ISA under section 36A(c) of
the Securities Law. Henceforth, are the regulations extended by the
Minister of Finance for a period of one year.
Disclosure pertaining to the remuneration of senior corporate officers:
The ruling was published and went into effect on January 12, 2007.
The ruling stipulates details to be included in an immediate report
regarding the remuneration of senior corporate officers. The information
regarding the remuneration and benefits, for senior corporate officers,
points to the use made of company's resources and informs investors
regarding the data included in financial reports and which affects them;
it also provides investors with information on the decision making
processes taking place within the company - considerations taken
into account in extending said benefits, connection between those
considerations and company's financial situation, and the contribution to
the company made by the senior corporate officer, for whom the benefits
are intended. The disclosure required under the new ruling applies to
instances where there is a reporting requirement pertaining to the
authorization of remuneration and benefits for senior corporate officers,
such as – report according to regulation 36, 36B, 37(a)(7) or 37A(3) of the
Immediate and Periodic Reports Regulations; report on the transaction
with a controlling shareholder, or a report on a private offer of securities.
According to the proposed ruling the reporting corporations are required to
detail the authorization of remuneration and benefits for senior corporate
officers, in their immediate reports, along with disclosure regarding the
length or their contracts, the rationale for approving the remuneration,
any additional benefits paid to them through other corporations in the
group, disclosure regarding other settlements to which senior corporate
officers are entitled in accordance with the remuneration authorized for
them on the basis of the data contained in the last annual report and the
comparative data preceding it pertaining to the changes that occurred
in the terms of the senior officers' employment.
Disclosure pertaining to auditor's fee
The ruling was published and went into effect on January 29, 2006.
The ruling stipulates that a reporting corporation has to detail the overall
fee for auditing and other services the corporation received during
the last reporting year and the preceding one, in the directors' report
included in the company's periodic report. Where financial statements
of other corporations were consolidated with the financial statements of
a reporting corporation - the aforesaid shall also be provided in regard
to each consolidated company, significant for the reporting corporation,
along with the name of the company and the name of its auditor. This
ruling does not apply to banking corporations and insurers.
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Inclusion of proforma figures in financial reports
The ruling was published on January 29, 2006 and went into effect on
29.02.2006. The ruling defines cases in which a reporting corporation is
obligated to provide disclosure regarding the way of including proforma
figures in its financial reports and the scope of disclosure vis-a-vis the
aforesaid proforma figures.

Legal
proceedings
involving
the ISA

4.	Legal proceedings involving the ISA
A.

Civil Proceedings handled during the year
Tel Aviv District Court 70/9822
Request for settlement between the creditors and a company, submitted
to the Tel Aviv District Court in order to restore the trade in company's
shares on the TASE, following its suspension in January 2006.
The suspension was due to non-publication of the company's financial
reports for 2005, as a result of financial irregularities and suspicion for
criminal violations of the law by controlling shareholders and senior
corporate officers during the aforesaid period. As part of the settlement,
the court was asked to declare that the shares of the company's
subsidiary, Sapan Ltd., are a burden as regards the settlement with
the creditors. This declaration will allow the company to abandon the
aforesaid shares retroactively, starting from 2003. This is due to the
company's inability to reconstruct the financial data of its subsidiary in
order to publish the financial reports for the years 2003-2006, as was
required by the ISA. Despite the fact that the ISA is not party to the
aforesaid procedure, the court had accepted the position of the ISA
stating that the proposed settlement shall not be approved prior to the
publication of the aforesaid financial statements, since it is impossible
to make an investment decision without this information. The court
also accepted the ISA's position that to declare the shares of a
company, not under liquidation, as a burden shall be done only in extreme
circumstances, since it creates a new factual situation in retrospect. The
court also denied the company's request that the ISA shall accept the
company's financial reports as reports submitted according to the law,
even if they include divergence of the company's auditor.
Without detracting from the authorization of the settlement, the court
clearly stipulated that the approval of the settlement shall not be perceived
as detraction from the authority of the ISA and that the ISA is entitled to
act according to its authority under the law, including the stipulation that
the financial reports are not presented in accordance with the law.
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The settlement was approved by the court on 12.12.2007, and on
1.01.2008 the company's shares were reinstated for trade on the TASE.
Supreme Court 10381/07
On 3.12.2007 a petition was submitted by Attorney Ronen Adini against
the ISA and its chairman at that time, Mr. Moshe Terry. The subject of
the petition –publication of the ISA's Positions on the ISA website and
not in the "Notes". The petitioner requested to cancel all ISA Positions
published up until then since: "they deviate significantly from the accepted
procedure". On 19.12.2007 the petition was rejected out of hand due
to not undertaking all preceding procedures before an authorized entity
– the Israel Securities Authority – prior to appealing to the Supreme
Court. On 24.12.2007 Attorney Ronen Adini sent a letter to the Chairman
of the ISA, asking various questions pertaining to the essence of the
"ISA staff" and the legality of the ISA's Positions. On 14.02.2007 the
ISA Legal Adviser, Mr. Elbek, had replied to the aforesaid letter. The
reply rejected the claim for cancelling the Positions and the demand to
publish them in the "Notes", and explained the meaning and the legal
validity of the ISA's staff decisions, as well as the appropriateness and
the validity of their publication on the ISA website.
Jerusalem District Court 6347/07
Israel Securities Authority vs. Nova Star Management of
Trust Funds Ltd
The ISA requested to require the fund manager to transfer the
management of funds to another manager, under Section 12(c) of the
Joint Investment in Trust Law. The background for the aforesaid request
is in the crisis of confidence between the fund manager and the trustee,
which led the trustee to resign from its position. The resignation was
submitted by the trustee to the Jerusalem District Court. On 4.03.2007
the court had authorized the aforesaid resignation. Under Section 12(c)
of the Law, a trustee whose tenure has ended shall continue to act as
a trustee until a new trustee commences his work. Given that for nine
months, following the court decision, the fund manager did not find a
substitute trustee and in light of the fact that the acting trustee is not
interested in continuing in this position, the ISA had petitioned the court
to transfer the management of funds to another fund manager.
Tel Aviv District Court
60/60-55436 (Gabriela Ravid vs. the ISA), 60/38701(ISA vs. Gabriela
Ravid)
Supreme Court
60/9016 (ISA vs. Gabriela Ravid)
The ISA Licensing Committee received an application filed by the JGD
Management Group and York Capital Management (henceforth – the
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Applicant), to license a company by the name of Jeka Investment 3 Ltd
(henceforth – Jeka), a company in the process of being established,
as a fund manager. According to the application, Jeka was expected
to integrate portfolio management activities of Psagot, fund manager
of Leumi Mutual Funds Ltd. The ISA informed the Applicant that it
considers qualifying the issue of the license by requiring that Ms. Ravid
and Mr. Zilviger, who were investigated by the ISA and against whom
the indictment has been filed for violations under the Securities Law,
shall not act as office holders in the applying fund manager or in a
company from which the applicant will receive significant services.
The Committee invited the Applicant to the hearing. In view of the
abovementioned notice, Ms. Ravid, Mr. Zilviger and others, have filed
an application with the Tel Aviv District Court, requesting to issue an
injunction prohibiting the ISA from qualifying the license by the aforesaid
requirements, all that prior to the ISA Committee making a final decision.
On 26.07. 2006 the court had issued a temporary injunction against the
ISA, and stipulated a later date for the hearing for issuing a permanent
injunction. Consequently, the ISA had filed an appeal regarding the
abovementioned decision to the Supreme Court. The Supreme Court
had cancelled the injunction and stipulated that the previous court was
not authorized to issue an injunction against the ISA, as regards its
decision making within the area of its authority. The Supreme Court
stipulated that the applicants have to await the decision of the ISA and
to appeal it after it is issued, if they wish so.
The ISA had issued its decision stating that the license is subject to Ms.
Ravid and Mr. Zilviger not functioning as office holders in the Applicant or
in a company from which the applicant will receive significant services.
This decision was appealed by Ms. Ravid and Mr. Zilviger at the District
Court. The Right Hon. Judge Zefet, had accepted the appeal and the
ISA appealed to the Supreme Court. The respondents filed a request to
dismiss the appeal out of hand, their application was denied.
Appeals to the court to approve the resignations of trustees
Section 11(a)(3) of the Joint Investment in Trust Law, stipulates that
tenure of a trustee shall end, inter alia, "if he resigns and his resignation
is authorized by the court, after it heard a fund manager and the
chairman of the ISA".
During 2007, the following trustees have resigned: Yovnek Trust
Company Ltd, which acted as a trustee for funds managed by the
Nova Star Fund Management Ltd, Ernst & Yong trust Company (1992)
Ltd, which acted as a trustee for funds managed by the Rakia Fund
Management Ltd; Kesselman & Kesselman Trust Company Ltd (1971)
Ltd, which acted as a trustee for funds managed by the Gaon Fund
Management Ltd and Mizrahi Tfahot Trust Company, which acted as
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a trustee for funds managed by the Sigma P.C.M Trust Management
Company Ltd. The trust company of the Union Bank Ltd had submitted
to the court the application to approve the its resignation from trusteeship
of funds managed by the Arigato Investment Management Ltd. The
fund manager had objected to the resignation. The ISA does not object
the approval of the resignation. The court decision stated that starting
1.08.2008, the trustee shall continue in his position and shall be allowed,
it so wishes, to submit a renewed request for resignation, to which the
fund manager will not be allowed to object. The trustee shall continue to
act as such for a period of four and a half months from the day the court
approves his resignation.
001834/06 District Court regarding Bank Hapoalim
This is a derivative action against Bank Hapoalim and its senior
corporate officers, on the issue of recompense authorization to the
bank's senior officers against the law. The claim was submitted as a
result of the examination performed by the ISA as regards the process
of recompense authorization to the bank's senior officers, as part of the
examination of the bank reports issued to the public. The action ended
in a compromise agreement between the parties, approved by the court
following the submission of the ISA position regarding the compromise
agreement, requested by the court. Under the agreement large sums of
money were returned to the bank, out of the sums paid as recompense
to senior corporate officers.
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9 Criminal Enforcement

VIII

1. Criminal indictments

Criminal
indictments

In 2007, 4 criminal indictments have been filed by the Tel Aviv District
Attorney's Office (Taxation and Economics), following the investigations
carried out by the ISA:
A.

In March 2007, an indictment against – Leumi Company L.P. Ltd
(henceforth –Pia), Mr. Michael Tzvaiber, Mr. Meir Mazuz, Mr. Ezra
Shamir, Leumi Management Ltd. (henceforth – Psagot), Leuimi
Securities and Investment Company Ltd. (henceforth – Psagot
Ofek), Ms. Gabriela Dvir, Mr. Daniel Zilbiger, Mr. Moshe Malchi, Bank
Leumi LeIsrael Ltd. (henceforth – BLL) Mr. Emmanuel Ben-Atar,
Mr. Moshe Saar, Mr. Eliyahu Avraam, Ms. Yael Binyamini, Ms. Rivka
Alisko and Mr. Tzvi Itzkovich - was served in Tel Aviv Magistrates'
Court on suspicion of violating Section 82 of the Joint Investment
in Trust Law and Section 29(b) of the Penal Code, , prohibiting the
offer of benefits, in a large number of cases. Pia, Psagot and Psagot
Ofek (Psagot after merger) were, during the relevant period, between
1999-2004, private companies engaged in the management of mutual
funds and had offered the purchase of units, in the funds under their
management, to the general public. According to the indictment, BLL,
which is a public company and a banking corporation, was a controlling
shareholder in Pia, Psagot and Psagot Offek (henceforth – BLL fund
managers), holding, both directly and indirectly, more than 90% of the
shares. The BLL was interested in increasing the market share of its
funds, due to the rate of its holdings in the BLL fund managers and
due to the fact that most of the profits made by the fund managers was
received by BLL. Furthermore, BLL was also received commissions, for
all the transactions it made for the fund managers, as a member of the
stock exchange. During the relevant period of time, the fund managers
and the BLL had acted in consort with all the rest of the accused (senior
corporate officers and directors) and managed a vast, systematic
scheme of awarding various benefits to different entities in BLL and
investment managers employed by the Bank, which were granted as
incentives for the distribution of BLL's fund units. The payments and
other benefits were financed by BLL fund managers, on their own as
well as the Bank's initiative, and included full or partial financing of
the Bank's professional conferences, various social and recreational
activities and individual benefits for employees. At times, the benefits
were given as compensation for excellence in sales. The total sum of
payments and benefits had reached 1.9 million NIS. The latest payments
and benefits were awarded for the sale, purchase and remuneration of
the trust funds' units, contrary to the provisions of Section 82 of the
Joint Investment in Trust Law. CF 2665/07
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In January 2008, the court had approved the plea agreement, arrived
at by the Parties, under which an amended indictment was filed. Senior
corporate officers, which appeared in the abovementioned original
indictment, were deleted from the amended indictment, the companies
Pia, Psagot, Psagot Offek and BLL remained.
B.

In September 2007, an indictment against Mr. Oded Dessau and Mr. Gil
Peres was served in Tel Aviv Magistrates' Court on suspicion of violating
various provisions of the Securities Law and the Penal Code. During
the period relevant to the indictment, Mr. Dessau was the controlling
shareholder and the Chairman of the board in Golan Computers Ltd
(1977) (henceforth – Golan). Mr. Peres was the CEO of Golan. Between
August 2005 and June 2006, Mr. Dessau had made several cash
transfers, in the sum of 11 million NIS, from the company's accounts
into his private accounts or into the account of a private company under
his control. The aforesaid transactions were in violation of the Law and
did not serve the company's interests; after a certain period of time the
funds were returned to the company. The abovementioned activities
were purposely performed without the necessary approval procedures
and the publication of an immediate report, required under the Law, in
order to conceal from the company's board of directors, the shareholders
and the investing public the withdrawal of the aforesaid funds and to
allow its proper authorization. Mr. Dessau is accused of fraud and a
breach of trust in a corporation, according to Section 425 of the Penal
Code, Sections 36 and 53(a)(4) of the Securities Law and its Regulations
(Controlling Shareholder Regulations, Immediate and Periodic Reports
Regulations) – non-reporting or inclusion of misleading information in
a report with intent to mislead a reasonable investor. Mr. Dessau also
made use of the company's funds, in June 2006, in the total sum of 56
million NIS, with intention to permanently deprive the company of the
aforesaid sum; thus being accused of a theft by a corporate officer –
contravention of Section 392 of the Penal Code. In two other cases, Mr.
Dessau had caused fraudulent reporting to be published, by providing
false information to the company and its legal advisers, thus being
accused of violation of reporting regulations under Section 53(a)(4) of
the Securities Law, and non-disclosure of information and publication of
misleading information by a senior corporate officer in a corporation –
contravention of Section 424(a)(1) of the Penal Code. Mr. Peres made
cash withdrawals, in some of the abovementioned cases, along with
Mr. Dessau or knew about the withdrawals, but did not report them.
As a result Mr. Peres is accused of contravention of Section 425 of the
Penal Code and Sections 53(a)(4), 53(c)(8) and 53(e) of the Securities
Law. CF 6493/07

C.

In September 2007, as part of the case described in paragraph B above,
an indictment was served in Tel Aviv Magistrates' Court against Mr.
Moshe Shehter, on suspicion of violating Section 36 of the Securities

Annual Report 2007
Law, along with Controlling Shareholder Regulations and the Periodic
and Immediate Reports Regulations – violation of Sections 53(c)(8) and
53(e) of the Securities Law. During the period, relevant to the indictment,
Mr. Shehter was acting as director in Golan and as an accountant in Mr.
Dessau's private companies. Mr. Peres had approached Mr. Shehter,
concerning one of the abovementioned money transfers and informed
him regarding Mr. Dessau's withdrawal, the return of money to Golan
after a period of time and its accounting implications. Mr. Shehter did
not report the matter to the relevant bodies in the company, and did
not take any reasonable steps in order to publish an immediate report
regarding the withdrawal. In October, the court convicted Mr. Shehter of
the abovementioned offences, in accordance with his statement and as
part of the plea bargain signed with him. CF 6498/07
D.

In December 2007, an indictment against Mr. Daniel Egozy and Mr.
Yitzhak Specter, was served in Tel Aviv Magistrates' Court on suspicion
of violating various provisions of the Securities Law under Section
53(a)(4) – inclusion of misleading information in financial statements,
in immediate reports, non-reporting with intent to mislead a reasonable
investor, and violation under Section 415 of the Penal Code - obtaining
the aim by fraud under aggravating circumstances and request for the
sale of shares of Zat Investment Ltd. (henceforth – Zat), changing the
name to Yasta Ltd after the sale, from Mr. Daniel Egozy and Mr. Yitzhak
Specter. Mr. Daniel Egozy sold the shares of Zat to Mr. Yitzhak Specter,
in various off-the-floor transactions, from 1999. As part of the aforesaid
transactions the accused had an official agreement, reported to the public
and to the authorities, as well as a number of secret agreements unknown
to the board of directors, the auditing committee, senior corporate officers
and the investing public. In accordance with the official agreement the
company had published an immediate report regarding changes in the
holdings of the principal shareholders, stating that Mr. Egozy sold half of
his shares to Mr. Specter, along with in another immediate report – stating
that Mr. Specter became a principal shareholder. However, under the
secret agreements, the accused had agreed upon the remuneration Mr.
Egozy will receive for the aforesaid sale, including the division of future
profits generated by the sale of the shares to a third party, as well as the
sale of a real estate by Mr. Specter to a subsidiary. Later on, Specter
and Egozy had signed another agreement pertaining to division of profits
from a future sale of shares and the option given to Egozy to annul the
sale of shares and to receive them back. In light of the abovementioned
agreements, the accused had to be perceived as joint holders and
controlling shareholders in the company. However, the accused hid their
relationship from the company, its senior corporate officers, investors and
the relevant authorities. Their actions led to the inclusion of misleading
information in immediate reports regarding the sale of share, joint
ownership of shares, and joint control of the company and attaining by
fraud the company's approval to their illegal transactions. CF 8743/07
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2.	Criminal Files Pending Adjudication
   

As of the end of the year the following cases were awaiting trial:
A.

19 criminal files in the court of first instance, of these 16 indictments
were served in previous years.

B.

12 appeals remain at the district court, of them 4 in one case, filed both
by the accused and by the prosecution as follows: 3 appeals initiated
by the convicted on conviction and sentencing; 1 appeal on conviction;
and one joint appeal by the District Attorney's Office on the sentencing
and conviction of the accused. 5 other appeals in another case, which
were filed both by the accused and by the prosecution as follows: 3
appeals initiated by the convicted on conviction and sentencing; one
appeal by the District Attorney's Office on full acquittal of some of the
accused and appeal of one partial acquittal and the light sentencing of
some of the accused. 2 appeals on the light sentencing in another case.
1 appeal initiated by the convicted on the conviction; 2 appeals filed by
the convicted on the sentence. 1 appeal filed by the District Attorney's
Office on acquittal and one regarding sentencing.

C.

Appeal filed by the State at the Supreme Court, as an appeal court of
second instance, against acquittal grated by a lower court.

3. Criminal Verdicts in Court of First Instance
During the year 6 sentences were handed down in the court of first
instance.
A.

In January, the Magistrate's Court in Tel Aviv had sentenced Mr. Avihu
Horvitz, Mr. Den Tzion Farko, Mr. Eliyahu Veroch, Mr. Rafael Betzer
and Mr. Shimon Azran, after they were convicted on a large number
of offences under the Securities Law and the Penal Code. All of the
accused were senior office holders in the Ishtech Group of companies.
(see Annual Report 2006 CF 49/97)
In March, both the accused and the State had appealed the sentence
to the Supreme Court. The accused appealed against the conviction
and the severity of the sentence, and the State appealed against the
acquittal of the accused in a number of offences attributed to them
under the indictment as well as against the leniency of the sentence
imposed by the District Court. CF 2247/07

B.


In January the Magistrate's Court in Tel Aviv had convicted Mr. Meir

The number of indictments does not necessary correspond to the number of open investigation files.
At times, the District Attorney combines a number of investigations into one indictment, or vice versa:
submits a number of indictments under one investigation file.
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Kakoon, on the basis of his statement, of committing 301 offences of
influencing the rate of 4 shares by fraud and by self made transactions,
offence under Section 54(a)(2) of the Securities Law. Mr. Kakoon's
statement came in light of the evidence presented by the prosecution.
In February, the court had sentenced the accused for 12 months in
prison, 15 months suspended sentence for a period of 3 years, and
a fine of 75,000NIS or 150 days in prison. The court stressed that the
public interest requires protecting the capital market from criminal
abusing the rules of trade on the stock exchange thus damaging the
whole market, by hurting its stability. The investing public and its trust in
the capital market have to be protected by the imposition of a deterring
sentence that reflects the severity of crime. CF 3903/05
In March, Mr. Kakoon filed an appeal with the District Court, against the
severity of the sentence. CF 70/78507
C.

In February, the Magistrate's Court in Tel Aviv had convicted Mr. Dan
Lahola, on the basis of his statement as part of the plea bargain, of
committing 121 offences of influencing the rate of 4 shares by fraud
and by self made transactions, offence under Section 54(a)(2) of the
Securities Law. The court had sentenced the accused for 12 months
active prison term, to be performed in a form of community service,
21 months suspended sentence for a period of 3 years, and a fine of
40,000NIS or 81 days in prison. CF 50/1561
In May, the State filed an appeal with the District Court, against the
lightness of the sentence imposed by the Magistrate's Court.

D.

In March, the Tel Aviv District Court had convicted Ms. Rachel
Toledano, Mr. Rami Levi and Mr. Yigal Galai, on the basis of their
statements and as part of the plea bargain, of non-compliance with
section 36 of the Securities Law and Periodic and Immediate Report
Regulations, violation of Section 53(c)(8) of the Securities Law. Ms.
Toledano and Mr. Levy acted as external directors and Mr. Galai acted
as director in Epcon Electro Mechanics Ltd (henceforth - the company)
and were accused, under the indictment, in the Peled-Givoni Affair.
The indictment reffered to non-publication of the company's financial
reports for 31.12.2002, and claimed that the directors had failed in their
duty and did not prevent the company's non-reporting. The court had
sentenced the accused as follows: Ms. Rachel Toledano – a fine of
25,000 NIS or six months imprisonment, Mr. Levi – a fine of 17,500
NIS or five months imprisonment, Mr. Galai – a fine of 15,000 NIS
or four months imprisonment. The court accepted the claim by the
prosecution to apply section 226(a)(3) of the Companies Law and
stipulated that in view of the circumstances and the offences of which
the accused are convicted they prohibited to act as directors in a public
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company. The count of a 5 year period stipulated under the Law shall
commence from the date of directors' resignation. After examining the
qualifications of the accused, the court also stipulated that each one
of them was unqualified to accept the post of a director due to their
lack of appropriate qualifications, knowledge, expertise and experience
in economics, business management and any other related field. The
accused had neglected their professional responsibilities during their
tenure. Despite the fact that the accused had acted as directors for
a short period of time prior to the publication of the abovementioned
reports, the court did not accept it as mitigating circumstances and
only underscored their unprofessional attitude. The court defined its
message as follows: "anyone acting as a director, can do so only if he
possesses the appropriate qualifications and abilities. The post is not
a prize for services performed in the past, not compensation for loyalty
and not for acquiring experience in a new field. Also a person acting
as a director must be aware that if he fails in his duty to as act as a
reasonable director should he will be answerable according to the law
for all transgressions to which he was a party. In accordance with the
law, he might also be prohibited to act as director in the future, in order
to protect the public from his incompetency. The hearings against other
accused in this case are yet to be completed. CF 40213/05
E.

In October, the Magistrate's Court in Tel Aviv had convicted Mr. Moshe
Shecter, on the basis of their statements and as part of the plea bargain,
of non-compliance with provisions of Section 36 of the Securities Law,
violation under Sections 53(c)(8), 53(e) of the Securities Law. Mr.
Shecter acted as a director in Golan Computers (1977) Ltd (henceforth
– the company). He was accused of avoiding to fulfill his obligations as
a director and to take the appropriate action, despite being informed
that the company's Chairman of the board and controlling shareholder
withdrew money from the company's account and returned it, after a
short period of time, prior to the presentation of the financial statements.
Mr. Shecter did not bring the information for approval as transaction
between the company and its controlling shareholder, in front of the
appropriate entities in the company, and did not issue an immediate
report regarding this transaction.
The court imposed a fine of 25,000 NIS, or one month in prison, on
Mr. Shecter. The court also stipulated that the accused shall not be
nominated as director in a public company, for a period of 5 years,
beginning 30.11.07. CF 6498/07

F.

In November the Magistrate's Court in Tel Aviv had acquitted Attorney
at Law Israel Shimonov, of the violation under Section 53(c)(8) 0f the
Securities Law, reporting that does not comply with requirements of
the Law, along with Section 36 of the Law and Regulation 36 of the
Immediate and Periodic Reports Regulations. The indictment against
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Mr. Shimonov was filed in September 2005, after other accused in the
case had arrived at a plea bargain agreement with the State, admitted
their guilt and were convicted and sentenced during 2005. The court
stipulated that it was appropriate to file a separate report as regards the
error in the prospectus. Regarding the insertion of the error' reporting
clause in the conflicts of interest report, within the prospectus, the court
stipulated that the content and the wording of the aforesaid clause was
valid. The court had pointed out that the reporting deviated from the
requirements only vis-à-vis its prominence in the report, by means of
an appropriate heading or by placing it at the top of the report; however
it is doubtful that the aforesaid stipulates a violation of the Law. The
court stipulated that Attorney at Law Israel Shimonov shall not be
held responsible for the error – the report was and remains the full
responsibility of attorney at law Michael Barnea. In light of the aforesaid
Attorney at Law Israel Shimonov was acquitted. CF 5092/05
G.

In November, the Magistrate's Court in Tel Aviv had convicted Mr.
Doron Munch, on the basis of his statements and as part of the plea
bargain, of committing 8 offences of influencing the rate of shares by
fraud, offence under Section 54(a)(2) of the Securities Law, 9 offences
of attaining the object by fraud under aggravating circumstances,
offence under Section 415 of the Penal Code, and the breach of trust
in a corporation, in violation of section 425 of the Penal Code. Doron
Munch was employed as investment adviser by Bank Leumi in Tel Aviv;
he was authorized to make transactions in the accounts of the bank's
clients. Doron Munch was specializing in Shekel-Dollar options, and in
light of his experience and status he was authorized to act as manager
in all matters related to authorization of transactions. Sephi Munch, the
brother of Doron Munch, had an account in the branch were his brother
was working. Doron Munch was Sephi's investment adviser. Doron had
placed conflicting and coordinated purchase and sales orders from
accounts under his control, at times placing them himself and at times
asking a bank's employee to do it. Doron Munch tied these transactions
with his brother's account and another client's account, thus creating
profits in his brother's account by creating losses in the other clients
account. Doron Munch hid the information from the client and when the
former had requested explanations regarding the losses in his account,
Doron claimed that he is acting in the client's interest supplied him with
false arguments and obtained his agreement tto continue working with
his account. The aforesaid activities resulted in accumulation of 131,000
NIS in Sephi Munch's account. CD 5177/06
In December 2007, the court had sentenced Doron Munch to 13 month
in prison, 10 months suspended sentence for a period of 2 years from
the date of release from prison and a fine of 50, 000 NIS or two moths
prison sentence.
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H.

Appeals of
Criminal
Verdicts

In January 2007, the Magistrate's Court in Tel Aviv had convicted
Leumi Company L.P. Ltd (henceforth –Pia), Leumi Management
Ltd. (henceforth – Psagot), Leuimi Securities and Investment
Company Ltd. (henceforth – Psagot Ofek), Bank Leumi LeIsrael
Ltd. (henceforth – BLL), in accordance with their statement and as
part of the plea bargain, of violations under Section 82 of the Joint
Investment in Trust Law and Section 29(b) of the Penal Code, prohibiting
the offer of benefits, in a large number of cases. Under the plea bargain,
an amended indictment was filed with the court. Senior corporate
officers and directors, that appeared in the original indictment (see
sub-section 1A above), were deleted from the indictment and only the
above mentioned companies remained. Under the new indictment Pia,
Psagot, Psagot Ofek and BLL admitted that during the relevant period
of time, Pia, Psagot and Psagot Ofek had continuously cooperated with
the employees of BLL in providing financing and benefits to various
entities in the bank, including investment advisers, in connection with
the sale, purchase and remuneration of BLL funds' units. The provision
of the aforesaid payments and benefits was initiated by various entities
within the bank as well as by Pia Psagot and Psagot Ofek and included
full or partial financing of processional conferences, social and leisure
activities, as well as personal bonuses to individuals and groups in the
bank. At times, bonuses were given for excellence in sales. The total
sum of payments and benefits had reached 1.9 million NIS. Pia Psagot
and Psagot Ofek directed and authorized the benefits detailed in the
indictment. BLL was supervising and managing the work process that
allowed the financing and provision of bonuses by the funds. BLL did
not take any steps to stop the abovementioned activities by Pia Psagot
and Psagot Ofek. Encouraged and did not prevent the offer of bonuses
with regard to the sale, purchase and remuneration of units of the trust
funds. The court had sentenced the accused as follows: Pia – a fine
in the sum of 1,000,000 NIS; Psagot and Psagot Ofek - a fine in the
sum of 5,000,000 NIS each; BLL - a fine in the sum of 5,000,000 NIS.
As regards the other accused, in the original indictment, they have
voluntarily accepted professional limitations, relevant to their activities,
to be imposed upon them. CF 2665/07

4. Appeals of Criminal Verdicts
During 2007, no rulings were issued in criminal appeals. One decision was
handed down regarding the right to appeal by the Supreme Court.
A.

In May, the Supreme Court had refused the right of appeal requested
by Mr. Amos Doron, regarding the sentence issued by the District
Court in Tel Aviv. CF 70267/05. The court stipulated that the claims of
the appellant are claims of facts, which were examined by two lower
instances and do not justify a second appeal. CF 2522/07
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Investigations

    

During 2006 the Investigations Department continued the policy outlined by
the Chairman of the ISA regarding deterrence and increased efficiency in the
processing of investigation files. The department's response time – from the
moment of deciding to embark on an investigation to the beginning of the open
investigation itself – was shortened; the process of carrying out the investigation
– was also shortened.
Special emphasis was placed on violations committed by controlling shareholders,
on fraudulent activities in trade and the use of insider trading.
In addition, as part of the ISA's strategy to become part of the globalization
process, there was a significant increase in department's cooperation with foreign
authorities regarding formal inquests; requests for cooperation were submitted to
the department under the cooperation treaties signed by the ISA. The increase
occurred both in the number of cases and in the scope of assistance provided.
Furthermore, interdepartmental cooperation was greatly increased as well as
department cooperation with other enforcement agencies such as – the Police,
Tax Authority and the Antitrust Authority.
The distribution of investigation files that were transferred to the Department of
Investigations, to the District Attorney's Office, indictments and the status of files
under investigation both in the Department and in the District Attorney's Office, as
of December 31 2007, is summarized in the tables below. Classification of files
according to the offence is based on the classification of the primary offence in the
file or in the indictment, respectively.
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Table 13: Distribution of investigation files forwarded to the Department
of Investigations between 2003-2007, by types of violations
Type of Violation

2003

2004

2005

2006

2007

Securities manipulation

4

5

7

5

1

Use of inside information

1

2

2

4

3

Misrepresentation in prospectuses,
financial statements or immediate reports

2

-

6

2

2

Non-filing and delinquent filling

2

-

-

1

1

Portfolio management or investment
advice without license

1

-

-

2

Failure to file annual notice by portfolio
management or investment advice
companies

-

-

-

-

Breach of related-party conflict of
interest regulations

-

-

-

-

Formal inquest

-

1

2

5

Breach of tender offer regulations

-

-

-

-

Offering securities to the public without
prospectus

-

-

-

Lack of written agreement made
between portfolio manager and his client

-

-

-

-

Violations by an employee of a
stock exchange member and activity
forbidden to a licensed investment
portfolio managers

-

-

-

1

2

Violations under the Joint Investment
Trust Law

-

1

1

-

1

10

8

18

20

18

Total

Total

8

74

Table: 14 Files which had sufficient prima facie evidence supporting or
negating suspicions of criminal activity, 2003-2007

1
2
3

Year

Files with evidence
negating alleged
criminal activity

Files with evidence supporting
alleged criminal activity

Total

2003
2004
2005
2006
2007
Total

4
3
1
1
2
13

8
11
9
9
9
49

121
14
10
102
113
62

Six additional files were forwarded to the Supervisor of Enforcement, for submission to
the District Attorney's Office.
Does not include three files of a legal investigation received from a foreign country and
whose findings were sent to a foreign authority.
Does not include five files of a legal investigation received from a foreign country and
whose findings were sent to a foreign authority.
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Table 15: Distribution of investigation files forwarded to the District
Attorney's Office between 2002-2007, by type of violation
Type of Violation

2003

2004

2005

2006

2007

Total

Securities manipulation

2

4

7

7

3

23

Use of inside information

-

1

1

1

3

6

Misrepresentation in prospectus,
financial statements or immediate
reports

4

2

2

3

3

14

Employee of stock exchange
member violations

-

-

-

-

1

1

Non-filing and delinquent filling

-

3

2

-

3

8

Fraudulent acquisition

-

-

-

-

Portfolio management or investment
advice without a license

6

1

-

-

Failure to file notice by portfolio
management /investment advice
companies

-

-

-

-

Lack of written agreement made
between portfolio manager and his
client

-

-

-

-

7

Conflicts of interest between a
company and controlling shareholder
Violations under the Joint Investment
in Trust Law

3

Offer of securities to the public
without prospectus
Violations under Penal Code:
bribery, theft, Fraudulent acquisition
Total

12

11

15

11

1

1

14

63

113
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Research, Development and Economic
Counsel
1. Strategic Advice
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XI
Strategic
Advice

The department is in charge of strategic advice to the Chairman of the ISA
and its various departments. The department follows current developments
and economic trends on capital markets around the world. It gathers and
analyses information and financial data to ensure that the strategic goals set
by the ISA are consistent with developments, changes and risks arising from
the analysis of international capital markets.

2.	Economic Counsel

Economic
Counsel

During the reporting year, the economics department was a partner in groups
which dealt with the following matters: financial instruments group and
prevention of securities' manipulation group. The department assisted the
Department of Corporate Finance, Licensing and Supervision Department,
Investigations Department, District Attorney's Office on matters related to
the trade on the stock exchange and the International Department in filling in
various questionnaires. The department also coordinates the supervision over
the secondary markets, along with the Department of Corporate Finance.

3.	Capital Markets Task Force
During the year the department coordinated the work of the capital markets
group, responsible for the elimination of barriers, development of varies
fields as well as the enhancement of investor confidence in Israel's capital
market.

4. Financial Instruments Task Force
During the year the department was part of the team that worked on the
regularization of the joint investment in securities. The team had discussed
and proposed a concise disclosure formula for ILN's prospectuses and
current reporting in ILN regarding the level of disclosure pertaining to the
managed portfolio of assets relative to the liabilities of the issuer toward the
public. The aim of the reporting is to render investors with ability to make
comparisons of the level of exposure and risk stemming from the investment
in ILN, as well as with ability to check whether the issuer complies with his
prospectus obligations.
During the year the department coordinated the supervision over the
secondary markets, along with the Department of Corporate Finance. The
department had accompanied the discussions of the Board of Directors of the
stock exchange, prepared materials for the discussions of the ISA committee

Capital
Markets
Task Force

Financial
Instruments
Task Force
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for the stock exchange's matters, participated in the discussions of the
follow-up committee for the examination of major market maker's activities
dealing in government bonds, participated in the group for the prevention of
the manipulation in securities following the raising of the preservation bar.
The department also assisted in the implementation of the recommendations
pertaining to the removal of supervision over the alternative electronic trading
systems and was involved in other issues common to the ISA and the stock
exchange.

Managing
Systems
Capable of
Identifying
Abnormal
Securities
Trade

5. Managing Systems Capable of Identifying

Abnormal Securities Trade

During the year the department has been working on the development
of the computerized system, which daily scans all stock exchange
transactions in order to identify irregular trade activities. The system
identifies abnormal trade based on parameters drawn from the literature
of financial economics in addition to criteria based on trade experience
accumulated during the years.
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Class Action Lawsuits

XII

1. Application of the Freedom of Information
Act – Supervisor's Report

Application
of the
Freedom of
Information
Act –
Supervisor's
Report

Section 209 of the Companies Law stipulates that the ISA may pay the
expenses of a class action lawsuit, if it is convinced that it is in the public
interest, and that there is a reasonable chance that the court will certify it as
a class action.
During the reporting year 2 applications for the financing of class action lawsuits
were submitted to the ISA. In one case the applicant withdrew the application
after he was notified, following the examination of the legal suit submitted
to the court by the prosecution, that the ISA staff will not recommend the
plenum to finance the law suit. As for the second application, the ISA had
made a principal decision to finance the suit. The details of the lawsuit are
as follows:
Class Action Lawsuit against T.R.D Ltd - a company, dealing with dental
medical equipment, had first issued its shares on the TASE in April 2006
and raised about 46.6 million NIS (of which about 34 million NIS were in
bonds). During the next 8 months, the company did not submit any periodic
or immediate reports concerning any irregular business activities. The board
of directors did not report on its decision to invest in speculative financial
transactions, or regarding the company's exposure to high financial risks.
On 1.12.2007 the company had published its financial reports for the third
quarter of 2006. The reports showed financing expenses of 7.5 million NIS for
the aforesaid quarter and net losses, from financing expenses, of about 8.6
million NIS, from the beginning of 2006 (by comparison to financing expenses
of only 36,000 NIS, in 2005). The aforesaid financial report did not detail on
the company's investment activities and its exposure to speculative financial
instruments, with the exception of a laconic statement, in the directors' report,
that the financing expenses during the reported period were, mainly, due to
losses in securities and the dollar, and the interest on bonds. On 12.12.2006,
following the ISA demand, the company submitted an immediate report
reporting losses of about 14.4 million NIS, which were due to the holdings in
positions on the dollar and other investments in securities and derivatives,
yet to be realized. On 13.12.2006 the rate of company's bonds fell by 50%.
The ISA had opened an investigation concerning inclusion of fraudulent
information in the company's reports.
On 20.12.2006 a general meeting of the company's bond's holders decided
on immediate sale of all positions in derivatives and immediate redemption
of half the bonds series, and to deposit the funds with the trustee. On
21.12.2006 the company reported on the general meeting, but claimed that
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its decisions are not binding, do not require the company and contradict the
bill of trusteeship. On 1.1.2007 the company reported, in an immediate report,
that it closed all the positions in derivatives and detailed the cash balance
and securities it held. The company refused to put to immediate redemption
half of the bonds series and to deposit the money with the trustee.
The class action lawsuit against T.D.R., its controlling shareholders, directors
and accountants was filed in March 2007, by a bond holder who sold his
securities after the affair became public. The plaintiff had purchased the
securities on the basis of company's presentations regarding its work with
dental medical equipment. According to the claim, the presentations weren't
amended when the company began investing most of the money it received
from the issue of securities in derivatives, despite it being a significant change
and an important fact for a reasonable investor to consider. The company
didn't report in real time about the aforesaid investments, the risks and losses
to which it became exposed – in either immediate, periodic or directors
reports; thus depriving the investors of significant information, essential for
making informed investment decisions.
The damages claimed by the plaintiffs are the difference between the bonds'
purchase price and the return received by the group members from the
sale of the aforesaid bonds, after the stipulated date, meaning – after the
company's losses became public. The group's loses are estimated at about
4-10 million NIS. The court is asked to stipulate the liability of the defendants,
both together and separately, for the aforesaid sum or to stipulate other
appropriate damages or assistance.
The ISA is of opinion that this lawsuit is of a public interest, raising the
question of compensating investors who incurred damages as a result
of the actions taken by the issuer, controlling shareholders, directors and
accountants of any company, including violation of disclosure and reporting
requirements. The ISA is of opinion that a company is obligated to report
regarding significant changes in its business activities, in order to allow
the investing public to consider it steps. The fact that the abovementioned
company did not report on time, as required, prevented the investors from
making an informed decision regarding their investment, as well as to avert
the company's change of direction and the damage to the value of securities
held by the investors. Compliance with disclosure and reporting requirements
is a corner stone of the affiliation between the investors, the company, the
company's controlling shareholders and its senior executives. Civil File 1420/07

2.	Class Actions lawsuits completed in 2007
A.

Class Action Lawsuit against A.Z. Baranovich – Assets and Rentals
Ltd and Armoged Holdings Ltd - for valuation assistance under
Section 338 of the Companies Law. The application for recognition of
the lawsuit as class action was deleted without the order to cover the
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expenses of the plaintiff. The application for recognition of the lawsuit as
class action was filed on 25.05.2005; in September 2005 a liquidation
order was issued against A.Z. Baranovich – Assets and Rentals Ltd.
Following the liquidation order the plaintiff arrived at the conclusion
that there is no point in continuing the legal proceedings against the
company, which didn't commence yet at the court of law, and applied
for deletion of the lawsuit and its recognition as a class action suit. As
part of the aforesaid application, the plaintiff stated that she did not
receive any compensation, from the accused or any other party, for
her agreement to delete the claim. Following the court request the ISA
submitted its opinion stating that it does not object to the deletion of the
aforesaid claim without the order to cover the expenses of the plaintiff.
TA 1606/03

3.

Pending Class Action Lawsuits
A.

Class again against Reichret Industries Ltd. and others – on June
6, 2007 the Supreme Court had issued a decision in the appeal of the
class action's prosecutor and the appeal of Mr. Reichret. The decision,
issued by the Supreme Court, stipulated the principals for defining the
term "controlling shareholder", for the purpose of imposing responsibility,
and approved the decision of a lower court that Mr. Reichret was indeed
a "controlling shareholder" in the company and is therefore responsible,
by way of secondary liability, for the damages of the plaintiffs. The
Supreme Court stipulated that although Mr. Reichret held 8.75% of the
company's shares, he is considered a controlling shareholder due to
his association with the group of controlling shareholders holding about
87.5% of the shares, whose members were obligated to vote in the
same way the main shareholder in the company had voted in all areas
of the company's activities.
Regarding the stipulation and calculation of damages – the court's ruling
provided methods for calculating the compensation for the plaintiffs of
the class action lawsuit and stated that, by taking into consideration the
circumstances of the case, the appropriate method for calculating the
compensation is "out of pocket" based on the law of torts and reverting
the situation to its original position. According to this method, the
compensation for each plaintiff will be the difference between the sum
paid for the purchased securities and the real values of said securities at
the time of purchase. It was also stipulated that the case will be returned
to the District Court for stipulating the compensation. According to the
Supreme Court's decision, the compensation shall be determined on
individual basis. The District Court will stipulate Mr. Reichret's relative
share in the compensation to be paid to the plaintiffs, as part of the
division of responsibility examination. For this purpose, the majority of
the Supreme Court Judges had stipulated that the starting point is the
common responsibility, together and individually, for the full amount

Pending
Class
Action
Lawsuits
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of damages. However, under the circumstances, due to the caution
required in class action lawsuits, the compensation to which Mr. Reichret
shall to be limited relative to his part in the overall responsibility, which
will be stipulated by the District Court. The proceedings for proving the
damages, in the District Court, were designated for June 6, 2008. CF
1134/95, AS 8268/96, 8377/96, 8332/96.

B.

Class action against Elsint Ltd. and others – on 14.12.2006 the
Supreme Court had accepted the appeal cancelling the District Court's
decision to delete the application for authorization of a lawsuit as class
action suit, dated 16.08.2000. A new appeal was filed for authorization
of a lawsuit as class action suit in the District Court in Haifa. The appeal
was heard in the second half of 2007; at the time of writing this report
the court is yet to issue its decision. CA 1318/99, AS 7028/00

C.

Class action against Bolos Travel and Hotels Ltd - the case, filed in
2002, pertains to the inclusion of misleading information in the company's
prospectus, financial statements, non-disclosure in company's annual
financial statements, along with the violation of trusteeship obligations
of the company's bonds' trustee toward the bonds' holders. The case
is currently at the stage of response submission by the Parties for
authorization of a lawsuit as class action suit. TA 1934/02

D.

Class action against Kital International Holdings and Development
Ltd. and Levi Kushner – the suit pertains to evaluation assistance under
section 338 of the Companies Law. After the District Court authorized
the lawsuit as class action suit and stipulated that, the starting point
for evaluation "fair value" of the company is its real economic value at
the time the purchase offer was submitted, and not the stock exchange
valuation, an appeal was filed at the Supreme Court by the accused.
The prosecutor agreed that appeal shall be heard as appeal, the Parties
submitted their summations and the closing arguments are to be heard
in March 2008. AS 779/06, TA 2338/02, 10927/02

E.

Class Action against Bank LeMishar (Trade Bank) Ltd. and others
- the Tel Aviv District Court had rejected the claim to recognize the case
as a class action Lawsuit. The District Court's decision was appealed
to the Supreme Court in 2002. The heading at the Supreme Court was
designated for March 19, 2007. On 18.06.2007 the Supreme Court
suggested to reject the claim against most the accused, the suggestion
was accepted by the Parties. The indictment against Commissioner of
Banks was deleted and it was stipulated that under outstanding claims
section 3(a) of the Class Actions Law shall not apply. The class action
attorney (the appellant) is authorized to file a new claim against the
Commissioner. As regards the bank's accountants, the District Court
ruling has been annulled and the class action attorney (the appellant)
is authorized to file a new claim against them. In line with the aforesaid,
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the application to recognize the claim as a class action lawsuit is again
debated in the District Court. AS 10927/02, TA 1521/02
F.

Class Action against M.P.I. Mediterranean Realty and Investments
Ltd. and Mishor Holdings, Realty and Construction Ltd. – After the
case was dormant for three years, the Parties have signed a compromise
agreement, at the end of 2007. At the time of writing this report the court
had yet to authorize this agreement. ). TA 1498/04

G.

Class action against Dor Chemicals and others - the suit pertains
to misleading of the investing public regarding the true situation of the
company during 2002-2004, showing a successful highly profitable
company, while concealing significant information and supplying
misleadingly positive indications. The hearing as regards the approval
of this suit as a class action lawsuit. Is set for May 2008. TA 1185/05
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Department of International Affairs

XIII

1. General

General

At the time of growing international cooperation in the fields of regulation,
supervision and securities laws enforcement, on the one hand, and the global
struggle against economic crime, on the other, the ISA aspires to position
itself on the international arena.
The broadening of international cooperation will facilitate the ISA's integration
in the global process of regularization in such areas as capital markets and
supervision and enforcement of securities law in Israel. Harmonization and
cooperation are prerequisite conditions for the creation of a competitive capital
market in Israel, since they facilitate the activities of the Israeli companies
abroad as well as create appropriate conditions for the activities of foreign
companies and financial bodies in Israel. Strengthening of the competition
on the capital market and its integration in the process of globalization are at
the head of ISA priorities, hence the strategic importance of its involvement
on the international arena.
International cooperation finds its expression in two ways:
One – striving to harmonize the securities laws in Israel with the existing
laws of the developed countries. International financial activity requires
unification of regulation requirements in the fields of licensing financial
brokers, exposure requirements (publication of prospectuses and current
reports), stock exchange membership, etc. This is in fact the tendency in
many countries today. Various organizations, such as IOSCO (International
Organization of Securities Commissions), are acting in order to define a
uniformed international policy and regulations, which will be adopted by
member states. The ISA aspires to adopt these regulations, as much as
possible, and became involved in their formulation, during this reporting year,
within the framework of the aforesaid organization.
Two – ISA’s integration in supervisory and enforcement activities of other
Securities Commissions in the world; this cooperation is essential for
successful war on economic crime in general and in the field of securities
law enforcement in particular. During 2006, the ISA had joint the multi-lateral
agreement of cooperation under the auspices of IOSCO, as well as signing
bio-lateral treaties with foreign Securities Commissions. These agreements
allow for the exchange of non-public information between commissions
and assistance in enforcement activities. The Department also took care
of requests for assistance, of transfer of information and assistance in
investigations conducted by foreign authorities as well as forwarded similar
requests to foreign authorities.
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2.

Harmonization of Securities Laws
A.

Participation in International Conferences and Research.
The International Organization of Securities Commissions (IOSCO)
was established about 20 years ago in order to promote legislative
harmonization and cooperation among the Securities Commissions
world wide. Since 2002 (following the terrorist attack of 9/11), when the
IOSCO international cooperation agreement regarding the exchange of
information and law enforcement was shaped, the organization has been
gaining influence and is currently regarded as the supreme authority for
cooperation and international standardization in the area of finance.
Principals, stipulated by IOSCO, have gained international recognition
as the leading criteria for evaluating and analyzing international
financial institutions (for example, the IMF Reports), as well as the
basis for financial legislation. The new European Directives, related to
finance and legislated during the past years, were based on IOSCO
principals and became law in 27 of the EC states. IOSCO's influence
on international financial policy is reflected, inter alia, in the fact that
the IFRS regulations, which are currently accepted as the international
accounting language, became standard following the IOSCO's decision
regarding their sweeping adoption. This decision has turned an esoteric
accounting standard, developed by a small accounting group at the
IASB (www.iasb.org), into the commonest accounting standard in the
world (more then 100 countries, worldwide, have adopted the IFRS).
The organization sets the agenda amongst world financial regulators
and its position on issues is both esteemed and implemented.
There are about 180 members in IOSCO, from approximately 100 states.
The members are mainly financial regulators and stock exchanges.
During the year the Department participated in the following discussions
and IOSCO working groups:
1.

The IOSCO Annual Meeting (April 2007), where the ISA positioned
itself as a dominant member of the organization in two main areas:
•

The ISA has accepted the invitation to become a member
of one of the most influential and prestigious forums – the
IOSCO MOU Screening Group, the group charged with the
screening and approving new members applying to join the
IOSCO agreement. The forum scrupulously examines the
compatibility of the applicant's legal infrastructure with the
rigid principals of cooperation determined by IOSCO and
recommends whether to accept or refuse the application.
The invitation to join this forum, extended to the ISA, is
an unprecedented achievement perceived by all as the
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significant accomplishment, since in came on the heels of
the ISA's joining the IOSCO in 2006, following the completion
of legal amendments that were necessary in order to comply
with the IOSCO principals.
•

Following the ISA winning of the hosting competition in June
2006, the ISA has erected a pavilion, on the site of the 2007
IOSCO Annual Conference, as an introduction to the hosting
of the 34th IOSCO annual conference by Israel, in the spring
of 2009. The IOSCO Annual Conference is considered to be
the organization's most important conference, as well as one
of the world's most prestigious financial forums by reason
of the comprehensive discussions held by economic high
echelons, during the conference, on issues related to world
financial markets. We perceive the aforesaid conference as
a project of national importance, with positive and significant
implications in such areas as: strengthening of the ISA's
position within the IOSCO, promotion of the Israeli capital
market and the Israeli economy as a whole, and a general
advancement of the State of Israel.

2.

IOSCO Technical committee (November 2007) – an important forum
with the participation limited to the heads of Securities Authorities;
during the informal talks, that took place at the conference, the
Chairman of the ISA has presented our XBRL related activities to
the Chairman of the US SEC, who mentioned the ISA in his opening
speech, during the 2007 XBRL Annual Conference, as being the
leader in the understanding and implementation of the XBRL
technology (see below).

3.

IOSCO MOU Screening Group (October 2007) – after joining this
prestigious forum (see section 1 above) the ISA have participated in
the discussions.

4.

Emerging Markets Committee (EMC) (December 2007) – during
the committee's discussions the ISA lead one of the most important
debates regarding cooperation and enforcement; in another
important working group - dealing with accounting issues, the
delegation presented the achievements and shared the experience
of integrating the XBRL into the ISA information system. We would
also like to point out that, as part of the delegation's participation in
the work of working group 4, the ISA was leading (along with the
Polish Securities Authority) the group's work for the fist time since
joining the organization. Furthermore, both the enforcement and
accounting issues, presented by the ISA at various forums, have
generated great interest amongst the participants.
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5.

IFRS – besides the Director's participation in the IOSCO seminar,
regarding the transition to the IFRS (October 2007), the department
continually acts toward establishing the ISA as a major international
player in this field. Following this activity the IFRS have published a
number of the ISA decisions on its data base (one of the first ones
to be published on this data base).

2A. Department's activities within the framework of international forums
(other than IOSCO)
Important meetings outside IOSCO were as follows:

B.

§

In February 2007, the Department arranged a meeting between
the Chairman of the ISA and the Director of the International
Department and the international advising forum, numbering
senior economic figures from the US. During the meeting strategic
ideas regarding strengthening of the Israeli capital market and its
integration in the global market were exchanged. During the year
telephone conferences on issues such as the recommendations
of the Financial Instruments Group, created by the ISA, were held
with the members of the forum.

§

In December 2007, the Department coordinated a meeting
between the IMF delegation and the ISA regarding the changes
taking place on the Israeli capital market (the meeting took place
under Article 4 - the annual report, published by the IMF, on the
reporting countries).

Accompanying adoption of the International Accounting Standards
and the implementation of the XBRL

     General
As part of the ISA's strategy to further the integration of the Israeli capital
market into a global capital market, along with raising the market's level
of transparency and its reporting standards (see chapter IV, section 5
of the Report), the ISA and the Israeli Accounting Standards Board had
promoted a full transition to the International Accounting Standards
in 2008. The International Department accompanies this transition,
along with the Department of Corporate Finance, by cooperating
with senior officials of the International Accounting Standards Board,
assisting the Israeli Accounting Standards Board in translating the
international accounting standards into Hebrew and participating in
the organization's conferences. At the end of 2007, the ISA and the
Israel Accounting Standards Board had organized an International
Conference to mark the launching of the IFRS in Israel, which was
attended by the Chairmen of the BIG 4.
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Application of the XBRL
The application of the Extensible Business Reporting Language (XBRL)
as an electronic reporting language of financial and other data on the
ISA's computer system becomes even more relevant and important
due to the adoption of the international accounting standards in 2008.
The XBRL will benefit Israeli reporting corporations, mainly, because
the data reported by them will be accessible and comprehensible to
investors all over the world, without them knowing Hebrew and without
having to read full financial reports submitted by the companies. The
department had coordinated the application process opposite the XBRL
International, worked towards the joining of the ISA as a member of the
XBRL International, accompanied the participation of IT and Corporate
Finance representatives at the annual XBRL conference. Since the
taxonomy compiled by the IT Department of the ISA was recognized by the
International Consortium in October 2007, the International Department
decided to join international forums dealing with the issue (WG1 in IOSCO)
and the annual conference of the International consortium, during which
the ISA presented the XBRL implementation procedures.
C.

Joining the OECD\WTO and activities within its framework

	1.

Joining the OECD

The ISA is actively participating in the discussions of the inter-ministerial
judicial sub-committee, which discusses Israel's joining of the Organization
for Economic Cooperation and Development (OECD). The ISA is acting
to promote Israel's joining of the OECD as a full member, and is working
on carrying out legislative amendments, in order to "fall in line" with
the OECD requirements. Financial codes pertaining to liberalization of
financial services and movement of capital are important corner stones
in the process of being admitted to the OECD; the ISA plays a pivotal
role in promoting these issues. Another area, that constitutes a part of
the accepting criteria, is the degree to which the OECD CG principals
are implemented in the applicant states. The ISA, in cooperation with
the Ministry of Justice, had prepared a comprehensive report analyzing
and comparing the Israeli corporate governance to the OECD principals
of corporate governance, following which an inter-ministerial committee,
for preparing the MoU for approval by OIECD, has been created. During
the reporting year the International Department coordinated the writing
of chapters related to financial services and corporate governance. The
MoU creates a "standstill" picture that has to be preserved following the
approval of the MoU; there can not be retrogression in the liberalization
status described under the agreement.
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2.

MoU regarding liabilities in the area of financial services
OECD + GATS
The MoU is an attachment to the GATS agreement, containing
obligations undertaken by counties with regards to full
liberalization of trade in financial services. OECD member
states have chosen to adopt the aforesaid document in its
entirety, while each country is obligated to further liberalization
processes within its borders. The document contains such
principals as – nondiscrimination between locals and foreigners,
removal of entry barriers and so on.

D.

Activities on the European arena
In April 2007, following the efforts of the ISA, a common task force
comprised of the French, Belgian and Portuguese regulators was
created in order to examine the equivalency of the Israeli regulation
with regard to the European Directive.
The task force started its work by visiting Israel. During the visit the ISA
presented the main points of the Israeli regulation, pertaining to issuance of
securities, reporting by listed corporations, supervision and enforcement,
to members of the aforesaid task force; the cooperation between the
ISA and the European regulators continued following the visit.
After completing the examination process, the task force decided to
recognize the Israeli regulation, regarding the issuance of permits for
prospectus' publication, as equivalent to European legislation for the
purpose of mutual recognition.
The cooperation between the ISA and the French regulating authorities
was particularly successful and culminated in the signing of a MoU
agreement between the parties. The agreement between Israel and
France stipulates how securities may be listed in one of the countries,
based on a permit issued in the other. The Agreement sets out both
the principals and the mechanism for cooperation between the two
Authorities, in accordance with which companies registered for trade
on the French regulated market (Euronext France) or on the Tel Aviv
Stock Exchange (TASE), will be able to list their securities on both stock
exchanges simultaneously. In addition, companies currently registered
on one of the said stock exchanges will be able to list its securities on the
other stock exchange and to issue their securities in the other country.
The concept underlying the Agreement is similar to the single passport
principle used by EU countries in relation to the regulation and
supervision of European financial markets. The goal of the aforesaid
EU legislation is to attain fully harmonized regulation of the field.
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Each country is responsible for adopting the European standards and
ensuring that it complies with them. This process permits the EU states
to recognize and rely upon each other's regulatory regimes and thus
to dispense with any additional regulatory requirements in excess of
those of the issuing company's home member state. In keeping with
this policy, each permit or license issued in a company's home member
state is recognized in other host states without the need to impose any
further regulatory burden.
The arrangement also applies to the listing of securities. A company that
acquires a permit to publish a prospectus and to list its securities on the
stock exchange in their home country can present the said permit in a
host country and list its securities on the host stock exchange without
the need to acquire additional permits from the host authority.

The mutual recognition agreement is the first of its kind to be signed
by the ISA. This is also an unprecedented step for the EU. For the first
time a European regulator is implementing the new powers granted
to it under the European directive (EC\71\2003)(EC\109\2004)
permitting recognition as equivalent of regulatory regimes outside
Europe. These new powers have never, prior to this agreement,
been implemented in Europe and Israel becomes the first country
for whom they shall be.
The ISA sees the signing of this agreement as a strategic achievement,
which allows Israeli companies to list their securities in France that
will become their European "home market". For Israeli companies
already acting abroad, it will afford access to additional capital markets,
international exposure and the widening of their investor base, while
continuing dealing mainly with one regulator – the Israel Securities
Authority. The agreement will also allow foreign companies to list on
the TASE, while being supervised by their local regulator (the AMF at
this point).
Another significant advantage stemming from the agreement is
the clear and public statement of a major foreign regulator which,
having examined the Israeli regulatory and supervisory regime has
concluded that it complies with the highest international standards.
Such recognition, from one of the leading European authorities, is a
positive signal to the international financial community regarding the
strength of the Israeli capital market and the supervisory practices
applicable to it. This is particularly important since member states
of the European Union function under a comparatively common and
uniform regulatory regime. The recognition by a leading European
country of the quality of the supervisory practices in force in the Israeli
capital market is an important precedent for other members of the
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European Union and is a stamp of approval with direct relevance to
other EU states. Such recognition significantly improves the standing
in international financial markets of the Israeli capital market and
economy as a whole.
E.

F.

Custodians – regulation of the field
During the reporting year an inter-ministerial committee, comprising
ISA, Ministry of Finance, Bank of Israel, Tax Authority representatives,
has been established. The committee, chaired by the Director of the
International Department, is looking at the following issues:
§

Is there a need to protect Israeli investors against unsafe custody
practices customary accepted abroad

§

If yes – to prepare recommendations for appropriate Israeli
legislation in order to protect said investors

§

Do the Israeli custodians conform with international standards,
as far as foreign investment on the TASE is concerned, and to
formulate recommendations guaranteeing attractiveness of the
Israeli stock exchange to foreign investors

Preparation of working papers, questionnaires, research and
presentations
During the reporting year, the International Department had coordinated
the preparation of working papers, answered questionnaires
forwarded by various international organizations, including IOSCO,
the European Union Commissioner, IMF and others, had participated
in meetings with the representatives of the aforesaid organizations,
coordinated the comparative research in a way of assistance to other
departments of the ISA as well as prepared lectures and presentations
for international forums.

G.

Study Delegation to the US
As part of the ISA’s striving for the harmonization of securities laws with
those in the developed countries, and in line with the desire to keep
abreast with the emerging trends on US financial markets, a learning
delegation from the ISA had left to the US, as it does every year. The
visit contributed to a deeper understanding of the American capital
market and acquaintanceship with its various players, as well as an
economic and legal environment in which they operate. Tightening
of connections with such entities as NASD, NYSE, SEC and various
investment houses and rating firms was also of great importance.
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3. Cooperation in enforcement and
exchange of information
A.

Activities within the framework of the IOSCO agreement
The ISA attaches great importance to joining the IOSCO international
multi-lateral agreement of cooperation of. At present, about 44
Authorities from all over the world are signatories to this agreement,
representing countries such as the US, Canada, UK, France, Germany
and Australia. Following the completion of the required amendments
Israel became a co-signatory to the IOSCO Agreement at the IOSCO
Annual Conference (June 2006).

B.

Parties to and main points of the IOSCO Agreement
1.

Assistance and exchange of information will be carried out
for the purpose of enforcement and supervision of the laws of
the requesting Authority. The assistance will be in the area of
gathering, seizing and transferring of information and documents
to the foreign Authority, as well as in investigating and gathering
evidence from whoever falls under suspicion of breaching the
Securities law in the country of the requesting Authority.

2.

The cooperation between Authorities is subject to the limitations of
the local laws applicable to each Authority.

3.

The assistance will be provided, among other things, in regard to
investigations and law enforcement pertaining to the following
subjects:
a.

Insider information, market manipulation, fraudulent reporting;

b.

Registration, issue of securities, offer or sale of securities and
reporting requirements related to them;

c.

Market brokers, including licensed or registered investment
advisers, joint investments brokers, dealers and transfer agents;

d.

Marketing, stock exchanges, clearing houses and paying entities.

4.

Validity of the agreement is not limited by a time frame, but
each Authority may terminate the Agreement at any time by
submitting a 30 day notification, regarding its decision.

5.

Signatories to the IOSCO Agreement on September 2005 are:
Alberta, Australia, Belgium, British Columbia, France, Germany,
Greece, Hong Kong, Hungary, India, Isle ob Man, Italy, Jersey,
Lithuania, Mexico, New Zeeland, Ontario (Canada), Portugal,
Poland, Quebec (Canada), Singapore, Slovakia, South Africa, Spain,
Sri Lanka, Turkey, UK, US (Commodity Futures and Exchange
Commission) and US Commission (Securities and Exchange).
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C.

Bio-lateral Cooperation Agreements
During 2006, the ISA had signed cooperation agreements with
foreign Authorities in the spirit of the IOSCO Agreement on biolateral bases. Cooperation Agreements were signed with the
following Authorities: Securities Authority in Argentina (April 2007);
Securities Authority in India (November 2007); Securities Authority
in Romania (December 2007).

D.

Requests for assistance and legislative investigations between
the ISA and Foreign Authority
The Department had coordinated the handling of the incoming
requests for assistance from foreign authorities and transfer of the ISA
requests to foreign authorities. Requests for assistance for transfer of
information and assistance in legislative investigations were carried out
directly between the ISA and foreign authorities who a signatories to the
agreements of cooperation, and where there was no agreement, via the
International Department at the Office of Attorney General, under the
Legal Assistance between States Law, 1998.
Since the ISA had joined the IOSCO agreement for cooperation the
flow of requests for assistance has steadily increased.

Annual Report 2007

14 Information Systems
1.	Electronic Reporting - MAGNA
The electronic reporting project is an internet based information system for
collecting and distributing the entire gamut of reports required of entities
subject to the ISA's supervision: corporations, mutual funds, companies
providing investment advice, companies providing portfolio management
services and underwriters. The project is designed to harness the field of
electronic communications and the Internet to service the both the investing
public and the entities supervised by the ISA.
The system handles all types of reports including: prospectuses, annual
financial statements, interim financial statements, immediate reports, reports
on changes in the holdings of related parties, reports on private issues,
purchase offer reports and reports of conflicts of interest in corporations.
Similarly, the system will handle prospectuses, immediate reports, monthly
reports of mutual funds, forms for portfolio management companies, etc.
The project's objectives are: to provide immediate access to information for
wider public, equal dissemination of information, to increase efficiency of
the supervision over the reliability of information, and to provide new tools to
carry out analyses.
From the first day the system became operational [in November, 2003] and
up to the end of 2007, thousands of authorized signatories signed up for the
system, and about 276,858 various reports were dealt with, including 102,403
reports in 2007 alone . These reports were automatically sent for processing
to the ISA staff through the reporting site, while public reports were distributed
automatically through the distribution site. They were also distributed to the
stock exchange and to commercial distributors of information. Every day
thousands of Internet surfers log on to the distribution site of the system,
(http\\www.magna.isa.gov.il) to receive various reports on corporations and
other processed data reports.
The project is among the most advanced of its type in the world, and is
based upon the most up to date and advanced technologies. It provides
technological solutions to complex, questions, including – value identification
of reporting entities and data security. It has even received a number of
prestigious awards for excellence in the field of information systems.
During 2007 a long list of improvements has been added to the system:
development and installation of new versions, recognizable improvement
in the functionality of the secondary site that will be activated in the case
the main site crashes. The system's accessibility had reached its maximum
during 2007: the system worked without any breakdowns for 365 days, 24
hours a day, for the third year running. Furthermore, the system played a
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significant role in the ISA's winning of the Accessible Governmental Agency
Award, for the second year running.
Further major activities on MAGNA:
A.

MAGNA II
During the reporting year, the second generation MAGNA has been
launched, thus completing the development of MAGNA II. The system
(both software and hardware) has been transferred to NET technology
and other, more advanced, services. The upgrade has been carried out in
stages and included the replacement of the technological infrastructure,
the operating system and parts of the hardware that constitutes the
distribution site, reporting site, administrative system, links and other
elements of the system.
All communications and security components of the system have been
replaced by newer, more advanced apparatus. Performance, reaction
time and security of the system were also significantly improved. The
most advanced internet tools available on the world market were
integrated into MAGNA II.
In 2007 the IT Department took upon itself the administrative
management of MAGNA II (in all issues related to public companies)
along with the administration of SAFE (known as YAEL system, see
subsection 10 below). The administrative management includes
recording and follow-up of all authorized electronic signatories and
issuing electronic certificates to new companies.

B.

XBRL
The Extensible Business Reporting Language (XBRL) is an electronic
language used for reporting of financial and other data, its worldwide
use had accelerated lately. It belongs to a family of XML languages
(Extensible Markup Language), characterized by the option to mark
parameters by smart tags. MAGNA was developed on the basis of the
aforesaid system. The XML language contains a taxonomy (collection
of words) that allows the identification of data from financial statements,
which in turn allows processing of data, computerized links to other
systems, various calculations, understanding of reports written in
different languages, etc.
Each language has a taxonomy of its own, however if the accounting
data is identical, it is possible to understand a financial statement without
understanding the language in which it was written, that occurs when
the data is presented in a standard XBRL language. The application
of the XBRL to the computerized system of the ISA becomes more
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relevant than ever, in light of the IFRS adoption - starting 2008. This
will increase the use of XBRL, since it will make the data of the Israeli
reporting entities both accessible and clear, to investors all over the
world without them being able to read Hebrew.
The IT department, in cooperation with the Department of Corporate
Finance and the International Department, initiated the implementation
of the XBRL on the computerized system of the ISA, starting with
MAGNA. Needs and requirement were defined, appropriate computer
files – containing the new reporting language - have been prepared,
suitableness examinations to the standard international requirements
were performed and the development of new reporting forms was
completed. The formal documents of the Israeli taxonomy, required by
the XBRL consortium, have been approved. With the adoption of the
IFRS that will be implemented from the first quarter of 2008, the ISA
computer system will be ready to process XBRL reports. The system
is already capable of processing the XBRL reports of companies which
will decide on an early adoption of the IFRS.
C.

Creation of an authorizing entity for MAGNA
During 2007, one of the two authorizing entities, authorized by the Justice
Ministry to approve electronic signatories for MAGNA, announced that
it will no longer issue the electronic certificates (tokens). Since MAGNA
makes use of the authorized electronic signature, in accordance with
the Electronic Signature Law, and cannot function without the electronic
signature, the IT department had created an alternative "authorizing
entity" at the ISA.
The creation of the aforesaid "authorizing entity" entailed the creation
of all the identifying and issuing mechanisms for production of the
electronic certificates (tokens), as well as all the essential links and
security mechanisms required by MAGNA. For maximal security, the
aforesaid system functions separately from the ISA information system.
As a result of the deliberate decision, the ISA does not compete on
the private market; therefore it will not issue electronic signature
tokens in place of an authorized private entity, currently active on the
market. However, if for any reason the aforesaid entity should cease
to issue the electronic tokens, the ISA will possess the technological
and operational ability to issue the tokens in order to avoid closing the
electronic reporting through MAGNA.

D.

Voluntary English language reporting site
During the reporting year, a decision has been made to create a new
reporting mechanism for the Israeli companies interested in reporting
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in English, on voluntary basis. The reports might include financial
statements, reports of significant transactions, etc. They will be
published in a separate section within MAGNA and will act as a source
of information for foreign investors.
The needs and requirements, of the English language reporting, have
been defined, the forms developed and the necessary adjustments
made to the MAGNA reporting site. The system is expected to be fully
operational in 2008.

Archiving of
documents
and a
computerized
office

2. Archiving of documents and a computerized office
The system permits archiving of all types of internal and external
documentation, including documents that are received electronically, by fax,
or in paper form [which is scanned into the system]. Through the system, it is
possible to identify and reconstitute any document, according to type, on the
basis of set parameters and free text.
The system represents one of the most essential tools for the Authority's
operations, and it also serves the electronic reporting for archiving and
retrieving documents that are received from the reporting entities, some of
which are also distributed to the public [see paragraph 1 above]. In addition
the system includes the standard functions of a computerized office such as
- internal and external e-mail, task management, appointments schedules,
address book and workflow.
During the year many improvements were made to the system: improvements
in the interfaces with the other information systems of the ISA; upgrading
computer software programs, creating interfaces with intelligence data system
(see section 5 below); absorption of old newspaper articles that were stored
in an outmoded manner complicated for use, absorption of data from the
forms and payments system (see section 7 below) strengthening the existing
servers; amendments to the archiving forms following legislative and other
changes stemming from management changes within the departments.

Computerized
system of
management

3.	Computerized system of management
During 2007, development and maintenance activities of the central computer
system, including most of the information on subjects that are dealt with
by the Authority: data on corporations, mutual funds, investment advisors
and investment portfolio managers, trading data, supervision over trading,
identifying exceptions, and data that serve all employees of the Authority.
The main activities carried out during the year in this area were:
§

adjusting the system to the new underwriting regulations – processing of
the updated MAGNA forms and development of control mechanisms;
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§

adjusting the system to the new mutual funds' regulations - development
of adjustment of the processing of the MAGNA forms and development
of control mechanisms;

§

creating a link between the management system and the intelligence
system (see subsection 5 below), for passing the updated information
on principal shareholders;

§

Changes and adjustments to the data received from the TASE;

§

Broader processing of the fees for shelf prospectuses;

§

Creation of the updated database of all senior office holders in fund
managers.

137

This process will continue throughout 2008.
During 2007 two new, large-scale, projects have been completed:
The first project is called the "Passport" – profile for a corporation, created
on the basis of the updated information reported through MAGNA, as well
as data collected from other sources. The system collects and processes
the accurate data pertaining to the reporting corporations and presents it the
authorized personal.
The second project is scanning and archiving of documents. This system will
be used, mainly, by the Department of Licensing and Supervision of the ISA.
It will allow digital archiving and preservation of documents received from
persons applying for license.

4.	The ISA Web Site
During 2007, the division of the main ISA Hebrew website into three sub-sites:
Main, Corporate Finance and Investment Advice and Portfolio Management,
had been completed. They coexist alongside the English sub-site of the ISA.
The changes are intended to facilitate public access to information in two
ways: interactive orientation and upgraded infrastructure. At this time the
new site is functioning and is accessible to the general public.
During this period the existing site was continually updated. It was fed the
latest information on: the ISA, Laws and Regulations amended during the
year, news and publications, updated lists of supervised entities and the
most common Q&A received during the year.
The process of providing individual information regarding the licensing
process of those applying for investment advice, investment marketing and portfolio
management license, via the internet, e-mail and SMS, was greatly improved.

The ISA
Web Site
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5.	Central Information (Intelligence) System (CIS)
Centralized CIS system is a computerized information management
system with the following capabilities: finding information from various
sources, collection of information and its automatic transference to
the system in a cyclical or initiated way, object search within all parts
of information gathered from various sources, processing and analysis
of information, establishing connections between entities and their
presentation, knowledge production, archiving of information in the ISA
archive, management and dissemination of raw/or processed information
to the employees of the ISA via internal e-mail.
This system is the first of its kind within the civil intelligence entities in Israel;
it is based on the most advanced technologies available. It is intended to
improve the quality and quantity of information collected at the ISA; it serves
all the employees in various departments.
During 2006, the development of the aforesaid project has been completed;
links to the central archive and additional external sources of information
have been introduced, the upload of all historic documents archived in other
systems was completed, instruction of users was performed and the system
is fully operational at the present time.

Warning
systems

6. Warning systems
The IT Department had cooperated with the Economics Department, the
Department of Corporate Finance and the Intelligence Department, in
creating information system providing "red flag" warnings.
Based on financial ratios that were developed by the Department of Corporate
Finance, and based on economic models that were developed by the
economics department, the department built a system which automatically
receives financial data from the financial statements of corporations that is
fed through the MAGNA system, on the one hand, and various other data
[such as data on trading] on the other hand. After a data check, and after
plugging them into the relevant ratio formulas, the system decides if the data
are in order or if a "red flag" is to be issued.
Through a sophisticated and innovative system of interfaces, the results of
the examination are combined with the original financial statement, and are
forwarded together to the Authority's archives. Users at the Authority, whose
responsibilities are to examine the reports, receive notices in their e-mail
boxes, and they access the information in a simple and immediate manner.
The computerized system saves the ISA's staff many hours and enables the
staff that checks the financial statements to give priority and to concentrate
on those reports that signal a high level of risk.
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Furthermore, the characterization of requirements and preparation of the
system for transition to the international reporting standards (IFRS) and the
XBRL, has been completed.

7. System of forms and payments
During 2006, a number of orientation forms of the ISA had been added to
the governmental server for payments of fees. The forms are for the use of
investment advisers and private portfolio managers, which are required to fill
in the forms (including the payment) at the time of the licensing process and
other forms after they receive their license. The existing forms have been
exchanged for more advanced once, which are more user friendly. During the
year about twenty thousand forms have been submitted through the system,
and the fees paid reached the sum of 9,300,000 NIS.

System of
forms and
payments

The system transfers to the ISA in computerized way and in real time,
forms that were filled in by the internet users. The data is presented to
the user public (through a use of a personal code) via a demonstration
site after 24 hour.

8.	Task management information system
During 2007, a new information task management system has been created
at the ISA. The system allows every employee to enter data regarding the
working hours spent by him on particular subjects and corporations, along
with the summary of the work performed. This information allows the team
leader and the Department's Director to get a complete picture as to the
tasks facing the Department and the effort invested by the staff in dealing
with each task individually. The system also allows identifying and dealing
with atypical workload by assigning the tasks appropriately to the available
professional staff.

9. Investigations' Archive and search system
The main purpose of the archive system is to act as an investigative helptool, search and monitoring of computerized information ceased during
the investigations. Comprehensive and efficient search of the aforesaid
information helps to decipher cases which will be difficult to impossible to crack
without this tool. The system allows simultaneous search of the computerized
material, gathered during the investigation, by a number of investigators in a
number of files - through computers of the investigators themselves.
During the reporting year the PFR (Request for Proposal) project was
implemented; all the appropriate hardware purchased and software made
operational. The system was securely connected to the ISA computer network.
The staff of the Investigations Department can now perform a fast search
over a large body of information and search the files at the same time.

Task
management
information
system

Investigations'
Archive and
search system
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10. Safe (reversed MAGNA) - Yael
This project was initiated because of the need to send secure, electronically
signed messages from the ISA to various reporting entities (similar to the
way the information is sent to the ISA, via MAGNA, by the aforesaid reporting
entities). The Safe - is the secure space through which the electronic
messages are securely transmitted from the ISA to the reporting entities.
The project is run by the IT department in cooperation with "Tehila", which
is part of the State Treasury and provide internet and computer services to
government offices.
During the reporting year the development of the system was completed
and the links between the ISA e-mail and the Safe, located at Tehila,
established. The testing of the system was completed and the electronic
signature, for signing the messages sent to the reporting entities,
introduced into it.
During the last quarter of 2007, a Pilot of the Safe was initiated with a number
of reporting corporations. As the result some changes and improvements
have been introduced into the system.
The technological aspects of the Safe Project are accompanied by the
legislative amendments, which will define the obligation of the reporting
entities to access their email box in the Safe and to send messages through
the Safe, as registered post.

EPR for
accounting

11.	EPR for accounting
Most of the accounting systems at the ISA are rather dated and compiled
from various outmoded programs. These programs haven't been updated
for quite some time and there is a wide gap between the accounting
software and other computer programs used by the ISA. The outmoded
programs are encumbered and are difficult to interlink. Therefore it was
decided to replace these programs with EPR system that will answer the
needs in a contemporary organization. We would like to point out that all
governmental offices, and some of the related organizations, are already
working on the installation of the EPR system, with the adaptations
appropriate for each organization.
During the reporting year the needs and the requirement of the system had
been defined; possible solutions proposed and an RFP document prepared
for tender. The appropriate solution was chosen and the implementation of
the system began. Main financial modules of the system began to function
in early 2008. The complete integration of the system is expected to be
completed in the first part of 2008.
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12. Identification of irregular trading
The decision to create a new system for the identification of irregular trade
activities was made as a result of another, earlier, decision made by the
ISA and the TASE, to transmit to the ISA a singular identifying number
(representing the account making a sale/purchase transaction) along with
the other trading data received at the TASE. This step was essential in light
of the growing trade in securities and as a result of the existing system
becoming obsolete.
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During the reporting year initial characterization of the requirements was
completed, along with the review of the options currently available on the
market. An external adviser was engaged, to accompany the assemblage of
the system. The works are expected to continue throughout 2008.

13. Infrastructure
During 2007, major improvements were made to the computer infrastructure
of the ISA. Among the more important issues were: beefing up the servers and
the upgrade of computer infrastructure; activation of an innovative security
system for the prevention of information leaks from the ISA (following the
introduction of Trojan Horses and other systems or due to an employee’s
error); continuous replacement of PC and outmoded printers; upgrading of
control and supervision systems that warns of breakdowns; upgrading the
communication lines between the ISA's sites and installation of a central
server in the library. Upgrading of control and supervision systems that warn
of breakdowns; upgrading the communication lines between the Authority's
sites and between the ISA and the outside world massive improvement in the
area of backup and recovery from disaster.
These activities will continue in 2008, mainly in upgrading the infrastructure
of communication and operating systems at the end user's position.

Infrastructure
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Investor' Education
The Securities Law defines the function of the ISA as: "to protect the interests of the
investing public". The ISA had interpreted the aforesaid definition by formulating
a perennial strategic plan that guides its activities for the last five years. The plan
has two main goals – development of the capital market activities and the
strengthening of public confidence in the market.
However, the ISA does not confine itself to activities in the abovementioned areas,
which include:
§

Encouraging the entrance of new, high quality players into the capital
market;

§

Improving the infrastructure of the capital market in the areas of trade,
regularization and accounting, through the reforms initiated by the ISA;

§

Acceleration of integration into global capital markets and removal of barriers
hindering the activities of foreign investors in Israel.

§

Increased efficiency and rapid reaction of criminal law enforcement agencies
– gathering of intelligence, investigations and legal accompaniment.

§

Improved efficiency and strengthening of civil enforcement

§

Supervision and strengthening of corporate auditing mechanisms

In order to promote and support the abovementioned goals, the ISA acts to increase
the awareness of the investing public as regards their rights and obligations
at the time of purchasing financial services on the capital market.
Investor education belongs in the field of ethics and education. It is based on the
assumption that the State of Israel aspires to provide equal opportunity to all its
citizens. This aspiration for equality spans all walks of life, and as such it also
applies to the financial sector. It is important to increase the number of players
active in this sector and to improve their consumer awareness, both individual
and collective.
In order to achieve this goal certain thinking and awareness tools have to be
developed and made available to the general public. It cannot be denied that
most of the general public is quite ignorant as regards the workings of the capital
market, as well as unaware of the fact that the capital market can benefit even a
small investor. In light of the aforesaid, most of the general public stays away from
the capital market and avoids participating in its activities.
The aim of the investor' education campaign is to make the potential investors
aware of the fact that the capital market is accessible to all and that it functions
according to certain rules, which can be understood, internalized and utilized.
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Another preconception to be overcome is that the capital market favors
knowledgeable people only, and to instill in the "average Joe" the confidence
allowing him to find his place in this market, arming him with the appropriate
tools for controlling the situation.
At the beginning of the reporting year the ISA and the TASE have lounged a
common educational project. A new website, titled "Your money deserves to
know more", was created as part of the aforesaid project. (www.kesef.org.il )
The site contains fundamental information regarding the capital market and basic
terms necessary for operating on it – all presented in a simple and clear language.
There is also a visualization of choosing an investment suitable to once needs
during the investment advice consultation. The site was promoted through TV and
internet advertising.
In December 2007 the Investor' Education Division was created at the ISA. It
acts to disseminate information to the general public, through cooperation with
various supervised entities. The information will be presented by means of:
1.
2.

Broadening the understanding of the basic terms used on the capital
market
Increasing the awareness of the investor's rights, thus allowing average
investors to make an informed financial decision
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1.	Handling Communications from the public

Handling
Communicatt
tions from
the public

During the reporting year, the ISA had processed 460 public inquiries
(compared with 459 inquiries in 2006).
15% of these were classified as general inquires from securities holders,
asking for information or guidance that can help them deal with securitiesrelated issues. In another group of communications, the public provided
the ISA with information regarding current reports or prospectuses that, in
the opinion of the writers, were defective or deficient, or related to cases of
potential market abuse. The received information is referred to various ISA
departments, according to the subject matter.

2. Report of the Director for
Implementation of the Provisions of the
Freedom of Information Act, 1998
During the reporting year, 22 requests for information were submitted to the
ISA (compared with 20 requests in 2006).
20 requests were answered in full.

Report of
the Directt
tor for
Implementt
tation of
the Provist
sions of the
Freedom of
Information
Act, 1998

One request received a partial reply, the full reply was not possible due to the provisions
of the Freedom of Information Act under Sections 9(b)(1), 9(b)(4) and 9(b)(7)
One request was rejected, since the ISA wasn't a party to the judicial process
regarding which the information was requested.
It should be noted that most communications received from the public
involve requests for information; they do not concern specific information,
but rather requests for guidance, clarification, or are complaints. Replies to
communications of this kind naturally involve imparting of information, but
they are not included in the Director’s report.
86% of the requests (19 in number) were answered within 30 days from the
date of filling the request, 14% (3 in number) were processed within 60 days
from the date of filling.

3. Means of Communications
The address for contacting the ISA, in addition to its office in Jerusalem,
is the address of the Director of Investor Information and the Director for
Implementation of the Provisions of the Freedom of Information Act at the

Means of
Communict
cations
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ISA’s Jerusalem's office:
22 Kanfei Nesharim Street
Jerusalem 95464
Telephone: 02-6556555
Fax: 02-6513646
E-mail: public@isa.gov.il

Annual Report 2007

Working Groups for Development of
Capital Markets and Enhancement of
Investor Confidence
The changes that occurred on the capital market during the last years, require
new thinking on behalf of all those active on this market, as regards its further
development and the ways of increasing investor' confidence.
The ISA had developed an action plan, with an eye to the aforesaid challenges,
aimed at encouraging the trade on the capital market as well as to increase the
investor' confidence in the markets activities. For the last five years, the plan is
being implemented by means of two interdisciplinary working groups, comprised
of the representatives of various ISA departments. During 2007, the teams were
headed by Gitit Gur-Gershgoren PhD, head of the Economics Department, and
attorney Pnina Guy, Head of the Enforcement Division.
A.

Encouragement of trade on the capital market
The group in charge of the encouragement of trade on the capital market
acts to develop and enhance the market's activities. It reviews new initiatives
and identifies barriers hindering the development of the capital market as a
whole. The following issues were examined during the reporting year:
•

Financial instruments – the changes that occurred on the capital
market during the last years, led to a significant increase in the number
of securities being offered to the public by companies whose main
occupation is investment and trade in securities. The most prominent
of these investment companies are ILN's, whose assets are estimated
in the billions of NIS. Other financial instruments, offered to the public,
include CDO's corporate bonds, securitization of corporate bonds,
structures, etc. In light of the significant growth in financial instruments
being offered to the public, the Chairman of the ISA had appointed an
inter-ministerial committee to examine the required preparations to be
made by the regulating authorities.

•

Hedge Funds – hedge funds are on the agenda of the SEC, the
FSA and other regulatory authorities around the world. The main
reasons being: low transparency, complex investment strategies
and enormous influence these funds are yielding on capital markets.
The need for the comprehensive examination of the field became
pressing due to certain developments on the financial market. First
– the amount of assets managed by hedge funds is exceptionally
large. Second – exposure of the investing public to the field had
increased (both directly and indirectly - through pension funds, for
example). Third – hedge funds act as proactive investors on the
capital market. Fourth – the increase in the number of funds as well
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as the streamlining of the market lead to the depreciation of hedge
funds, depreciation that might in turn lead to a "wild" competition
and even greater risk taking. During the discussions, held by the
working group, the influence of hedge funds on the stability of the
capital market was examined, as well as their proactive investment
activities and the ISA's response to allow the issuance of various
hedge funds' based securities.
•

Trading platform for borrowing securities – the working group had
discussed the possibility of creating a trading platform for borrowing
securities. The group is of the opinion that the volume of short sales
on the TASE is not standard; therefore, the streamlining of the market
by means of a computerized borrowing platform might significantly
increase the volume of transactions in this area.
The working group had also dealt with the following issues: formulation
of disclosure requirements as regards the investment advice given to
clients on financial structures, mortgage securitization, capital equity
requirements pertaining to fund managers, etc.

B.

Increasing investor' confidence
During the reporting year the working group had examined ways to improve
enforcement and to make it more affective and implementable; all of the
aforesaid, alongside the existing criminal and civil enforcement procedures.
The working group of eight, numbers specialists from various disciplines
including: accountants, economists and lawyers from different departments of
the ISA. The group is headed by the head of the Enforcement Department.
The group had performed the following tasks: formulated civil enforcement
procedures, reviewed activities of various corporations, undertaken
enforcement actions against lawyer and accountants, increased cooperation
and exchange of information between the departments of the ISA, examined
the functioning of external directors in different corporations, performed
arbitrations in portfolio management cases and increased awareness
regarding the prohibition on the use of insider information.
Two issues approved by the Chairman of the ISA, in 2006, were completed
during the reporting year:
•

Arbitration and mediation mechanism in portfolio management disputes
– since most victims in portfolio management disputes do not file
complaints against their portfolio managers, a proposal was made to
amend the law by adding a clause making the arbitration, in portfolio
management disputes, compulsory. However, it was decided not to
amend the law at the present time, but to introduce the arbitration
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clause into the portfolio management agreement on voluntary basis.
The Department of Licensing and Supervision of Investment Advisors
and Portfolio Managers had reached an agreement with the "Public
Trust" organization, which runs arbitration services on consumer related
issues, that once the abovementioned clause is included in the portfolio
management agreement the arbitration will be done by the "Public
Trust" organization. Furthermore, the Department of Licensing and
Supervision had instructed investment advisers and portfolio managers
to inform their clients, in writing, as to whether they accept or reject
the aforesaid arbitration mechanism and to explain their decision. The
written notice must be held in the client's portfolio. In November, the
decision was approved by the plenum of the ISA, subject to defining
criteria allowing other arbitration organizations to join the portfolio
management arbitration mechanism.
•

Obligations of external directors – the ISA attaches great importance
to increasing the awareness of external directors as regards their role
as "gate keepers" in the public companies, particularly when it comes
to approving transactions with controlling shareholders. Thus, it was
decided that under certain circumstances, the ISA shall exercise its
authority under section 65A of the Security Law, to approach external
directors with the demand to receive explanations regarding their
decision to approve transactions with controlling shareholders. The ISA
also reserves the right to summon the external director for a personal
meeting, if required.

•

Enforcement vis-à-vis professionals – an amendment has been
prepared and submitted to the ISA' staff for comments. The need for
this particular enforcement arises in cases where the professional
conduct of a layer or an accountant falls short of a criminal violation
of the law, but at the same time dose not befits a professional. The
amendment is based on rule e201 of the SEC, authorizing it to limit
the appearance of a professional (such as a lawyer or an accountant)
in front of it, due to his professional and ethical conduct. The need
for the proposed amendment arose due to the growing involvement
of lawyers and accountants in criminal cases investigated by the
ISA. The amendment is currently on hold, until the position of the
Legal Adviser to the Government clarifies his position as regards the
alternative enforcement.

Alternative Enforcement
For a number of years, the ISA has been promoting changes to the Securities
Law, changes that will authorize it to exercise civil and administrative powers
of enforcement, in order to achieve successful enforcement in cases which
do not fall under the criminal jurisdiction of the Law.
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During 2007, the ISA held a number of discussions with the representatives
of the Justice Ministry, in order to advance the process of amending the Law.
The agreement has been reached as regards the necessity of the alternative
enforcement and the cases to which it shall apply. It is now the time to
formulate the appropriate amendment on the issue.
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Financial Instrument Group
During the last years, the developments on the Israeli capital market led to a
significant rise in the number of companies offering their securities to the public,
companies whose main occupation is – trade in securities.
In light of the aforesaid developments the Chairman of the ISA had appointed
a financial instruments working group to look at the potential reorganization of
the capital market, which became essential in light of the rapid growth in various
financial products, offered to the general public, and their mounting influence on
the Israeli capital market.
The members of the Financial Instruments Working Group are:
From the ISA:
Yoram Naveh Adv. (chairman of the group), David Lavi, Itzik Shorki, Ronen Madar,
Itzik Zaken Adv. (group's coordinator), Sara Kendler Adv., Yehuda Elgarasi CPA,
June Dilevsky, Elhanan Hermon, Gila Mantzuri, Rita Yankelevitch, Batia Filo,
Amotz Grinberg Adv., Orli Koren, Ophir Rothschild.
Government Offices:
Miriam Ilani Adv., (Ministry of Justice), Michal Akbiya (Ministry of Finance, Legal
Department), Anat Fayer CPA, (Ministry of Finance, Capital Markets Division)
Bank of Israel:
Roi Stein (Monitory Department)
Tel Aviv Stock Exchange (TASE):
Hani Shitrit, Ronit Harel Ben-Zeev, Hagit Neeman Adv.,
External Advisers:
Prof. Tzvi Viner, Natalie Jacobs Adv., (GKH&BW Attorneys at Law), Dr. Shlomit
Zuta (Davis Polk & Wardwell Attorneys at Law US).
The working group was asked to examine this issue within the framework of the
twofold strategy, outlined by the Chairman, and aimed at protecting the Israeli
investing public; the issues in question are:
1.

The strengthening public confidence in the capital market;

2.

Further development the capital market and its competitiveness by
introducing new players, diversifying financial instruments and improving
the market's infrastructure.
In view of the fact that complex financial instruments are already offered
to the public in Israel and in light of the prognosis that the implementation
of the group's recommendations will require time, the group was asked to
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submit mid-term recommendations, pending the implementation of its final
recommendations.
Main points of committee's recommendations
While examining the rationale behind the regulation of investment companies
in the US and Europe, the group arrived at the conclusion that their objectives,
regarding the issue of financial instruments, are similar in nature – the creation
of a sophisticated market, where limited regulations facilitate its speedy and
flexible development, alongside the regulated and supervised financial market
open to the general public.
It was concluded that the aforesaid approached must also be adopted in
Israel, with adjustments necessitated by the singular characteristics of the
Israeli capital market.
Following the examination of various regulatory alternatives in the US and Europe,
the group concluded that Israel needs to strengthen the differentiation between
the sophisticated regulated market and the retail market on two levels:
A.

Comprehensive regulation pertaining to various managerial bodies

B.

Tightening of regulation pertaining to financial brokers

A.

Implementation of a comprehensive regulation pertaining to various managerial
bodies investing for the public, regardless of their way of incorporation, along
with the material examination exploring the nature of the bodies' activities. In
the group's opinion, the Principal Based Regulation will greatly facilitate the
proper application of the law.
In order to reduce the shortcomings, that might accompany the aforementioned
material examination, the following principals shall be adhered to:
§

Clear definition, within the law, of entities that will not come under the
regulations of the law, such as supervised entities and entities offering
securities to Qualified Investors only.

§

Defining clear rules that will prevent sweeping application of the regulation
to corporations whose objective is not mutual investment in securities.

§

Recognition of investment activity preformed through investment
companies, as an alternative to investment activity by means of mutual
funds, and as an instrument with greater managerial flexibility - subject
to complaisance with unambiguous criteria ensuring the interests of the
investing public - including transparency regulations, market making
and VaR requirements, as well as appropriate brand names.
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§

B.

To sanction the ISA to provide exemptions from the regulations of the law,
all or in part, subject to certain conditions. The aforesaid authorization is
essential for sustaining regulatory flexibility enabling the development
of new financial products and ensuring the interests of the investing
public at the same time. This principal will guarantee, for example, the
continuous development of ILNs under the new regulation.

Tightening of regulation pertaining to financial brokers
Regarding the financial brokers the group suggests the following:
§

Classification of complex financial instruments

§

Compulsory advice regarding complex financial instruments, with the
exception of certain products classified as complex financial instruments,
but which can be exempt from obligatory advice under the following terms:
i.

Short term securities (for up to two years), that comply with the terms
of fixed caps within the insurance range of the mutual fund, issued
by companies that do not manage assets. In these securities, their
complexity notwithstanding, the investor's exposure to loss is significantly
lower; hence we suggest providing exemption from compulsory advice,
at this stage.

ii.

Financial instruments that cannot be classified as simple products,
such as short sale ILNs, cover options and compound certificates
shall also be exemption from compulsory advice, at this stage.

§

Funneling complex financial instruments into bonds and convertible
bonds, issued to institutional investors without a prospectus, as well
as preclusion of incentives encouraging trade registration of products
intended exclusively for institutional investors by means of the following
steps: encouragement of trade on the institutional investors' market,
improvement of the "interest rate" revaluation rules, easements of
investment limitations pertaining to non negotiable assets and to marketing
of products to Qualified Investors, which are not institutional investors.

§

Purposeful prevention of potential conflicts of interest within the banking
system – purposeful application of regulations prohibiting banking
corporations to issue ILNs and indexed products.

In conclusion, the group's recommendations are expected to lead to the
regulation of various investment companies, including ILNs and structures,
under appropriate regulatory structure, and prevent public offer of complex
financial instruments that carry high risk and lack transparency. On the other
hand, the sophisticated market, whose participants include institutional
and qualified investors, will benefit from commercial freedom and ability
to purchase complex, high risk financial instruments without limitations.
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Budget for 2007

(In thousands of NIS)
Subject

Section

Title of section

Approved
budget

Updated
budget

Applied
budget

TOTAL
EXPENDITURE

101,820,000

104,848,500

95,813,608

SALARIES

51,210,000

54,050,000

52,622,374

[145]

[160]

[160]

101

Salaries of employees

40,000,000

41,562,500

41,089,028

102

6,100,000

6,415,00

5,684,135

103

Pension and compensation
allocations
Overtime

3,450,000

4,122,500

4,084,909

104

Alternative employment

250,000

395,000

386,75

[5]

[5]

[5]

105

Salaries of interns

280,000

320,000

316,406

106

Chairman's salary

740,000

740,000

688,667

107

Internal auditing

150,000

150,000

72,517

108

Expenses of ISA employees

140,000

140,000

98,899

109

Preparation of financial
statements

100,000

205,000

203,055

5,070,000

5,471,000

4,877,364

750,000

967,000

964,018

202

Training, continuing
education program
Car maintenance

550,000

550,000

508,824

203

Car rentals

70,000

73,000

46,775

204

Traveling expenses within
Israel
Loan fund

3,500,000

3,680,000

3,357,746

200,000

200,000

0

14,450,000

14,778,500

14,535,750

650,000

812,000

811,086

Accompanying expenses

201

205
Maintenance
301

Organizational expenses

302

Office supplies

600,000

770,000

769,598

303

Building maintenance and
repairs
Post and telephones

10,800,000

10,800,000

10,749,928

800,000

790,000

783,7998

Equipment, machinery and
furniture
Cars – payments to vehicle
administration

150,000

120,000

117,416

800,000

800,000

696,253

307

Refurbishment of buildings

150,000

150,000

27,894

308

International relations
budget

300,000

330,000

329,188

309

Strategic advice budget

200,000

206,000

205,590

304
305
306
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Subject

Section

Title of section

Approved
budget

Updated
budget

Applied
budget

8,500,000

8,099,000

6,543,394

500,000

440,000

188,831

2,000,000

2,000,000

1,496,666

300,000
450,000
400,000

256,000
454,000
603,000

169,268
453,109
602,708

1,900,000

1,750,000

1,345,000

1,200,000

1,200,000

1,080,386

1,200,000
300,000
250,000

1,025,000
201,000
170,000

906,269
146,417
154,740

6,790,000

7,460,000

7,407,856

170,000
220,000
5,700,000
700,000

170,000
180,000
6,510,000
600,000

142,244
171,764
6,504,212
589,636

12,500,000

11,500,000

9,826,871

11,800,000

10,950,000

9,535,981

700,000

610,000

290,000

3,300,000

3,430,000

0

1,800,000
700,000
880,000

1,890,000
700,000
840,000

0
0
0

102,500,000

102,500

145,209,426

Permit to publish a
prospectus
Annual fee

13,000,000

13,000,000

55,838,072

76,500,000

76,500,000

72,518,799

Indexing and interest
(annual fee)
Licensing fee

4,500,000

4,500,000

8,286,303

8,500,000

8,500,000

8,566,252

Professional
activities
401
402
404
405
406
407
408
410
411
412
Information
technology

501
502
503
504

External services
– examination of reports
Licensing of investment
advisers
Legal expenses
Professional library
Participation in international
conferences
Accounting standards
(participation)
Auditing of corporations,
mutual funds
Investor' education
Advice to the ISA
Seminars

Computer hardware
Computer software
Computer maintenance
Purchase of computerized
information

Development budget
601
603

Information systems
(hardware +software)
Building renovation

Reserves
705
706
710

Salary reserves
Inflation reserves
General reserves

Income
901
902
903
904
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Budget for 2008
(In thousands of NIS)

Section

Title of section

Proposed budget

TOTAL EXPENDITURE

116,966

SALARIES

58,966
[160]

101
102
103
104

Salaries of employees
Pension and compensation allocations
Overtime
Alternative employment

105
106
107
108
109

Salaries of interns
Chairman's salary
Internal auditing
Expenses of ISA employees
Preparation of financial statements
Accompanying expenses

201
202
203
204
205

Training, continuing education program
Car maintenance
Car rentals
Traveling expenses within Israel
Loan fund

45,700
6,970
3,930
550
[8]
610
766
160
160
120
5,900
900
610
90
3,900
400

Maintenance
301
302
303
304
305
306
307
308
309

Organizational expenses
Office supplies
Building maintenance and repairs
Post and telephones
Equipment, machinery and furniture
Cars – payments to vehicle administration
Refurbishment of buildings
International relations budget
Strategic advice budget

790
680
12,300
920
150
990
160
400
200

401
402
404
405

Professional activities
External services – examination of reports
Licensing of investment advisers
Legal expenses
Professional library

500
2,100
350
600
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Section
406
407
408
410
411
412
413
414

501
502
503
504

Title of section
Participation in international conferences
Accounting standards (participation)
Auditing of corporations, mutual funds
Investor' education
Advice to the ISA
Seminars
IOSCO 2009
Arbitration for portfolio managers
Academic research fund

500
1,900
1,500
800
300
350
1,200
330
200

Information technology

7,420

Computer hardware
Computer software
Computer maintenance
Purchase of computerized information
Development Budget

601
603

Information systems (hardware and software)
Building renovation
Reserves

705
706
710

Salary reserves
Inflation reserves
General reserves

13,800
12,100
1,700
3,660
2,050
700
910

Income
901
902
903
904

Proposed budget

Permit to publish a prospectus
Annual fee
Indexing and interest (annual fee)
Licensing fee

118,000
21,000
80,000
7,000
10,000

