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Comparison of Tracks - Benefits

The benefit

Residential improvement levy

Betterment tax exemption for
tenants

Purchase tax exemption for
tenants

VAT on construction services for
tenants

The number of apartments or
units for which a betterment tax or
purchase tax exemption is given

The number of apartments or
units for which a betterment tax or
purchase tax exemption is given in
a transaction that is lower

(an apartment that is smaller than
the exchanged apartment with

the addition of a cash payment to
total the value of the exchanged
apartment)

Ceiling of the value of the
compensation eligible for the tax
exemption:

Exemption from IRA permit fees

Construction Ci
The local authorities track and the
taxation track (developers)

As a rule, the improvement levy

stands at a rate of 25% relative to the
improvement [levy] for a mandated
complex. Starting in May 2022, the

local authority is entitled to divide

the city into areas and establish an
improvement levy of 25%, 50%, or a total
exemption. The definition applies to the
plans that will be integrated over the
course of five years, up to May 2027,
even if the realization of the plan will
occur after that time. Check the rate

in the area the program is included in
ahead of time

Exemption under the provisions of
Chapter Five 4 of the Real Estate
Taxation Law: Evacuation - Construction

Exemption for owners of existing
apartments under the provisions

of Chapter Five 4 of the Real Estate
Taxation Law: Evacuation - Construction

VAT at a zero rate by the power of
Article 31a of the Value-Added Tax Law
on a sale that was eligible for a tax
exemption according to the provisions
of the Real Estate Taxation Law

There are no limitations on the number
of apartments owned by the same
person

Exemption for a single apartment in the
complex

Whichever is greatest of these options:

e An apartment with area of up to
120 sgm

e An apartment valued at 150%
of the value of the existing
apartment, minus the value of
the building rights which are
transferred to the developer

e An apartment that is 50% larger
than the area of the existing
apartment and up to 200 sgm

Each option involves an additional

payment of rental fees for the

construction period and to cover the

expenses involved, as established by

the adminstration

In apartment buildings

2023 MW7 NNV NIWTRNN N7

Building Renewal

and quick licensing prog

A full exemption for the building right
established in the NMP!
For demolition and reconstruction:
la full exemption from the building

improvement levy of 25% on the
building rights beyond 2.5 typical
lextended floors. The local authorit;
can decide to reduce the levy for the

% improvement levy on the!
Imaximum rights established in the
law. For each addition of rights, a 50
levy will apply. The local authorit)
can decide to reduce the levy for the

Exemption under the provisions of
Chapter Five 5 of the Real Estate
Taxation Law. Valid until the end of 2033

There is no purchase tax obligation for
owners of existing apartments under
the provisions of Chapter Five 5

VAT at a zero rate by the power of
Article 31b of the Value-Added Tax Law
on a sale that was eligible for a tax
exemption according to the provisions
of the Real Estate Taxation Law

For demoalition and reconstruction: 2
units in the building; for reinforcement
and thickening: unlimited

Exemption for a senior citizen or
someone who owns a single apartment

For reinforcement and thickening: An
addition of up to 25 sgm relative to the
area of the existing apartment;
In demolition and reconstruction:
Wh\chever is greatest of these options:
An addition of up to 25 sgm relative to
the area of the existing apartment
o The value of the exchanged
apartment must not exceed 1,777,600
NIS with an additional payment of
rental fees for the construction period
and to cover the expenses involved,
as established by the adminstration

In apartment buildings
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Comparison of Tracks

The track

= 119

The feature

Mode of execution

Characteristics
of the residential
structure

Manner of
statutory
promotion of the
project

Declaration
regarding a complex

Obligation to
prepare a detailed
plan (TPS)

Degree of compliance
with Earthquake
Standard 413

Parties involved in
the project

Current scope of
the project

Building rights in
the new state

Evacuation-Construction
Complexes
The local authorities track and
the taxation track (developers)

B Evacuation-Construction of
Complex
m Building Thickening of Complex

Unlimited

Detailed Plan (TPS) - a district council
or the National Planning and Building
Committee for Priority Housing

Areas or a special independent local
council, followed by a construction
permit - a local committee

Yes

Yes

Building Renewal

NMP 38
and quick licensing program

m Demolition and reconstruction
of building

B Addition to building and
apartments

A building, serving primarily as a
residence, whose building permit
was granted prior to January 1, 1980
or until December 31, 1984 following a
construction engineer’s authorization
that it was built in accordance with
the earthquake standard

Construction permit by virtue o
the NMP - Local council

Detailed plan (TPS) as well as|
@ construction permit - a local

No

Demolition and construction - full compliance with the Standard; thickening
and reinforcement - maximum adjustment to Standard 413 Part 3

The government, local authorities, the developer and the rights holders

A complex including at least

24 housing units or existing
commercial units, generally a few
adjacent buildings or public areas

Vested rights - their scope

is determined according to a
detailed plan authorized by the
planning institution, and at least
70 units or double the existing
number of units, whichever is
greater

A building for which a detailed
plan has been established which
is at least 2 stories high and whose
total area is at least 400 sgm|

A structure with at least 2 floor:
and at least 4 housing units

Conditional rights - their]
maximum scope is determined
in the NMP 38 directives, at the|
discretion of the local committee

Conditional rights - thei
maximum scope is determined in

Amendment 139 of the Planning]
and Construction Law, at the)
discretion of the local committee
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4@ Master Plans For Urban Renewal

Urban plans and master plans/policies for urban renewal are intended to create a stat-
utory and strategic planning infrastructure for the local authority and to promote rapid
future projects for municipal renewal within its boundaries, with a view to the overall
needs of the neighborhood in terms of public spaces, transport, open spaces, infra-
structure, and more. The program is overseen by an extensive team of consultants,
which includes professionals from a variety of relevant fields. The plans are promoted by
the Authority for Urban Renewal in close cooperation with the local authority in order to
achieve a result suitable for the needs of the city and the neighborhood. The plans cre-
ate certainty for both residents and entrepreneurs regarding the relevant development
tracks in each area. In addition, the programs serve as tools for the local authorities, in-
ter alia, to determine a plan of action regarding the public components in their purview.

Each of the tracks, except for the NMP 38 projects, includes handling in the public space
in addition to at the level of the single building. Therefore, the advantage of these tracks
is to provide solutions to needs such as transport problems, existing or future shortages
of public institutions and green areas, and more. NMP 38 helps strengthen the buildings
against earthquakes only, while renovating the existing apartments, while the addition-
al tracks also examine the street, neighborhood and city levels and work to meet the
needs of all residents with a broad view of the future. On the other hand, NMP 38 proj-
ects enable rapid and fairly rapid urban renewal at the building level.

Over the years, accompanying arrangements and laws were set up to encourage the
realization of the projects, for example, in proprietary aspects (the rate of consent re-
quired to implement the processes, tax benefits, special populations such as the elderly
and public housing tenants, and more).
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Maximum building rights in the rapid licensing plan track

. g = 8

o Demolition and

Demolition and reconstruction in 3 . “Relocation of rights”
reconstruction combined plots or Reinforcement to another plot
above
Up to Up to Up to In demolition -

4009 o4 2002 Up to
093.3 500% 00% 3009%

5509:/5002%:/450% (or more subject to
according to an ordinance _an ordinance)
to be established by the will be relocated to
Minister of Interior for a another plot After
specific planning space reinforcement -
Up to

100%

All-city plans replacing NMP 38

12

As stated, the power of NMP 38 has expired, and as of October 2023 it is no longer pos-
sible to apply for building permits for a single building. That said, the National Council for
Planning and Construction granted an extension for the submission of applications for
permits under the power of NMP 38 at local authorities which are currently advancing
municipal plans to renew individual buildings, out of a broader view, in order to have
them be suitable economically, socially, in terms of planning or infrastructure, or the
unique needs of each township. The extension is granted until May 2026 or until the
municipal plan is authorized, whichever is earlier.

A plan for an entire municipality divides a city into areas based on several categories
(main streets, secondary streets, key focal points in the city) and matches each build-
ing in each area with the appropriate planning mechanism - reinforcement-thickening
or demolition-reconstruction - and thus determines the construction permit track for
each building, sometimes by combining plots. The plan also establishes the volume of
construction and the uses for each plot in the relevant track to enable issuance of a
permit without publication for objections or subject to publication for objections, sim-
ilarly to NMP 38.

The program also designates areas for evacuation-construction and significant
reinforcement of building rights, such as around future metro stations, and sometimes
also designates areas not suitable for renewal, such as single-family homes.



2023 MW7 NNV NIWTRNN N7

Building Renewal

N.M.P 38

National Master Plan No. 38 was approved to strengthen existing buildings against
earthquakes. The plan stimulates the reinforcement process by providing additional
building rights in the process of issuing a building permit only. The plan applies to struc-
tures whose construction permits were granted until 1980 and do not meet the criteria
of earthquakes. The program can be realized in two ways: One way is reinforcement
and thickening (N.M.P. 38/1). This track adds to the existing building or side up to two
and a half stories and closes an open floor if there is one. In return, the entire build-
ing is reinforced and the existing apartments are expanded, including the addition of
Apartmental Protected Spaces/Reinforced Security Rooms (“Mamad"”). The other way
of implementing the plan is demolition and reconstruction (referred to as National Mas-
ter Plan 38/2 or NMP 38 / 3A) — in this track, the building is completely demolished and
a new building is erected, and the scope of the additional building rights is determined
based on the number of existing floors. The option to realize unbuilt rights is by the
power of the approved detailed plans. The power of NMP 38 has expired. Accordingly,
new construction permits cannot be issued through this process, except in townships
where a building-level urban renewal plan is being promoted (as detailed below).

Rapid licensing plan (called an amendment 139 plan or “the
Shaked Alternative”)

The objective of the amended legislation that established the rapid licensing plan by
the power of Article 145a1 of the Planning and Construction Law, called an amendment
139 plan or "the Shaked Alternative”, was to replace and improve NMP 38, so that it
would also enable the addition of built-up public spaces in the renewed building. As
a rule, this process is performed for single buildings, and it is intended to reinforce a
building’s resistance to earthquakes. The law establishes defined maximum building
rights, while providing a clear advantage to the demolition and reconstruction track
(relative to the reinforcement and thickening track).

This process is advanced via the authorization of the plan (instead of immediately is-
suing a construction permit without a plan, as NMP 38 allows), under the authority of
the local committee - a relatively short process compared to a plan under the authority
of the district committee. Additionally, according to the amendment, it is possible to
apply for a construction permit as early as the plan deposit stage (instead of after it is
authorized, as is customary).
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least 24 housing units and that in the proposal there will be a minimum of 70 housing
units or double the number of existing units, whichever is greater. The declaration
grants tax benefits (betterment tax, purchase tax, and VAT on construction services for
owners of the existing apartments) and enables the postponement of the date of tax
liability until the stage of actual implementation. Likewise, the legislation establishes a
unigue arrangement as regards the residential improvement levy in terms of authorizing
evacuation-construction plans in complexes subject to declarations, according to which
the levy will be 25%, 50%, or a total exemption, depending on the decision of the local
authority, which may be updated once every five years.

An evacuation-construction complex can be advanced on the local authorities track or
on the taxation track, as detailed below.

O
] The Local Authorities Track

In this track, the local authority or a public body, such as the Urban Renewal Authority,
initiate the evacuation-construction or thickening project and are responsible for
advancing it in terms of public aspects. In most cases, the Urban Renewal Authority
funds the preparation of the detailed plan for the urban renwal complex, and also
works to organize the tenants in the complex and involve them in the process. For this
purpose, a project manager, a social advisor and a staff of planners advance a detailed
plan for the complex as well as the holders of rights in the complex, involve them in the
process and assist in appointing representatives for residents who will play an active
role in promoting the process. In recent years, additional public bodies have joined in
funding and promoting detailed plans, such as the Ministry of Construction and Housing,
the Israel Land Authority, and local authorities.

<={] The "Taxation” Track

This track is intended to expedite urban renewal processes initiated by the private
market: developers and property owners engage in an agreement in which the
developers fund and promote the evacuation-construction or building thickening plans
as well as the measures needed to realize the projects. As a result, for the purpose of
a declaration on a complex in this track, there must be signed agreements between
the developer and the apartment owners, at least at the rate established in the Law
Encouraging Evacuation-Construction Projects (66%)
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The Director for Residents’ inquiries

The Authority is home to the Director for Tenants' Inquiries, charged with verifying in-
quiries from tenants on issues related to urban renewal, such as abusive behavior by
developers, organizer, municipal administrations, or other tenants, the exertion of un-
reasonable pressure on a tenant in order to obtain his/her consent to join a project,
and the non-compliance of an organizer with the provisions of the Urban Renewal Law
(agreements for organizing transactions).

The Director: Adv. Tamar Adiel Zakai.

g
——

RENEWAL TRACKS

The urban renewal initiative is a joint project between the public sector (government
ministries and local authorities) and the private sector (holders of the rights to the
properties and private developers). Recognizing the benefits of urban renewal
processes, Israeli governments have created a number of tracks in the past two decades
to encourage and implement these projects, and the tracks are anchored in government
decisions, National Master Plans and legislation. The main ones are evacuation-
construction projects in the local authorities track and the taxation (developers) track
as well as building renewal projects. Likewise, the Urban Renewal Authority advances
master plans for urban renewal in neighborhoods and quarters as well as for entire
cities. The purpose of these plans is to increase future planning certainty for urban
renewal processes, handling of the public sector, and social preparedness.

Evacuation-Construction Projects

Evacuation-construction projects generally relate to an entire complex, including
multiple structures as well as public spaces intended for renewal. Realization of the
project requires preparing and authorizing a detailed plan that adds building rights, and
after that the issuance of a construction permit in line with the plan, and is conditional
on the consent of the apartment owners who engage with the private developer to
execute the project. For the tenants, the initiative builds new apartments, including
protected spaces (a Mamad), an elevator, and generally also a parking lot and storeroom,
and funds the construction by selling the added apartments.

The Urban Renewal Authority administration declares that a complex has the status of
an evacuation-construction complex, provided that in current conditions there are at
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The Senior Planning
Division

The Senior Planning Division
deals with the promotion and
implementation of planning
processes: Identifying possible
areas for urban renewal,
initiating and accompanying
planning of Master plans,
policy plans and detailed
plans for urban renewal and
accompanying additional
planning processes

Division Manager: Guri Nadler

2

The Senior Division for
Community Affairs

The Senior Division for Community
Affairs is responsible for the
accessibility and distribution of
information and knowledge in the
field and for optimal cooperation
between the local authority, the
entrepreneur and the apartment
owners, inter alia, through the
publication of guides, the operation
of a telephone information center
and the establishment of a national
network of municipal renewal
authorities

Division Manager: Haggai Toledano

Division Roles

m Locating and mapping potential areas for
urban renewal

B Promoting planning processes for urban
renewal at the national and regional levels

| Initiating and publishing planning guidelines
regarding urban renewal

B Initiating Master plans and detailed plans
for urban renewal and accompanying their
implementation procedures

B Assisting authorization processes for urban
renewal plans at planning councils

m Control of programs in various tracks

Division Roles

B The establishment of municipal
administrations throughout the country
and the accompaniment of their ongoing
activities

B Monitoring and monitoring the progress of
urban renewal projects

m Publication, public information and
accessibility of public information on urban
renewal by preparing guides for apartment
owners, entrepreneurs and local authorities

B Conducting professional training

B Maintaining regular contact with the local
authorities

B Maintaining ongoing contact with social and
community actors working in the field of
urban renewal

m Publication of social guidelines and training
for those involved in promoting urban
renewal processes
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The Israel Urban Renewal Authority consists of the staff (including accountants, a legal
office, a budget officer, and HR), from the bureau of the director of the Authority and of
three divisions: The Senior Policy Division, The Senior Planning Division, and The Senior

Division for Community Affairs

The Senior Policy
Division

The Senior Policy Division
deals with all aspects of
urban renewal in the State of
Israel, examines

the variety of processes and
builds extensive tools and
solutions for efficient and
quality promotion of urban
renewal processes

Department Manager and
VP: Eynat Ganon

Division Roles

m Advising the government on urban renewal
issues

B Formulating work outlines to promote urban
renewal;

B |dentifying and mapping key barriers and
promoting solutions to remove them

B Initiating and formulating recommendations
for legislative changes;

m Promoting solutions for the protection of
the home front and reinforcement against
earthquakes as part of urban renewal;

B Promoting research and developing
knowledge, standards, and guiding principles
for urban renewal processes

B Formulating economic models and patterns
for examining the economic viability of the
projects

m Providing lateral assistance frameworks to
local authorities, professionals, developers,
and tenants

B Managing information systems and
monitoring compliance with government
goals

B Formulating and integrating the Authority’s
work plan

B Formulating and managing the Authority’s
budget
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Due to the geographic location of the State of Israel and its geopolitical situation, urban
renewal processes are intended to increase the resilience of residential buildings and
urban infrastructure to natural disasters such as earthquakes and security threats which
the home front must be protected from, such as a missile barrage.

As stated, the term ‘urban renewal’ has many meanings, including the renewal of public
and private space in all its aspects, including social aspects. Although the Israel Urban
Renewal Authority ascribes great importance to the social sphere and does considerable
work in that area, this review requires mainly urban renewal in the physical sense, in the
field of planning and execution of residential plans in the existing urban fabric, and
particularly the central programs under the responsibility of the Israel Urban Renewal
authority , in the taxation track and in the urban master plans.

_About the Israel Urban Renewal A

On August 4th, 2016, the Government Renewal Authority Law was passed, which
regulates the establishment of a designated body to deal with the matter, in order to
increase the scope of realization of urban renewal projects, to prepare plans for the
promotion of projects and to assist tenants and apartment owners in built urban areas.
According to the law, will serve as the central body in charge of urban renewal in
Israel. Among its duties: Promotion and budgeting of government programs for urban
renewal, assistance to local authorities and entrepreneurs, and provision of guidance
and counseling services to residents of neighborhoods planned for renewal. With
regard to apartment owners and tenants in the compounds, the law creates assistance
mechanisms in the form of the director of tenant applications for urban renewal
projects, as well as tax benefits, discounts on municipal taxes and individual attention
to the elderly and public housing tenants. The law also defines benefits and rules for
promoting urban renewal projects.

The ISRAC's activities are divided among the current activities carried out each year
and between special projects, regulatory activities, research and more, which are done
according to need and in accordance with a specific decision.
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_URBAN RENEWAL IN ISRAEL -

Urban renewal in all its aspects is a central goal of the Israeli government and one of the
main challenges in the country.

Against the backdrop of the highest demographic growth in the western world and the
reduction of land resources and open spaces, the government, the planning system, the
local authorities and other partners are required to find solutions for adding housing
units simultaneously with the addition of supportive infrastructure and allocation of
land for public and employment purposes, and all this within the built-up fabrics.

In Government Decision No. 2457 (D / 131) of February 13, 2017, the goals for the creation
of housing solutions were defined until 2040. Among other things, the decision defined
a target of 1.5 million housing units by 2040 to meet the needs of the population.
According to the government'’s decision, although 20% of all residential units are to be
added to urban renewal in 2017-2020", and by the target year 2030, 35% of all housing
units will be built within the existing fabric. In other words, development processes
and urban renewal in existing fabric will be of increasing importance in the foreseeable
future.

Within the framework of this decision, the Ministry of Construction and Housing and the
Israel Urban Renewal Authoritywere required to formulate a plan of action that would
define the tools, actions and means required to meet the urban renewal targets as
determined.

In addition to the need for urban renewal, which stems from the demographic growth
and the resulting growing demand for the next apartments, urban renewal serves as a
process of social and cultural revival of old urban fabric and urban development within
the boundaries of the built-up area. On the physical sphere, urban renewal processes
in the old built-up fabric are done on several levels, from upgrading buildings and
infrastructure, through the development of public space, to the demolition of buildings
and the construction of new buildings in their place. Urban physical renewal enables
the maximum savings and exploitation of the land resource and existing infrastructure
for the residents of the neighborhood, old and new. On the social and cultural sphere,
urban renewal processes focus on improving the conditions for the existing population
and restoring a diverse population to the centers of the old cities and neighborhoods.

"Urban renewal in government decisions: any plan that adds housing units to the existing fabric, including
evacuation-construction, thickening, infill in vacant lots, NMP 38, and the like.
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