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Afik & Co. markiert den Todestag des deutschen Modedesigners Karl Otto Lagerfeld (10. September 1933 -
19. Februar 2019), Kreativdirektor der Modehauser Fendi (1965 - 2019), Chanel (1983 - 2019), Karl
Lagerfeld (1984 - 2019) und anderer.
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Afik & Co. marks the day of demise of German fashion designer Karl Otto Lagerfeld (10 September 1933 - 19
February 2019), creative director of the fashion houses Fendi (1965 - 2019), Chanel (1983 - 2019), Karl Lagerfeld
(1984 - 2019) and others.
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“Until an Insolvency Do Us Part...” / Shelly Wilner, Adv.
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— http://he.afiklaw.com/articles/a433 :a1wpa KIxn'7 [N NM2VN NOWA INRNN
- An article on the subject of limiting the ability in
Israel of terminating an agreement when the
other party to it enters insolvency proceedings.
The article was written by Attorney Shelly Wilner

. of Afik & Co. The artice in English may be found at the link:
https:/Amwww.afiklaw.com/articles/a433
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Tax Aspects of SAFE (Simple Agreement for Future Equity) Investments / Anat Shavit, Adv.
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An article on tax implications of SAFE agreements,
- commonly known as equity swaps, which are
common in startup investments. The article was
written by Attorney Anat Shavit, an expert in
- taxation in general and international taxation, and
in mergers and acquisitions transactions in

particular. The article in English may be found at the link:
https://www.afiklaw.com/articles/a433a
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In an obligation to indemnify the debtor must pay the full amount even if the debtor’s obligation
was reduced. Read more at: https://www.afiklaw.com/updates/17362
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Demanding a woman to dress in a modest manner as a condition for granting her services
amounts to sexual harassment and prohibited discrimination. Read more at: https://www.afiklaw.com/updates/17364
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A contract entered into due to fraud or unconscionability may be annulled even if approved by the
Court. Read more at: https://www afiklaw.com/updates/17 366
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Under certain circumstances shareholders holding less than 5% of a public company may be
entitled to review proxies. Read more at: https://www.afiklaw.com/updates/17368
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Misleading reporting is not grounds for awarding damages and a causal connection to the damage
caused at the time must be shown. read more at: https://iwww.afiklaw.com/updates/17370
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A debt created as a result of an act of fraud against one of the spouses will not be excluded from
the Community property presumption. Read more at: https://www.afiklaw.com/updates/17372
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Failure to repair defects in a leased property within a reasonable time may justify termination of
the lease agreement. Read more at: https://www.afiklaw.com/updates/17374
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Afik News is the bi-weekly legal and business Israel news bulletin published by Afik & Co. (www.afiklaw.com). Afik News is sent every
second week to an audience of thousands of subscribers worldwide and includes concise professional data on legal and business Israeli
related issues of interest to the business community in areas in which the Afik & Co. firm advises. For removal (or joining) the mailing list
please send an email to newsletter@afiklaw.com with the title “Please remove from mailing list” or “Please add me to the mailing list.” The
Afik News bulletin is copyrighted but may be freely transferred provided it is sent as a whole and without any changes. Nothing contained
in the Afik News may be treated as a legal advice. Please contact an attorney for a specific advice with any legal issue you may have.
For previous Afik News publication see http://www.afiklaw.com
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Tax Aspects of SAFE (Simple Agreement for Future Equity) Investments / Anat Shavit, Adv. ‘
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An article on the subject of limiting the ability in Israel of terminating an agreement when the other
party to it enters insolvency proceedings. The article was written by Attorney Shelly Wilner of Afik
& Co. Shelly Wilner, Adv. is an attorney in the office of Afik & Co. (www.afiklaw.com). Her practice
focuses primarily on the commercial and corporate law, litigation and real-estate. Advocate Wilner
holds a major in law from the Tel Aviv University. Nothing herein should be treated as a legal
advice and all issues must be reviewed on a case-by-case basis. She is certified in Israel for the
execution of Iasting powers of attorney. The article in English may be found at the link: https://www.afiklaw.com/articles/a433a
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“Until an Insolvency Do Us Part...” / Shelly Wilner, Adv. ‘
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An article on the tax implications of SAFE agreements, commonly known as equity swaps, which
are common in startup investments. The article was written by Attorney Anat Shavit
(shavitaxlawyers.com), an expert in taxation in general and international taxation, and in mergers
and acquisitions transactions in particular. The articie in English may be found at the link: https://www.afiklaw.com/articles/a433a
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In an obligation to indemnify the debtor must pay the full amount even if the
debtor’s obligation was reduced

Entrepreneurs undertook to repay the debt of a company that had taken financing from the bank. A debt
settlement was executed between the bank and the company, under which it was determined that the bank
must realize the collaterals it has, that if they are not sufficient to cover the entire debt, the debt shall be
repaid from apartments in the project and only after that are the entrepreneurs obligated to repay the
remaining debt.

The Court held that the obligation is an indemnity and therefore the fact that the debt was reduced does not
mean that their obligation is also reduced. When an obligation is classified as a guarantee, the provisions
of the law shall apply, including the fact that if the debtor's obligation is reduced, the guarantor's obligation
is also reduced. However, an indemnity is an independent obligation that is separated from the relationship
between the debtor and the creditor. The classification is made based on the degree of the obligation's
independence, the date the obligation comes into effect and the content of the obligation. Here, the
obligation is an independent one that the entrepreneurs assumed independently of the bank's granting the
loan. In terms of the date of the obligation, it was created after the debt settlement. In terms of the content
of the obligation, the entrepreneurs did not undertake to pay the remaining debt, but to compensate the bank




for the remaining debt balance, after the conditions set out in the debt settlement have been met. Therefore,
the obligation is an indemnity and not a guarantee, and the entrepreneurs must pay the full amount to which
they committed.
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Demanding a woman to dress in a modest manner as a condition for granting her
services amounts to sexual harassment and prohibited discrimination

A company that was engaged in providing evacuation services to a hotel for coronavirus patients during the
pandemic on behalf of the State refused to evacuate an ill woman on the grounds that her clothing was not
sufficiently modest.

The Court accepted the woman's claim for sexual harassment and prohibited discrimination. Israeli law
stipulates that a provider of a public service shall not discriminate in the provision of service on the basis of
race, religion, nationality, country of origin, sex or sexual orientation. Sexual harassment is defined as
derogatory or humiliating treatment directed at a person in relation to their sex or sexuality. Here, the
ambulance driver refused to evacuate the ill woman for medical evacuation, demanding that she change
her clothes because, in his eyes, her clothing was not sufficiently modest. The demand was made on the
street over a loudspeaker in a manner that humiliated the woman. Therefore, the company was ordered to
compensate the woman.
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A contract entered into due to fraud or unconscionability may be annulled even if
approved by the Court

A husband sought to enforce a “marital reconciliation or divorce agreement” that had been executed and
confirmed by the Court but the wife contended that the agreement was coerced upon her and that upon
execution data on the extent of the assets was hidden from her.

The Court accepted the motion and annulled the contract due to a defect in its execution. A person who
entered into a contract due to a mistake caused by the other party and it can be assumed that without the
mistake the contract would not have been executed, may annual the contract. A person who entered into a
contract when the other party took advantage of his distress, mental or physical weakness, or inexperience,
and the terms of the contract are unreasonably worse than what is customary, may also annul the
contract. A prenuptial or divorce agreement is approved only after the Court is convinced that it was made
out of free will and that the parties understand its implications, but the approval does not prevent one of the
parties from later contending a defect in its execution. Here, the husband took advantage of the wife who
was unemployed, and was financially and emotionally dependent on him, and made her execute the contract
without reporting his real assets and in fact radically deprived her of her rights. Therefore, although the
contract was approved by the Court, it is clear that the woman did not have free will and did not understand
the implications of the agreement, and therefore it is void due to fraud and unconscionability.
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Under certain circumstances shareholders holding less than 5% of a public
company may be entitled to review proxies

Shareholders in a public company whose holdings are less than 5% sought to review the proxies for the
company's general meeting, at which a management agreement with the company's controlling shareholder
was approved after the Israeli Securities Authority contended that it was not duly approved.

The Court accepted the claim and allowed review of the proxies. Israeli law stipulates that a holder of 5%
of all voting rights in the company, ignoring those of the controlling shareholder, may review the voting
proxies. The circumstance to be considered when examining a motion for review are the scope of the
holdings of the person seeking the review, the degree of importance of the decision, the degree of
involvement of the controlling shareholder in the vote as well as the extent of influence on the company and
its ability to supervise the voting process, and other circumstances that may vary depending on the case.
Here, it is a decision of fateful significance and the controlling shareholder has the ability to receive full
information and act to achieve the required majority while communicating with the opponents and it is an
exceptional case on in which the Israeli Securities Authority saw fit to interfere. Therefore, the shareholders
have the right to review the proxies.
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Misleading reporting is not grounds for awarding damages and a causal connection
to the damage caused at the time must be shown

A public company engaged in oil drilling reported to the stock exchange the discovery of oil marks, but
omitted from the report information relevant to the economics of the production, even though it had it and
which it is obligated to publish under the Securities Law.

The Court rejected the plaintiff's contention due to the lack of a causal connection between the misleading
report and the damage caused to the plaintiff. The Israeli Securities Law is based on the principle of "proper
disclosure" and the centrality of the disclosure principle stems from the information gaps between the
company, which holds the information, and the general public, to which it is not exposed. The prohibition
on including misleading details in reports submitted in accordance with the law is a complementary aspect
of the disclosure duty. Deception can also be expressed by way of omission, i.e., by refraining from providing
relevant data, and not only by providing incorrect details. A claim for securities deception is of a tortious
nature, and in order for liability to arise due to a misleading detail, the plaintiff must prove the existence of a
misleading detail, damage, and a causal connection between the misleading individual and the damage.

Here, along with significant oil indications, it was also revealed that the cost-effectiveness of the production
was lower than previously reported, but despite this, and despite the explicit requirement in the law, the




company did not publish this figure, and therefore it is a misleading report. However, the plaintiff did not
prove a causal connection between the incomplete and misleading report and his loss-making investment,
and therefore he is not entitled to compensation.
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A debt created as a result of an act of fraud against one of the spouses will not be
excluded from the community property presumption

A person fell into debt due to an act of fraud and as a result he and his spouse were required to sell their
joint home.

The Court rejected the spouse's contention and held that the “community property presumption” applies to
this debt. Spouses' assets are governed by the “community property presumption”, which is based on the
notion that spouses share both rights and obligations. The presumption that the spouses must bear debts
incurred during their joint life can be refuted when it comes to a debt which is distinctly of a personal nature,
such as: expenses on separate property, expenses incurred in breach of the marriage contract, or debt
created by a criminal conduct of the spouse. Here, the spouse did not commit the alleged act of fraud, but
rather fell victim to an act of fraud that was directed at him, and therefore, the debt does not fall within the
scope of the exceptions to the “community property presumption” and the spouse is also liable for this debt.
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Failure to repair defects in a leased property within a reasonable time may justify
termination of the lease agreement

A lessee announced the termination of the lease agreement after the lessor breached its obligations to repair
defects in the leased property.

The Court accepted the claim and held that the agreement was duly terminated and that the lessee is to be
compensated. When agreement is materially breached the harmed party may terminate it, while restoring
the value of the consideration received by each party for the agreement and it also has the right to
compensation for the breach. If it is a non-material breach, the harmed party must give the breaching party
an opportunity to correct the breach. If it is not remedied within a reasonable time, the harmed party can
terminate the agreement by notifying the breaching party within a reasonable time from the moment the
breaching party has been given an opportunity to remedy the breach. Here, the lessee signed a lease
agreement for the purpose of operating an animal barber shop, but the lessor did not bother to inform it of a
planned renovation of the property that did not allow the business to operate. In addition, the lessor
undertook in the agreement to repair defects in the property, but did so partially and with delay. Despite the
warnings received by the lessor and a reasonable time to correct the defects, it did not make an effort to
correct its breaches or to allow the lessee to operate its business under reasonable conditions during the
renovation. In light of this, the termination of the agreement was duly done and the lessor is to compensate
the lessee for the damage caused to it.
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“Until an Insolvency Do Us Part...” / Shelly Wilner, Adv.’

A very common clause in ongoing commercial agreements (e.g., distribution agreements or
international marketing agreements) is that the agreement shall be terminated in the event that one of
the parties becomes insolvent - a very logical clause, because why should I, a party to the transaction,
be bound to an insolvent company or a bankrupt person? Moreover, without such a clause - as soon
as a company shows the slightest difficulty, all its suppliers would immediately terminate the
agreements (and the company will immediately collapse) so as not to be in a place where they are
bound to it. However, is this clause enforceable in Israel?

In enacting the new Israeli Insolvency and Economic Recovery Law in 2018, the legislator had two
main goals in mind: The economic recovery of debtors and the value to creditors, when it is clear
that the interest of the creditors is recovery, so that the debtor will be able to pay off its debts. One
of the innovations of the new law is a seemingly puzzling limitation on the right to terminated an
agreement upon a party entering insolvency, with the law clarifying that this limitation applies even
if the contract expressly states that it will be terminated in circumstances in which a party enters into
insolvency. Under to the law, the counterparty may notify the liquidator that it seeks to terminate the
contract and the liquidator has 45 days to move the Court to order enforcement of the agreement,
except in contracts of employment, for the provision of personal services or a for provision of credit.

In a case discussed at the Haifa District Court in January, 2020, in which a motion was made to enforce
a contract with an insolvent company, the Court accepted the motion, holding that the counterparty may
not rush to terminate the contract just because it learned that the company was about to file for
insolvency, inter alia because this could create a chain reaction and subsequently cause great damage
to both the company's operations and reputation, in a manner that would affect the negotiations with
potential investors and thwart the company's recovery process. In contrast, in a case discussed at the
Haifa District Court in December, 2024, the Court rejected a motion to enforce a distribution contract
after the distributor, who had entered insolvency, assign the contract to another because the counterparty
cannot be forced to enter into an agreement with a third party. In a matter discussed at the Tel Aviv-
Yafo District Court in April, 2020, the Court distinguished between the continuation of a contract and
its extension and held that forced engagement does not apply to the extension of a contract that is due
to end on a predetermined date. In a holding from March, 2023, the Supreme Court also clarified that
binding a party to a contract will not apply where a liquidation order has been issued for a company,
but only in cases where an order for its recovery has been issued, because the violation of the freedom
of contract is not required where no benefit shall arise to the company.

Therefore, the balance between the freedom of contract and its restraint in all matters concerning
insolvent companies is a delicate issue that may be interpreted in in different manners by the Court,
depending on the circumstances. Hence, before entering into long-term contract, certainly
international distribution contracts, it is recommended to consult an attorney who is knowledgeable
in the field of commercial and corporate law, who can assist to create a structure, either in advance
or in retrospect, in order to prevent, or at least minimize as much as possible, the damage to the
contracting party in the event that the counterparty becomes insolvent.

‘Shelly Wilner, Adyv. is an attorney in the office of Afik & Co. (www.afiklaw.com). Her practice focuses primarily on the commercial
and corporate law, litigation and real-estate. Advocate Wilner holds a major in law from the Tel Aviv University. Nothing herein
should be treated as a legal advice and all issues must be reviewed on a case-by-case basis. She is certified in Israel for the execution
of lasting powers of attorney. This overview does not constitute any legal advice and it is recommended that you consult a lawyer
specializing in this field before making any decision on the issues described in this overview. For additional details: +972-3-6093609
or at the e-mail: afiklaw@afiklaw.com
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""Hasta que una insolvencia nos separe..." / Shelly Wilner, Adv.’

Una clédusula muy comun en los acuerdos comerciales en curso (por ejemplo, acuerdos de distribucién
o acuerdos de comercializacion internacional) es que el acuerdo se rescindira en caso de que una de las
partes se declare insolvente, una clausula muy logica, porque ;por qué yo, una parte en la transaccion,
deberia estar vinculada a una empresa insolvente o a una persona en quiebra? Ademas, sin tal clausula,
tan pronto como una empresa muestre la mas minima dificultad, todos sus proveedores rescindirian
inmediatamente los acuerdos (y la empresa colapsaria inmediatamente) para no estar en un lugar en el
que estén obligados a ello. Sin embargo, ;es esta clausula aplicable en Israel?

Al promulgar la nueva Ley de Insolvencia y Recuperacion Economica de Israel en 2018, el legislador
tenia dos objetivos principales en mente: la recuperacion economica de los deudores y el valor para
los acreedores, cuando esta claro que el interés de los acreedores es la recuperacion, para que el
deudor pueda pagar sus deudas. Una de las innovaciones de la nueva ley es una limitacion
aparentemente desconcertante del derecho a rescindir un acuerdo cuando una parte entra en
insolvencia, y la ley aclara que esta limitacion se aplica incluso si el contrato establece expresamente
que se rescindird en circunstancias en las que una parte entre en insolvencia. De acuerdo con la ley,
la contraparte puede notificar al liquidador que pretende rescindir el contrato y el liquidador tiene 45
dias para solicitar al Tribunal que ordene la ejecucion del acuerdo, excepto en los contratos de trabajo,
para la prestacion de servicios personales o para la prestacion de crédito.

En un caso discutido en el Tribunal de Distrito de Haifa en enero de 2020, en el que se presentd una mocion
para hacer cumplir un contrato con una empresa insolvente, el Tribunal aceptd la mocion, sosteniendo que
la contraparte no puede apresurarse a rescindir el contrato solo porque se enterd de que la empresa estaba a
punto de declararse insolvente, entre otras cosas porque esto podria crear una reaccion en cadena y,
posteriormente, causar un gran dafio tanto a las operaciones de la empresa como a las reputacion, de una
manera que afectaria las negociaciones con posibles inversores y frustraria el proceso de recuperacion de la
empresa. Por el contrario, en un caso discutido en el Tribunal de Distrito de Haifa en diciembre de 2024, el
Tribunal rechazé una mocién para hacer cumplir un contrato de distribucion después de que el distribuidor,
que se habia declarado insolvente, cediera el contrato a otro porque no se puede obligar a la contraparte a
celebrar un acuerdo con un tercero. En un asunto discutido en el Tribunal de Distrito de Tel Aviv-Yafo en
abril de 2020, el Tribunal distingui6 entre la continuacién de un contrato y su extension y sostuvo que el
compromiso forzoso no se aplica a la extension de un contrato que debe finalizar en una fecha
predeterminada. Enuna sentencia de marzo de 2023, el Tribunal Supremo también aclard que no se aplicara
vincular a una parte de un contrato cuando se haya dictado una orden de liquidacion para una empresa, sino
solo en los casos en que se haya dictado una orden de cobro, porque no se requiere la violacion de la libertad
contractual cuando no se obtenga ningun beneficio para la empresa.

Por lo tanto, el equilibrio entre la libertad contractual y su moderacidn en todo lo concerniente a las
empresas insolventes es una cuestion delicada que puede ser interpretada de diferentes maneras por
el Tribunal, segin las circunstancias. Por lo tanto, antes de celebrar contratos a largo plazo,
ciertamente contratos de distribucioén internacional, se recomienda consultar a un abogado con
conocimientos en el campo del derecho comercial y corporativo, que pueda ayudar a crear una
estructura, ya sea por adelantado o en retrospectiva, para prevenir, o al menos minimizar en la medida
de lo posible, el dafio a la parte contratante en caso de que la contraparte se declare insolvente.

“Shelly Wilner, Adv. es abogado en la oficina de Afik & Co. (www.afiklaw.com). Su practica se enfoca principalmente en el derecho
comercial y corporativo, litigios y bienes raices. El abogado Wilner es licenciado en Derecho por la Universidad de Tel Aviv. Nada
de lo aqui contenido debe tratarse como un asesoramiento legal y todos los problemas deben revisarse caso por caso. Esta certificada
en Israel para la ejecucion de poderes notariales duraderos. Este resumen no constituye ningtin asesoramiento legal y se recomienda
que consulte a un abogado especializado en este campo antes de tomar cualquier decision sobre los temas descritos en este resumen.
Para mas detalles: +972-3-6093609 o por correo electronico: afiklaw@afiklaw.com

www.afiklaw.com PIM PTIDNY MY PN / |: | | \ Afik & Co., Attorneys and Notary



2025 981939 04
SAFE mypwn 5w o0 svasn

YTONY PNY VIV DIDN NMYNNNI WXIIY MYPYN NDMID YN MINIAN DXONN MY NNDI 29.1.2025 D2
2023 ON12 16-2 11019 Nnp NN ; (SAFE)

TNV, SAFE-N .11 01) Nya ©ypwn SN-DINVD MIIN DN Y19 YINIWA XYM Y0109 Pwon XN SAFE
Y9 DY NPTMH NMN DIPNA PTNY PN MDY NINNA NN YD DIWPWYNID TWAND ,TONNN NR LYY
.192NN DY N0 IN NP 901N DI’ 220 PO MNY NIIYN HDI1ON PR MIPA NN DIAPY DWPWN 21N

AN MAN, TN P22 SAFE wpwn »1 Sy ypuinw 01500 P2 wIaNn NN INDD T NPIYNN NINYNN 923
NN IMNDY v O3 MYL DoNN MY NN SAFE-N n9nn nya wpwn IMxD ISPINY nmnn Sy K55 7172
MDY Y D NYV DN DOPOIWN NDXY TV, JAT TIIRD DI WINIYD NMINT NN NIXMNN NI WININ
NPVYYN MWD NYNWYY .NTI101N NY2 DXNNA IMDNRD ¥ 72152910 DY ININY Nyann NN SAFE-n nx
,(NN NN M NN DY DNN DINVH DT DOWPYN TIVA .0 DIWPWN HY 1VIF) HNRIW DN MIAN DY
YNIOY OYNIY NPNN NDIDND NAYNIN ,TIONIY 192N T HY NN NP2 DY 71PN 0N M52 DYIA»N ON
oV MIAVIND NPTN PAY HNIW P MOV D35, 0010 NINNKD ONNN ,25%-D 15% P2 DY) MPNR2 DNHN NI

MPYNn

M PYond awnn SAFE nypwn 0mn»pnna N 0NN NN My 16.5.2023 D12 1NDNOY NPNINN
MYTNN NPNIND 2024 H2DXTA 31-2 X9 NOX NPNIN DV 1DPIN .11 NN NYPYN NPX TOUM 1102
P02 MK INPI MIVND MITIPIN ; NINNIDN NPNID MPN2NY MNTIPN NPNIND DY INDINN NN MNIN
-9 2025 N1 1 2 1NNNY DMID0N DY 1IN MYTNN NPNIND ,NIDN NYTIN DDIAN XY DXONN MY 93D

.2026 720872 31

72m 11 SAFE-H 195 0INan
YPYUNN NN NDIINND NN DIIVPH NN ]
PO-1NN NOYYN NONSN HONIY 111N WY Nypwnn 1.1

MTPY 0wn viYwa R ,SAFE 0500 1 nn a5 nnnpn Pav Napna NHann MINHN mMan - 1.2
NNIAY DN PINY IN NYND IN NN IPNND WTPIN )10 NINPH NPNN ,NNND
9 MNPAM IPNNN MDY NIDNIA NI2ND

MDA IpNHnN M>ys nowny SAFE ooon nvnn 1yna 1.3
.SAFE 0501 1710 %95 NMNaY DOWTIN WYY TYN T 130 NN OPIYI DY NY N7ann 1.4
SAFE-Y p2pya I Ivn1 MMupn 17nwdd 13157 MINSIN NN IN NI XY 172ann 1.5
SAFE-N 795 nMo2a 5 1990 XD YN MMNMVYPN MIaNN I DIANN 1.6

:SAFE 050nY oowwpn oonen - .2
AT YD) 20 DY NOWOIPR WPYND NYpYNn 01D 2.1

N9 NYINN NNSPN 79Y SAFE-n 05001 nyann ymot nX aynd SAFE-n Sya bw oy 2.2
.192NN NYOIRD

RNON DO0N N N 050N XIPI XY SAFE ooon 2.3

NAMN IRSPIM TA92 (MND NI5T IN) DY INsPnY nTyrn SAFE-n nona nypwnn 2.4
40% Y¥ DD ,37O1 P2 ,7THNINN VI 120 (1) : DININ DWPRN PN DTN MIPA Y8INND
070Y SAFE-N 1won 701 109 Yy N9IYN D150 IN XN D197 ©02 DY 192NN DY NMIND NN
DY 9901 13D NINM YA 217 1Y VRPN PN (3) ;NDNI2 NPAN (2) ; NN PNY 1IN
NPOY (4) ; DMNPIN NN DM (DISYID) DTV IPIMNY NPNNIND MININ NI LYND)
.SAFE 05012 WX yapiv Tyn3a (5) 1N ; 027 X 0213 ,172N7 203 NPOND

99NV AT YW MNPND MNY XY N PY SAFE-1 nypwnn nnna \n»v nmnn W 2.5
Ty P89 "y SAFE 05010 ,NKT DY .MMIDN 71T RN MIVYNI NN D> N9 NYPYnn Tnn

Hamasger St. 35, Tel Aviv 6721407; Email shavit@shtaxlaw.com; Tel 972747651873

www.afiklaw.com IO PTIINY MY AN / |: | | \ Afik & Co., Attorneys and Notary



NIPN .TITOIANR MWD IN YA VN2 MMM NIV 552 NNINN NYOY TUND ,NNIN NNIT VDY
SAFE-N nonnmn 0nY 3-n 9NINY XY 1N 129970 ININN NYY ,NNIND NNIT 1900 DY

N 7Y .UNIND DO TV WNINN NINNN 00001 WXIN ¥ap) SAFE bv nannn INn ox 2.6
NNIN DY IX NNIN D3 RID ,NXIN N PNINKRD DPIN 2200 7NN T IX ITHN DIDD NPNY NWY
NI NYAPIY

DNV NNNN 25% NINGT 2D WITI,NI2ND NN OPIN POND MYNINND NN IRSPM NINNIUNRD - 2.7
15 MNP MY Mypwin w1 SAFE »wpwn ox .SAFE 1 noon nnn Xow nvnd a»n
NNN NOW P, M0 NPNN MYPYN AXPNN PONN P IPOIN DIMNMIN T YT TnYD

.25% N7 2vwoN1 Navna NpY» SAFTE o5on
©'02 M N SAFE nvand ornwpnomen .3
A9N2 MOVLNNN MDDIA XON,ONYPYN NNND XY 0PN SAFE »prinn 3.1

NNNN DNIXNPIN NN DI ,NIN DY 19D 29D, NPINM DY 217 1IYW UIPN PN 3.1.1
NI ONINDY PNPIN HYAD IN NN NYP IIRY OWIOY T8 > By nnown SAFE-n May
.192NN YW NPIND PN 25%-1D INPA PINN ION

2 MY YR THPN 57N IN DXDI) DD M0 IN DIDI) DI ,)ININ NIV IN NSIN P19 3.1.2
-1 PYIN NI NIPNA .OOWNY NPOD IRNNN / DX0IDN DN NYPIAY IN VIVNN MO
MWOIPYN DY DPNMIDT 1AV P1192 LYND ,NMWIN T 9D NI12NN PWND NNNN XN T SAFE
MMIT DY MPTY MAIND D37 MMNI 19V ,NND2 NN YA S NOND MMT SAFE
D221 NN Moya

92Y10 XY NYPYNN DY 1IN D120 P IRIT MDY WPWNN LDOV0 DXVNANN DIYIVNIN THX D32
b

-1 050N NYNNN DXVWTIN 12 95N 070 Yy¥aInNN XD SAFE-N N7)002 NNy nymn nvon 3.2
TVINA WNINND MIVY NN, NINT OY .NMND IRYPN TN 0whHn 9 9990 07 N SAFE
DYNINA DPNMIN NN D12 NI2NN YW NINT YY1 217 NIV NPOYN PHN NN DN INY OTPIN

N NYP ONDAINRY WYY 18 T Yy nndwn SAFE 1 9ay nnnn 9und) Dyo 0M0oonn
.172NN DY DXDID DI IN YA YW NIPna

1> 5y 9apnnn N> NNt SAFE wpwn »1 Sy Sapnnn nnn  nvymnn vinn v avpna 3.3
DN NO MNP

02890 SAFE 1509 Yv mnanh

,m PnY SAFE -0 n9nn oy 002 290 911X YNNI XD 0080 DRINA XON 19X 7m0y SAFE 0501 o
NN NYA LAPNNY NNNN DOV INNRND ,TIN NN PN DN MW YITN KD MMNN NN NXPNRN 1IN
MINN DY NN IN ONIWVIN PTN MDHN DMNVAY INITIN T WPYHY 10 NN NNID INDN ©DOIAN NMIN
LOYAPIY NPNIND D22 NTRY ON MINY D [ NINT DY 108D 2IWN DN N RD - DN D9 NY1INY VI

NN NYPYNI MON N vy 1y SAFE

NN .SAFE mXpoya 51902 nTawn Y 290 110NN IR DWXYTA 0w My ,STL NT0»N0 )% M50 NIND

NN VYN \IY» PAPY 15 D»XID SAFE »noon Mpod nnwn STL shavitaxlawyers.com-2 n»ad
YW NYAMNND MYSNNI TOV DXTYA TINND D917 NN T PITAY YT IWP NIMX NN NIN .NYT

Hamasger St. 35, Tel Aviv 6721407; Email shavit@shtaxlaw.com; Tel 972747651873

www.afiklaw.com IO PTIINY MY AN / |: | | \ Afik & Co., Attorneys and Notary



February 4, 2025
Tax Aspects of SAFE (Simple Agreement for Future Equity) Investments

On January 29, 2025, the Israeli Tax Authority issued clarifications on the taxation of investments
made through a Simple Agreement for Future Equity (SAFE); previous guidelines had been issued
on May 16, 2023.

A SAFE is a financial instrument that is commonly used by startups and investors when raising
capital. Designed to simplify the process, the SAFE allows investors to fund a company in exchange
for rights to future equity, rather than immediate shares. Investors typically receive equity upon a
valuation event such as a further financing round, IPO, or sale of the company.

Disagreement arose in the past about how to classify the difference between the amount invested by
a SAFE investor and the generally higher value of the shares allocated to that investor upon the
conversion of the SAFE to equity. The Tax Authority argued that the difference should be classified
as interest representing proper consideration for the use of money over time, while tax practitioners
contended that the SAFE and the allocated shares should be classified solely as a capital instrument
and be taxed accordingly upon sale. The question has practical implications for tax liability in Israel,
especially for foreign investors. While foreign investors are exempt from tax on the sale of shares
(capital gains), they are subject to withholding tax on interest accrued by an Israeli company, which
is considered income from an Israeli source. Withholding tax rates vary from 15% to 25%, depending
on the treaty, if any, between Israel and the investor's country of residence.

The guidelines that were issued on May 16, 2023, set the terms under which a SAFE investment is
considered a capital instrument only and therefore not an interest-earning investment. Those
guidelines expired on December 31, 2024. The new guidelines extend the application of the earlier
ones and clarify certain issues; the most important points are presented below. Unless the Tax
Authority provides further notice, the new guidelines apply to agreements that are signed between
January 1, 2025, and December 31, 2026.

Conditions for the SAFE to Be Classified as Equity

1. Conditions related to the company raising the investment:
1.1  The investment is made in an Israeli company acting in the high-tech industry.

1.2 Most of the company's expenses between its establishment and the signing of the SAFE
agreement, or in the three years before the signing, whichever period is shorter, have been
dedicated to research and development or to the manufacture or marketing of products
that the company developed as part of its R&D activities.

1.3 At the signing of the SAFE agreement, the R&D activity is ongoing.

1.4 The company did not conduct any fundraising at a known share price for at least three
months prior to the closing of the SAFE agreement.

1.5 The company did not deduct or amortize any interest expenses connected directly or
indirectly with the SAFE.

1.6 The company or its affiliates did not provide any security for the repayment of the SAFE.
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Conditions related to the SAFE agreement:

Zal
D2

2.3
2.4

2.5

2.6

2.7

The investment amount per investor does not exceed USD20M.

The SAFE holder’s right to transfer the SAFE before the issuance of shares is subject to
the company's approval.

The SAFE agreement specifies that the instrument is neither a debt nor a loan.

The SAFE will be converted into shares only at one of the following events: (i) a qualified
round, which is defined, among other things, as the raising of 40% of the company's share
capital on a fully diluted basis or of an amount exceeding 10 times the total of SAFE
instruments not yet converted to equity; (ii) an IPO; (iii) an exit event in which the
majority of shareholders by number (excluding shares derived from options granted to
employees and consultants) sell their shares; (iv) a transaction involving the sale of all or
most of the company’s assets; or (v) a date predetermined in the SAFE agreement.

The discount rate for the conversion of the SAFE into equity will not change as a function
of time or depend on the achievement of certain milestones. However, the SAFE
agreement may specify up to three discount tiers, with the discount rate at each tier being
conditioned on the passage of time or the achievement of milestones. In the case of
multiple discount tiers, the maximum discount rate will be granted no later than 3 years
from the signing of the SAFE.

If the date of the SAFE’s conversion is predetermined in the agreement, the conversion
will occur at a pre-agreed value. This value may be a specified amount or the share value
from the last or next funding round, either without any discount or with a pre-established
discount.

When the conversion and allocation of shares occur as part of a capital raise for the
company, at least 25% of the capital raised must be unrelated to SAFE instruments. If
SAFE investors make direct share investments to meet this requirement, their
contributions will be divided, and only the portion representing regular equity
investments will be considered in calculating the 25% requirement.

Conditions related to the sale of SAFE or underlying shares

3.1

SAFE holders are not entitled to a refund of their investments, except under the
circumstances detailed below.

3.1.1 An exit event in which the majority of shareholders by number sell their shares. The
consideration for the SAFE is paid by a third party that is unrelated to the company
or its shareholders and that owns no more than 25% of the company’s share capital.

3.1.2 Voluntary or involuntary liquidation, receivership, or the appointment of a receiver
or special administrator by the court or the petition of the receiver/general creditor.
In such an event, the SAFE instrument ranks below the company's creditors in the
order of preference, except in a liquidation in which the rights of SAFE investors
are similar to those of preferred shareholders, i.e., subordinate to all debts and
superior to the rights of ordinary shareholders.
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In any of the events listed above, the investor will be entitled only to the principal amount
of the investment and nothing beyond that.

3.2 The sale of shares allocated under the SAFE must not take place any earlier than 12
months from the signing of the SAFE agreement or 9 months from the date of share
allocation. However, the sale may occur sooner if it is part of a transaction in which the
majority of the company's shareholders are selling their shares under the conditions
specified above, with the payment for the SAFE made by an unrelated third party or in
the event of company liquidation.

3.3 In the context of realizing the shares, the price received by a SAFE investor is identical
to the price received by holders of the same type of shares.

Benefits of Compliant SAFE Agreements

If the SAFE agreement is fully compliant with the above conditions, no taxable event will occur upon
the conversion of the SAFE into equity, and the company issuing the shares will not be required to
withhold any withholding taxes. Furthermore, since any consideration received upon the sale of the
underlying share will be classified as capital gains, a foreign investor who qualifies for exemptions
under Israeli law or a relevant double tax treaty will not be subject to tax. It is important to note,
however, that despite non-conformity with all the prescribed guidelines, a SAFE may still be
classified as a capital investment.

In light of these complexities, STL’s founder, Anat Shavit, emphasizes her firm’s substantial
experience in handling SAFE transactions. Accessible at shavitaxlawyers.com, STL is happy to
review specific SAFE agreements to provide legal advice and opinions. Please contact us to explore
how we can support your objectives with our expertise.
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febrero 4, 2025

Aspectos Fiscales de las Inversiones SAFE (Acuerdo Simple para el Capital Futuro)

El 29 de enero de 2025, la Autoridad Tributaria de Israel emiti6 aclaraciones sobre la tributacion de
las inversiones realizadas a través de un Acuerdo Simple para el Patrimonio Futuro (SAFE); las
directrices anteriores se habian publicado el 16 de mayo de 2023.

Un SAFE es un instrumento financiero que suelen utilizar las startups y los inversores a la hora de
recaudar capital. Disenado para simplificar el proceso, el SAFE permite a los inversores financiar una
empresa a cambio de derechos sobre acciones futuras, en lugar de acciones inmediatas. Por lo general,
los inversores reciben capital tras un evento de valoracion, como una nueva ronda de financiacion,
una oferta publica inicial o la venta de la empresa.

En el pasado surgieron desacuerdos sobre como clasificar la diferencia entre la cantidad invertida por
un inversor SAFE y el valor generalmente mas alto de las acciones asignadas a ese inversor en el
momento de la conversion del SAFE en capital. La Autoridad Tributaria argument6 que la diferencia
debia clasificarse como un interés que representaba una contraprestacion adecuada por el uso del
dinero a lo largo del tiempo, mientras que los profesionales de la tributacion sostenian que el SAFE
y las acciones asignadas debian clasificarse inicamente como un instrumento de capital y tributar en
consecuencia en el momento de la venta. La pregunta tiene implicaciones practicas para la
responsabilidad fiscal en Israel, especialmente para los inversores extranjeros. Si bien los inversores
extranjeros estan exentos de impuestos sobre la venta de acciones (ganancias de capital), estan sujetos
a retenciones fiscales sobre los intereses devengados por una empresa israeli, que se consideran
ingresos de fuente israeli. Las tasas de retencién de impuestos varian del 15% al 25%, dependiendo
del tratado, si lo hubiera, entre Israel y el pais de residencia del inversor.

Las directrices que se emitieron el 16 de mayo de 2023 establecen los términos bajo los cuales una
inversion SAFE se considera solo un instrumento de capital y, por lo tanto, no una inversion que
genera intereses. Esas directrices expiraron el 31 de diciembre de 2024. Las nuevas directrices
amplian la aplicacion de las anteriores y aclaran algunas cuestiones; Los puntos mas importantes se
presentan a continuacion. A menos que la Autoridad Tributaria proporcione un aviso adicional, las
nuevas pautas se aplican a los acuerdos que se firmen entre el 1 de enero de 2025 y el 31 de diciembre
de 2026.

Condiciones para que el SAFE se clasifique como patrimonio neto

1. Condiciones relacionadas con la empresa que levanta la inversion:
1.1 Lainversion se realiza en una empresa israeli que actiia en la industria de alta tecnologia.

1.2 Lamayoria de los gastos de la empresa entre su creacion y la firma del acuerdo SAFE, o
en los tres afios anteriores a la firma, el periodo que sea mas corto, se han dedicado a la
investigacion y el desarrollo o a la fabricacion o comercializacion de productos que la
empresa desarrollé como parte de sus actividades de investigacion y desarrollo.

1.3 A la firma del acuerdo SAFE, la actividad de investigacion y desarrollo estd en curso.

1.4 La compafiia no llevé a cabo ninguna recaudacion de fondos a un precio conocido por
accion durante al menos tres meses antes del cierre del acuerdo SAFE.
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1.5

1.6

La compaiia no dedujo ni amortizd ningin gasto por intereses relacionado directa o
indirectamente con la SAFE.

La empresa o sus filiales no proporcionaron ninguna garantia para el reembolso de la
SAFE.

Condiciones relacionadas con el acuerdo SAFE:

2.1
%

2.3
2.4

2.5

2.6

2.7

El monto de inversion por inversionista no supera los USD20M.

El derecho del titular de la SAFE a transferir la SAFE antes de la emisioén de acciones
estd sujeto a la aprobacion de la empresa.

El acuerdo SAFE especifica que el instrumento no es ni una deuda ni un préstamo.

El SAFE se convertird en acciones solo en uno de los siguientes eventos: (i) una ronda
calificada, que se define, entre otras cosas, como el aumento del 40% del capital social
de la empresa sobre una base totalmente diluida o de un monto superior a 10 veces el total
de los instrumentos SAFE aun no convertidos en capital; (ii) una oferta publica inicial;
(ii1) un evento de salida en el que la mayoria de los accionistas por numero (excluyendo
las acciones derivadas de opciones otorgadas a empleados y consultores) venden sus
acciones; (iv) una transaccion que implique la venta de la totalidad o la mayoria de los
activos de la empresa; o (v) una fecha predeterminada en el acuerdo SAFE.

La tasa de descuento para la conversion del SAFE en capital no variard en funcion del
tiempo ni dependera de la consecucion de determinados hitos. Sin embargo, el acuerdo
SAFE puede especificar hasta tres niveles de descuento, y la tasa de descuento en cada
nivel estd condicionada al paso del tiempo o al logro de hitos. En el caso de varios niveles
de descuento, la tasa de descuento maxima se concedera a mas tardar 3 afios a partir de la
firma del SAFE.

Si la fecha de conversion de SAFE estd predeterminada en el acuerdo, la conversion se
producird a un valor previamente acordado. Este valor puede ser una cantidad
determinada o el valor de la accion de la ltima o siguiente ronda de financiacion, ya sea
sin ningin descuento o con un descuento preestablecido.

Cuando la conversion y asignacion de acciones ocurra como parte de un aumento de
capital para la compaiiia, al menos el 25% del capital recaudado debe ser no relacionado
con instrumentos SAFE. Si los inversionistas de SAFE realizan inversiones directas en
acciones para cumplir con este requisito, sus contribuciones se dividiran y solo la parte
que represente inversiones de capital regulares se considerard para calcular el requisito
del 25%.

Condiciones relacionadas con la venta de acciones SAFE o subyacentes

3.1

Los titulares de SAFE no tienen derecho a un reembolso de sus inversiones, excepto en
las circunstancias que se detallan a continuacion.

3.1.1 Un evento de salida en el que la mayoria de los accionistas por nimero venden sus
acciones. La contraprestacion por el SAFE es pagada por un tercero que no esta
relacionado con la empresa o sus accionistas y que no posee mas del 25% del capital
social de la empresa.
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3.1.2 Liquidacion voluntaria o involuntaria, suspension de pagos o el nombramiento de
un administrador judicial o administrador especial por parte del tribunal o la
peticion del administrador judicial/acreedor general. En tal caso, el instrumento
SAFE se sitia por debajo de los acreedores de la empresa en el orden de preferencia,
excepto en una liquidacion en la que los derechos de los inversores SAFE sean
similares a los de los accionistas preferentes, es decir, subordinados a todas las
deudas y superiores a los derechos de los accionistas ordinarios.

En cualquiera de los eventos enumerados anteriormente, el inversionista tendrd derecho
solo al monto principal de la inversion y nada mas alla de eso.

3.2 Laventa de acciones asignadas en virtud del SAFE no debe tener lugar antes de 12 meses
desde la firma del acuerdo SAFE o 9 meses desde la fecha de asignacion de acciones. Sin
embargo, la venta puede producirse antes si forma parte de una transaccion en la que la
mayoria de los accionistas de la empresa venden sus acciones en las condiciones
especificadas anteriormente, con el pago del SAFE realizado por un tercero no
relacionado o en caso de liquidacion de la empresa.

3.3 En el contexto de la realizacion de las acciones, el precio recibido por un inversor SAFE
es idéntico al precio recibido por los titulares del mismo tipo de acciones.

Beneficios de cumplir con los acuerdos SAFE

Si el acuerdo SAFE cumple plenamente con las condiciones anteriores, no se producira ningun hecho
imponible tras la conversion del SAFE en capital, y la empresa que emita las acciones no estara
obligada a retener ninguna retencion fiscal. Ademas, dado que cualquier contraprestacion recibida
por la venta de la accidon subyacente se clasificard como ganancias de capital, un inversor extranjero
que califique para exenciones bajo la ley israeli o un tratado de doble imposicion relevante no estaréa
sujeto a impuestos. Sin embargo, es importante tener en cuenta que, a pesar de no cumplir con todas
las pautas prescritas, un SAFE atn puede clasificarse como una inversion de capital.

A la luz de estas complejidades, la fundadora de STL, Anat Shavit, enfatiza la experiencia sustancial
de su firma en el manejo de transacciones SAFE. Accesible en shavitaxlawyers.com, STL se
complace en revisar acuerdos SAFE especificos para brindar asesoramiento legal y opiniones.
Pongase en contacto con nosotros para explorar como podemos respaldar sus objetivos con nuestra
experiencia.
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