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I. Overview

Established in 1948. Israel has a diverse open market economy. Being a relatively young state, Israel is 
recognized as a developed market by many major indices. Israel has been a member of the high-income sector of 
the OECD since 2010.

Israels population is about 8 million people, 75% of which are Jews; its GDP is approximately US$ 305 billion 
and the GDP per capita is about US$ 37,200 (2014).

The formal languages are Hebrew and Arabic. Hebrew is the main language throughout Israel. English is 
commonly used.

The monetary unit used throughout Israel is the New Israeli Shekel (“NIS”), divided into 100 Agorot. The 
average exchange rate in 2015 was USD 1 = NIS 3.89.

The rate of inflation has been in the range of 1% to 3% for the last few years. In 2015 the inflation rate was 
-0.1%.

Israel is a secular parliamentary democracy, where General Elections are held every four years to elect 120 
“Knesset” (the Israeli Parliament) members. The elections are based on a system of proportional representation 
of party lists. The Prime Minister serves as head of government and the Knesset serves as Israels legislative 
body. The President is elected by the Knesset for a seven-year term for one Term of service. The function of the 
President is primarily representative and includes the power to accredit diplomatic senior staff, pardon criminals, 
appoint Judges, and sign and approve laws.

The Israeli judicial system is independent and completely separated from the legislative and executive 
branches. The court system composed of three tiers:

The Magistrate Courts is the lowest tier court, which has jurisdiction over civil cases of up to NIS 2.5 million 
(approx. $US 675,000) and criminal cases where the accused faces up to seven years imprisonment.

The District Court is the intermediate tier, which has jurisdiction over civil cases of above NIS 2.5 million 
in dispute, and criminal cases where the accused faces more than seven years imprisonment. In addition, The 
District Court has jurisdiction over cases involving companies and partnerships, appeals over arbitration awards, 
prisoners’ petitions, appeals over tax rulings, petitions against government agencies and maritime cases. The 
District Courts serve as the appellate instance for judgments of the Magistrate Courts. There are six District 
Courts in Israel.

The Israeli Supreme Court is the highest judicial instance and its decisions and verdicts are binding and 
constitute precedents for lower instances. Its judges use broad discretion and interpretive approach and its 
decisions and verdicts often function as de-facto laws, filling legal frames with contents, thus playing a significant 
role in Israels politics. The Supreme Court is located in Jerusalem and acts in two types of tribunals: (1) as a 
further appellate instance for decisions and verdicts issued by the District Courts, and (2) as the High Court of 
Justice, in matters concerning the legality of decisions of state authorities as a court of first instance.

Besides the above three layers of courts, Israels judicial system also includes Labor Courts with jurisdiction 
over labor dispute, Military Courts with jurisdiction over military related disputes and Religious Courts as well as 
Family Courts, both with jurisdiction over matrimonial and familial cases.

Israels current economy is diversified, with technology-based industries (such as software and manufacturing 
of technology based products, TMT, life science, and agriculture technologies) at the frontline, followed by medium 
and lower tech industries, such as chemicals, plastics and agriculture.

Israel has one of the most resilient and technologically advanced market economies in the world, and is home 
to many international high-tech companies. Its skilled workforce and concentration of venture capital make the 
country more competitive in innovative industries such as high-tech and life sciences. The Israeli economy also 
showed great resilience during the latest global economic crisis.

The development of the Israeli economy over the country’s short history was accompanied by dramatic events 
and evolutionary changes. But as breakthroughs were witnessed and crises were overcome, the features of 
stability, resilience and solvency were always present, as well as the values encouraged by the Israeli government
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of entrepreneurship, innovation and liberalization. Over the years the Israeli economy has established itself as 
stable and yielding, providing a solid investing environment for both local and international investors.

An essential alteration that accompanied the Israeli economy in the past few decades is the processes of 
privatization. The Israeli government had privatized its properties since the 1960’s, but 1986 marked a year in 
which those processes were highlighted. Since then and up to these days the Israeli government has been 
privatizing its possessions and decreasing it’s involvement in the markets. As a result of those privatizations, the 
Israeli economy is considered more competitive and enjoys an increase in growth, freedom of occupation and 
property rights, as well as a decrease in the prices of goods and services and an improvement in their quality and 
suitability to the requirements of consumers.

Israel has entered into several trade agreements in order to strengthen its position in the international markets. 
The most significant agreements are the Free Trade Area, with the European Union, Free Trade Area with the 
United States and Free Trade Area with the European Free Trade Association States (EFTA). The agreements with 
the European Union, the United States and the EFTA countries place Israel in the unique position of being a Free 
Trade Area partner with the world’s main economic regions.

In 2015, Israeli exports totalled $53.4 billion, an increase compared to $47.9 billion in 2014. Hi-tech exports 
accounted for $22.5 billion, compared to $19.9 billion in 2014. Imports totalled $61.3 billion in 2015, compared 
to $62.5 billion in 2014. Exports to Asia peaked in 2015, reaching $11.6 billion, compared to $9.8 billion in 2014. 
Import levels from Asia remained stable, with $13.3 billion in 2015, compared to $13.8 billion in 2014.

Being a social country with welfare system, all employees are entitled to labor protection under the Israeli 
labor laws, and mandatory labor protection stipulations are implied into each employment agreement, even if not 
written in the agreement. The main sources of employment laws are protective Labor legislation and precedents. 
In most cases, these sources are cumulative in nature, and can be expanded but not reduced even upon the 
explicit consent of the employee. Thus, Israeli employees are not permitted to forfeit their statutory rights, collective 
agreements or other mandatory arrangements.

Galia Lavi, Jingjie He, and Oded Eran (China and Israel: On the Same Belt and Road?; Strategic Assessment 
| Volume 18 | No. 3 | October 2015) note that the Israeli government encourages cooperation with China in a 
wide range of fields and has established a Special Economic Task Force to promote economic ties with China. 
The Silk Road Economic Belt and the 21st-Century Maritime Silk Road (The Belt and Road, B&R) project creates 
a good opportunity for Israel to achieve this goal and advance its economy. Israel has the potential to be one 
stop on the Chinese marine Silk Road connecting the Indian Ocean and the Mediterranean Sea through the 
Gulf of Suez, provided that the construction of a railway line from Eilat to Ashdod port is approved by the Israeli 
government. Though Israel seems to be a small and dispensable stop on the B&R routes, its significance should 
not be underestimated. Statistics show Israel’s rating in the investment index is 22 out of the 63 countries located 
along the silk routes, and the operational risk to investment in Israel is considered to be lower than average among 
countries along the road. These statistics are further validated by an intensification of Chinese investment in 
Israel. In the past two years, Chinese companies have completed more than $5 billion in acquisitions in various 
domains, including food (Tnuva), agriculture (Makhteshim Agan), healthcare (Shahal), hi-tech (Nextec), and 
infrastructure (construction of the new port in Ashdod).

Although China abounds in manpower and is the second largest economy in the world, it sorely needs 
innovation and technological enhancement for further economic development. Science and technology are 
precisely the areas in which Israel, as a “start-up nation,” can contribute to China’s development. Israeli hi- 
tech companies have much to offer to China’s “Internet*” program, which is designed to improve and develop 
the traditional industrial sector through computers and communications, as well as to expand its electronics 
infrastructure, from fiber optic networks to satellite communications, in order to improve the flow of information, 
especially in rural and remote areas. Israeli companies can help the development of the industrial sector in China 
by streamlining work procedures and improving performance in areas such as industrial robotics.

In addition to developing local industry and agriculture in China, the B&R Initiative aims to expand trade and 
transportation between countries. Along its routes, it will be necessary to establish sea ports and airports, 
construct railways, build warehouses, and develop a transport system. Israeli companies will be able to 
contribute to this complex project through cooperation in developing and integrating advanced technologies 
and related systems for trains, aircraft, and marine engineering. Other areas that suit the B&R Initiative are 
the medical services sector and the finance and insurance fields. The insurance sector is also very interesting 
to the Chinese, who are acquiring the controlling stake in Phoenix and are currently negotiating to purchase Clal 
Insurance.
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II. Investment

A. Market Access
The state of Israel supports its investment initiatives by developing and granting a wide range of incentives 

and benefits in order to achieve a favourable balance of trade, improve revenues, maximize productivity in 
designated industrial sectors, ensure healthy competition in the relevant markets and facilitate overall growth.

To attain these goals, Israel offers substantial benefits and concessions through a number of laws and 
regulations. Special emphasis is laid on high-tech companies and R&D activities, as considerable importance is 
attached to these fields.

In order to promote weak economic regions within Israel, differential benefits are granted ־ being substantially 
higher in the designated priority regions than in the center of the country. Enterprises are however eligible for 
benefits anywhere they are erected, provided they comply with the relevant criteria.

Additionally, Israel grants foreign investors and major investments increased tax benefits.
The State of Israel welcomes foreign investments particularly in projects related to technology and R&D. Most 

benefits available to Israelis are also available for foreign investors, and in some cases foreign investors enjoy 
even a broader support comparing to domestic investors. Investment incentives are outlined in the different laws 
and regulations, and are managed by the Israel Investment Center (IIC). Two main laws governing these benefits 
are as follows:

The Law on the Encouragement of Capital Investment: The law was originally introduced in 1959, in order to 
boost the Israeli economy by attracting local and foreign investors to contribute capital investments to the Israeli 
industry. The law’s main goal is to amplify the attractiveness of the Israeli economy in the international competition 
over local and foreign capital for investment and development. Likewise, through the set of incentives prescribed 
by it, the law promotes a more geographically balanced distribution of the population across the country and 
strengthening of the peripheral regions. The law grants various incentives for foreign and domestic investors. 
Companies that meet the criteria are entitled to preferential tax treatments and various grants related to land 
development, constructions and capital equipment. Increased grants and benefits are offered to investors who 
invest in certain priority areas determined by governmental policies from time to time. As Israel is a small country, 
a priority area may be located just one to two hours away from Israel’s international airport and Metro Tel Aviv.

The Law on the Encouragement of Industrial Research and Development: The main objective of the law is the 
development of science-intensive industry. The law provides grants, loans, exemptions and reduction in taxes.

The Israel Innovation Authority (formerly known as the Office of the Chief Scientist [OCS]) of the Ministry of 
the Economy is responsible for implementing government policy regarding the support and encouragement of 
industrial research and development in Israel. The variety of support programs provided by the Israel Innovation 
Authority, have played a major role in enabling Israel to become one of the most important global centers for high- 
tech entrepreneurship.

On the international level, the executive agency of the Israel Innovation Authority, MATIMOP, offers 
international programs carried out in cooperation with foreign governments and institutions. The international 
support programs provide support through bi-national funds, and enable joint R&D ventures with foreign 
counterparts. The government of The People’s Republic of China (PRC) and the government of the State of 
Israel signed a bilateral agreement in 2010 to form the China-Israel Cooperation Program for Industrial R&D with 
the primary aim of supporting joint industrial R&D projects aimed at the development of products or processes 
leading to commercialization in the global market. The bilateral framework is jointly implemented by the Chinese 
Ministry of Science and Technology (MOST) on behalf of the Chinese Government, and MATIMOP on behalf of the 
Israel Innovation Authority , and pursuant to which the two countries have signed several cooperation agreements 
related to various provinces in China.

Israel is a party to many tax treaties with various countries including China, which are meant to avoid double 
taxation. According to the tax treaty between Israel and China, companies involved in trading between the two 
counties are entitled for a substantial tax reduction related to dividends and royalties.

China and Israel have been constantly developing their relations, including by (i) bilateral R&D cooperation 
programs, (ii) financial protocols and agreements between the governments of Israel and China for the 
establishment of special credit lines for financing trade and investments between the two countries, and 
(iii) establishing special task forces (headed by the Israeli Ministry of Economy and the National Development and 
Reform Commission of the PRC [NDRC]) aimed at deepening economic cooperation and boosting trade between 
the countries.

In recent years, the Chinese government expressed interest in the Israeli industry as evident by the increase 
of acquisitions and investments by Chinese companies of Israeli companies. Recent examples include the



acquisitions of Makhteshim Agan by China National Chemical Corporation, and the acquisition of the Israeli Tnuva 
Food Industries Ltd. by the Chinese state-owned Bright Food Group.

B. Foreign Exchange Regulation
The Bank of Israel’s Market Operations Department monitors and analyzes current developments in the 

foreign exchange market, and carries out the Bank’s exchange rate policy. The functions of the Market Operations 
Department include, among other things, holding and managing the country’s foreign exchange reserves, 
supporting the orderly activity of the foreign exchange market, and publishing representative exchange rates.

The country’s foreign exchange reserves are the main reserves of foreign currency available to the economy. 
The Bank of Israel holds the foreign exchange reserves to provide liquidity in foreign currency when it is needed, 
such as to finance the repayments of the country’s debt, to pay for exceptional government expenditure on 
imports at times of emergency, to provide liquidity in a financial crisis, or to be sold as necessary in the course of 
conducting monetary policy.

Every foreign exchange trading day the Bank of Israel publishes representative exchange rates of the shekel 
against other currencies, based on the market rates around the time of they are set. It should be noted that the 
representative exchange rate is an indicator of the rate prevailing in the market, but it has no legally binding 
significance. The parties to a transaction indexed to foreign currency can therefore carry it out at any agreed upon 
exchange rate.

There are no exchange controls in Israel on inward or outward investment. Foreign currencies can be bought 
and sold freely and there are no restrictions on the maintenance of foreign currency bank accounts in Israel. 
Currency movement restrictions and controls apply to money laundering prevention only.

The movement of foreign currency to and from Israel is free. The New Israeli Shekel is a currency that is 
traded in many countries. There are no limitations on the repatriation of profits from Israel.

Israel’s foreign exchange liberalization process was completed in 2003, when the last restrictions placed on 
the ability of institutional investors to invest abroad were removed. Foreign currency controls have been completely 
abolished and the New Israeli Shekel is a freely convertible currency. The Bank of Israel maintains the option to 
intervene in foreign currency trading in situations of extraordinary movements in the exchange rate which are not in 
line with fundamental economic conditions, or when the foreign exchange market is not functioning appropriately. 
Israeli individuals can invest without restriction in foreign markets. Foreign investors can open shekel accounts 
that allow them to invest freely in Israeli companies and securities. These shekel accounts are fully convertible into 
foreign exchange.

C. Financing
The financial sector in Israel includes a wide variety of participants, dominated by the Israeli banks. The 

Israeli banking sector is highly concentrated, comprising five banking groups controlling approximately 94% of the 
entire Israeli banking credit, with the two largest banking groups holding approximately 60% of the entire banking 
sector’s assets.

Alongside the banks, the financial sector also includes “institutional investors," mainly, insurance groups, 
provident and pension funds and also -  principally with respect to traded credit instruments -  mutual funds. Over 
the last decade, the volume of credit provided by institutional investors has been constantly increasing, the result 
of major governmental led structural reforms in the financial sector.

The growing impact and larger market share of institutional investors led to a strengthened regulatory 
framework applicable to those entities. In the past few years, several committees have been appointed by the 
regulators, with laws and regulations enacted to create an extensive regulatory framework relating to institutional 
investors’ investment in non-governmental bonds, tailor made credit facilities, actions in case of debt restructuring 
and providing credit to entities previously subject to such proceedings.

This regulatory framework addresses different aspects of the credit process -  from limitations on the types of 
credit in which the institutional investors are entitled to engage, through to the content of the agreements between 
the parties in credit transactions, to structural matters relating to the day-to-day management of credit by the 
institutional investors.

However, the contribution of the institutional investors to the financial market is reflected in the growing 
competitiveness of the credit market for the large businesses sector, while in the small and medium-sized 
enterprises (SMEs) and consumer loans’ sectors the banks remain dominant, with a market share of approximately 
90%. Other participants in those markets are non-bank lending entities, specializing in certain types of credit 
(such as factoring and discount services, short terms loan facilities (provided also by credit card issuers and P2P 
platforms), some apply to SMEs and some (mostly those using virtual platforms) apply to consumers. During the
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past year, regulatory efforts were invested mainly in setting the framework for entering the market and the activity 
of such credit providers.

Overdrafts (repayable on demand) with fluctuating interest rates are the most commonly used facility for 
financing working capital or for funding seasonally affected business. Banks also offer short, medium or long־ 
term loans. The repayment terms are negotiable and the rate of interest may be fixed or variable. To obtain bank 
finance, the business will normally be required to provide adequate security, typically in the form of a fixed or 
floating charge over the business assets, as well as, in certain circumstances, personal guarantees from the 
owners. In addition, banks offer various other financing arrangements through subsidiaries or affiliates, such as 
instalment credit, leasing, factoring and invoice discounting, and mezzanine financing.

In recent years, several foreign banks have established representative offices in Israel, but none of them 
commenced material retail commercial activity in the country, and most of them work on recruiting customers for 
their investment banking and private banking activities.

Banks in Israel are regulated by Israel’s central bank, the Bank of Israel. The Bank is independent, and 
its objectives and operating methods are specified in the Bank of Israel Law, 57702010־. Its objectives are to 
maintain price stability, to support the Government’s objectives -  especially growth and employment, and to 
support the stability of the financial system.

D. Land Policy
The Israel Land Authority manages land owned by the State of Israel (and by the Jewish National Fund and 

the Development Authority) which constitutes approx. 93% of the entire territory of the State of Israel (which is 
approx. 22,000 square km). These land properties are leased to home and property owners for long periods of 
time, resulting in land being traded as if it were privately owned. The remaining 7% of land in the State of Israel is 
privately owned.

There is no explicit legal restriction concerning ownership of land in Israel by foreign residents. However, 
regarding acquisition of land that is controlled by the Israel Land Authority, a foreign resident must receive approval 
from the Chairman of the Board of the Israel Land Authority. In certain cases, lease contracts with the Israel Land 
Authority contain provisions whereby a transfer of shares in the lessee corporation to a foreign resident is subject 
to the Israel Land Authority’s consent. There is no restriction concerning sale or transfer of privately owned land to 
a foreign resident.

E. The Establishment and Dissolution of Companies
Israeli business entities include companies, partnerships, cooperatives, and non-profit organizations. 

Individuals may conduct business without establishing any legal entity.

a. Company
The most common form of business entity in Israel is a limited liability company with capital stock (share 

capital). The Israeli Companies Ordinance defines a company as a corporation formed and registered in Israel, in 
accordance with the Israeli law.

Most companies limit the personal liability of their owners, usually in the form of shares. In this case, the term 
“Limited” (or the abbreviation “Ltd.”) must appear as part of the full name of the company.

No requirements exist regarding the nationality or residency of stock holders and company directors. There 
are no restrictions regarding non-residents holding shares in Israeli companies. However, there are certain 
restrictions on the ownership by non-Israeli entities or persons of interests in Israeli companies in certain sensitive 
industries (e.g., banks or a bank holding companies, insurance companies, telecommunications companies, 
companies managing pension funds, and companies controlling natural resources or essential services). In 
addition, nationals of some countries that are, or have been, in a state of war with Israel, may not own securities in 
Israeli companies.

A company may be registered as a “Private Company” or a “Public Company”, with securities registered 
on a Stock Exchange. Both types of companies must present annual reports, including audited financial 
statements to their shareholders. A private company may not offer or sell debentures or shares to the public 
and its articles of incorporation must contain restriction on transferability of its shares. A public company may 
offer stock or debentures to the public, but only after issuing a prospectus in accordance with the requirements 
of applicable laws, and is obliged to publish an annual report that includes the audited financial statements and 
directors’ report.

b. Partnership
The Partnership ordinance defines a partnership as an entity that consists of persons who contracted to form 

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

c. Cooperative
This type of business entity is found mainly in agriculture, (cooperatives such as a kibbutz or moshav), 

transportation and ir) certain types of marketing operations associated with agricultural products.

d. Non-Profit Organizations
These entities operate mainly as academic institutions, hospitals, charitable organizations and municipalities. 

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

e. Subsidiary vs Branch
Foreign (i.e., non-Israeli) companies (“Foreign Company”) operating in Israel generally do so in one of two 

ways -  by incorporating an Israeli corporate subsidiary of the Foreign Company (“Subsidiary”), or by the Foreign 
Company registering a branch in Israel (“Branch”).

An Israeli company is similar to a US corporation or an English company. The liability of its shareholders 
is limited, it has one or more class of shares, it is owned by its shareholders, it has a board of directors, and 
may have, if active, a chief executive officer. The company’s capital structure and the authority and rights of the 
shareholders, the board and the chief executive officer are set by the company’s Articles of Association, except for 
those matters that are regulated by the main law governing Israeli companies, the Israeli Companies Law, 5759- 
1999 (“Companies Law”).

A Subsidiary is a separate legal entity whose shareholder is the Foreign Company. The liability of the 
Foreign Company is limited to the amount of its investment in the Subsidiary, subject to piercing the corporate 
veil considerations. As a separate legal entity, a Subsidiary may take any legal action in its own name, including 
ail of the following: (i) hold all appropriate local licenses, (ii) enter into agreements (including with local vendors, 
suppliers and services providers), (iii) hold local bank accounts and (iv) hold a subcontract or service level 
agreement with its parent company to perform services under various customer contracts.

Under Israeli law, a Foreign Company may maintain a place of business in Israel only if it is registered as a 
‘foreign company’ under the Companies Law. A Branch (a registered Foreign Company) is not a separate legal 
entity from the Foreign Company, even if their commercial and financial activities are separate. There is no 
corporate veil separating the Foreign Company from the Branch and, as a result, the Foreign Company is deemed 
to have legal presence in Israel, generally making the Foreign Company directly responsible for liabilities of the 
Branch (to creditors, tax authorities, etc.). As a Branch is not a separate legal entity, the following would need be 
done by and in the name of the Foreign Company: (i) hold all appropriate local licenses, (ii) enter into agreements 
(including with local vendors, suppliers and services providers), (iii) hold local bank accounts; the Branch’s 
authorized representative in Israel may act on behalf of the Foreign Company in connection with such matters. 
Further, as a Branch is not a separate legal entity from the Foreign Company, there will be no subcontract or 
service level agreement with the Foreign Company to perform services under various customer contracts.

From a pure corporate structure and liability protection perspective, foreign companies tend to prefer to 
operate in Israel through an Israeli corporate subsidiary rather than by way of a local branch. Please note the tax 
considerations outlined below, 

a) Subsidiary vs Branch — Tax Considerations
Under the assumption that the Foreign Company’s activities in Israel will constitute a taxable presence in 

Israel, set forth below are the main Israeli tax considerations to be taken into account in determining whether to 
operate through a Subsidiary or a Branch.

(i) Subsidiary
Income Tax Considerations -  the Subsidiary will be considered, for legal and tax purposes, as an Israeli 

resident. The Subsidiary would be subject to corporate tax in Israel (currently at the rate of 25%) on the profit 
(income less expenses) it will generate from its activities and operations in Israel. A company that has net profits 
(profit less tax) generally will able to distribute its net profits as a dividend to the Foreign Company. As a matter of 
Israeli domestic law, the withholding rate on dividends to a non-Israeli resident is 25%. Depending on the home 
jurisdiction of the Foreign Company, an applicable bi-lateral income tax treaty may reduce the withholding rate.

VAT Considerations -  on the services that it provides to its Israeli clients, the Subsidiary would have to charge 
the clients with Israeli VAT (currently 17%), which the Subsidiary could offset against the Israeli “output VAT” (i.e., 
VAT that it pays). The Israeli VAT would be added to the sum charged by the Subsidiary to its clients and would be 
payable by the Subsidiary to the Israeli Tax Authorities (“ITA”).

Filings -  the Subsidiary would be required to register for income tax purposes (i.e., to open tax and deduction
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files) and VAT purposes. It would be required to file annual income tax returns and monthly withholding and VAT 
reports.

(ii) Branch
Income Tax Considerations -  the profit allocated to the Branch would be taxed in Israel at the Israeli corporate 

tax rate. In the Branch context it would appear to be desirable for the foreign entity to seek a ruling from the ITA 
to establish an agreed profit calculation, possibly on a cost-plus basis. The foreign entity would be taxed annually 
in Israel on its income generated by the Branch, and in most cases would not be able to defer the taxation of this 
income in its home jurisdiction until its distribution to the home jurisdiction. Under this structure, no withholding tax 
would apply to a distribution of profits from the Branch to the Foreign Company. As Israel does not have a branch 
tax, all of the net profit generated by the Branch would be allocated to the Foreign Company. It may be that the 
Foreign Company would be able to receive a direct credit in its home jurisdiction for the Israeli corporate tax paid 
by the Branch (provided it does not incur losses).

VAT Considerations -  on the services it provides to its Israeli client, the Branch would have to charge the 
clients with Israeli VAT, which the Branch could offset against its Israeli “output VAT” (i.e., VAT that it pays).

Filings ־ filing and reporting obligations would be the same as with respect to a Subsidiary in regard to the 
activities of the Branch in Israel.

Registering an Israeli Branch (registering the Foreign Company)
To register a Branch (as a registered Foreign Company), the Foreign Company should file with the Israeli 

Companies Registrar the following documents:
• Certificate of Incorporation -  an authenticated copy of the company’s certificate of incorporation, and an 

authenticated Hebrew translation of the same.
- Memorandum and Articles of Association ־  an authenticated copy of the company’s Memorandum and 

Articles of Association (By-Laws), and an authenticated Hebrew translation of the same.
• Good Standing Certificate -  an original good standing certificate for the company issued by the applicable 

authority in its jurisdiction of incorporation.
• List of Directors - an original letter stating the full names of all its directors, their addresses (may be the 

offices of the company), citizenship, passport numbers (or Israeli ID numbers for Israeli persons).
• Local Agent -  an original letter stating the full name and address (attaching a copy of his/her Israeli ID 

card) of a person situated in Israel who shall be authorized to accept service of process, judicial documents, court 
summonses, or any other notice upon the company.

• Powers of Attorney -  (i) a P0A authorizing the local agent to act on the company’s behalf in Israel, and (ii) a 
P0A authorizing a local representative (commonly, a local law firm) to register the company as a ’foreign entity’ in 
Israel.

The current fee charged by the Companies Registrar in connection with the registration of a foreign company 
is approx. EURO 600. There is an annual fee for registered foreign companies (currently approx. EURO 350).

Once the Companies Registrar receives the complete application, the registration procedure usually takes no 
more than 14 business days. Once the company is registered, a certificate of registration will be issued with a nine 
digit company number which is required to be used for company affairs. Once the company is registered, it will be 
necessary to apply for an income tax file number and a VAT number with the relevant tax authorities. Pursuant to 
the Companies Law, a foreign company registered in Israel is required to notify the Companies Registrar of any 
change with respect to information included in the filed documents, 

b) Incorporating an Israeli Corporate Subsidiary
The documents required to register a new Israeli company include: (1) Company Form 1 which contains 

the essential details required to establish a company, (2) the company’s articles of association, (3) a declaration 
of the initial director(s) and (4) a declaration of the initial shareholder. The forms and the company’s articles of 
association must be submitted to the Companies Registrar in Hebrew and must be signed by the initial directors) 
and/or the initial shareholders), as applicable, in the presence of an Israeli lawyer in Israel (or authenticated).

In order to incorporate a new Israeli company, at least one individual or entity must serve as the initial 
shareholder and at least one individual or entity must serve as an initial director (if an entity serves as a director a 
specific individual must be designated to act for the entity on the board), who may be the same person. Where a 
corporation is registered as a shareholder of the new company, it is necessary to obtain copies of that company’s 
incorporation documents as well as a certificate evidencing good standing and such copies must either be certified 
in Israel by an Israeli attorney (or authenticated).

Certain activities in a company, including, for example, the issuance of shares, the appointment and 
resignation of directors and changes to the company’s capital structure, require reports to the Companies 
Registrar, which must be signed by a director or senior officer (the CEO or an officer reporting to the CEO) of the



company in the presence of an Israeli lawyer in Israel (or authenticated) and submitted within 14 days. In light of 
these requirements, it is advisable that at least one director or senior officer of an Israeli company be an Israeli 
resident. In addition, a company is usually required to hold an annual general meeting once per calendar year; 
however this is subject to exceptions. Israeli companies are also required to submit an annual information form 
once per calendar year.

To incorporate a corporate Subsidiary, the following documents are required to be completed by the initial 
director(s) and/or shareholder(s) and the following information is needed in order to complete the incorporation:

• Company Name -  it is necessary to provide a desired name of the company in English (the Hebrew name 
will be a translation or transliteration of the English one).

• Shareholder Details -  it is necessary to provide the name, Israeli ID number, and full address of residence of 
each shareholder. In the event that the shareholder is a non-Israeli citizen, the following documents are required: 
(i) for a shareholder that is a legal entity -  a copy of the Certificate of Incorporation of the shareholder and proof 
of the current existence of the legal entity (e.g., a current Good Standing Certificate) and (ii) for a shareholder that 
is an individual, a copy of the photo page of the shareholder’s passport. The shareholder must sign a declaration 
stating that it is fit to act as shareholder. Copies of such documents must be certified as true copies in Israel by an 
Israeli attorney (or authenticated).

• Director Details -  it is necessary to provide the name, telephone number, full address of residence and 
Israeli ID number (if applicable) of the directors. In the event that any of the directors is a non-Israeli citizen, it will 
be necessary to submit a copy of the first page of such director’s passport certified by an Israeli attorney in Israel 
(or authenticated). In the event that the director is a non-Israeli citizen, the following documents are required: (i) for 
a director that is a legal entity -  a copy of the Certificate of Incorporation of the director, and proof of the current 
existence of the legal entity (e.g., a current Good Standing Certificate) and (ii) for a director who is an individual - a 
copy of the first page of his/her passport. The director(s) must sign a declaration stating that the directors) is/are 
fit to serve as director(s) (an Israeli attorney must witness the signature of this form). Copies of such documents 
must be certified as true copies in Israel by an Israeli attorney (or authenticated).

• Registered Office -  it is necessary to provide an address in Israel to serve as its registered office.
• Initial Capital Structure and Issuance -  it is necessary to specify how many shares (and whether there will 

be separate classes of shares) to authorize and issue as well as their par value (at least NIS 0.01) or advise if it 
is desired for such shares to be issued without par value. The capital structure (the number of authorized shares 
and their par value) can be amended at any time with the consent of the shareholders.

• Initial Articles of Association -  articles of association need to be filed. It is necessary to indicate the purpose 
of the new company; however, it is acceptable simply to state that the company will engage in lawful activities. 
The Companies Registrar currently accepts only Hebrew-language articles.

The current fee charged by the Companies Registrar in connection with the incorporation of a new company 
is approx. EURO 600. There is an annual fee for Israeli companies (currently approx. EURO 350). Once the 
Companies Registrar receives the complete application, the procedure usually takes no more than 5 business 
days. Once the company is registered, a certificate of registration will be issued with a nine digit company number 
which is required to be used for company affairs. Once the company is registered, it will be necessary to apply for 
an income tax file number and a VAT number with the relevant tax authorities.

A company may be liquidated voluntarily, or at the request of creditors under court supervision.

F. Merger and Acquisition

Recent years proved to be remarkably prosperous years for merger and acquisition activity in Israel. A 
notable trend which increased substantially in the last few years is the interest of Chinese and other Asian 
companies in Israeli companies. Large transactions involving Asian acquirers which took place in recent years 
include the acquisition of controlling stakes in some of Israel’s largest corporations, such as food conglomerate 
Tnuva by China’s Bright Food Group, and insurance provided Phoenix Holdings by China’s Fujian Yango. Other 
notable transactions are the acquisition of Viber (communication application) by Japan’s Rakuten, of Tambour (paint 
company) by Singapore’s Kusto group, and of Lumenis (minimally-invasive clinical solutions) by China’s Xio Group.

The purchase of an Israeli company may be achieved through acquisition of its shares or by a purchase of its 
assets. In addition, the Israeli Companies Law, 5759-1999 (“Companies Law”) allows for a merger or consolidation 
of two or more companies, subject to certain conditions.

The Companies Law does not impose restrictions on the transfer of shares in a private company, but such 
restrictions may be included in a company charter documents. An Israeli company cannot merger with or into a 
foreign (non-Israeli) company and, therefore, acquisitions by foreign companies are commonly done by way of 
stock acquisitions or reverse triangular mergers (whereby the foreign entity incorporates an Israeli subsidiary that
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mergers into the Israeli target).
The tax aspects of each of such transactions differ and each has certain advantages and disadvantages. 

In some cases the transaction requires also the approval of Israeli regulatory agencies, such as the antitrust 
authority. Moreover, if the Israeli target company benefits from certain governmental funding (such as grants from 
the Israel Innovation Authority or tax benefits [under Approved Enterprise or Benefitted Enterprise programs]), then 
approval of the relevant government agency may be required for the acquisition of the Israeli company by a non- 
Israeli resident.

The rules of the Companies Law generally apply equally to private and public companies, although the 
internal approval processes in public companies are subject to special rules. Where a public company is involved 
in the transaction, certain disclosure requirements are triggered. For the most part, the acquisition of an Israeli 
public company will be structured and implemented in the same manner regardless of whether the company is 
listed solely on the TASE, listed on an exchange outside of Israel, or dual listed.

There are three primary procedures to gain 100% of the shares of a public company: (1) a reverse triangular 
merger, (2) a tender offer, and (3) court approved mergers (pursuant to Sections 350 and 351 of the Companies 
Law). There are no rules that dictate minimum offer price or other deal terms. With respect to tender offers and 
reverse triangular mergers, the offer must be on equal terms for all target shareholders holding the same type of 
security. Even where a tender is approved by the requisite majority of shareholders, in the case of a “full” tender 
offer, shareholder who did not positively accept the offer may still appeal to the court to determine that the terms of 
the offer are less than fair value.

In tender offers and mergers, where the target company is public and listed solely on the TASE, the disclosure 
requirements are clearly set out by the regulations promulgated under the Israeli Securities Law. Valuations 
and other material financial information considered by the board of directors of the target in connection with the 
acquisition must be disclosed to the target’s shareholders, including copies or descriptions of any fairness opinions 
that have been obtained.

Although not legally required, it is often desirable to obtain pre-rulings from the Israel Tax Authority with 
respect to two matters: (1) clarifying the withholding obligation imposed on the acquirer in connection with 
payments made to the target shareholders, and (2) providing that the assumption of employees’ options by the 
acquirer would not result in an immediate tax event for target option holders.

For companies belonging to specific industrial sectors, the acquisition of a certain ownership percentage 
or of control requires special regulatory approvals. For example: (1) the acquisition of 5% or more of the shares 
of a bank or a bank holding company requires a permit issued by the Governor of the Bank of Israel after 
consultation with the Bank of Israel’s Licensing Committee, (2) the acquisition of 5% or more of the shares of an 
insurance company requires a permit from the Superintendent of Insurance Businesses, (3) the acquisition of 
certain percentages in companies providing telecommunications services may require a license from the Ministry 
of Communications, and (4) in certain cases regarding the acquisition (primarily by means of privatization of 
government companies) of companies controlling natural resources or essential services, the State of Israel will 
retain certain veto rights and other powers.

The Israeli economy is a vibrant place for transactions. The local culture in Israel plays a significant role 
in the thriving marketplace and the soaring number of record deals. Israelis tend to be straight to the point and 
determined. Transactions and interpersonal relations during the span of a transaction in Israel are less formal 
than in other parts of the world, providing ease to the deals. Nonetheless, carrying out deals in Israel resembles 
the basics of deals in the United States, whether it is in the style of drafting transaction documents, in the standard 
terms and conditions which are applied, or the common way of doing business.

G. Competition Regulation

The Restrictive Trade Practices Law, 57481988־ (the “Law”) is the primary law dealing with antitrust issues 
in Israel and its objective is to prevent harm to competition or the public. The Law defines and regulates 
the substantive rules that apply to the various restrictive trade practices (restrictive arrangements; mergers; 
monopolies; concerted groups).

In addition, the Law determines rules concerning the structure and the powers of the Israeli Antitrust Authority 
(“IAA”), the general director of the IAA(the “General Director”) and the Antitrust Tribunal (the ‘Tribunal”), as well as 
procedural rules that apply to cases brought before each of them.

a. Restrictive Arrangements Control Regime
Section 2(a) of the Law defines a restrictive arrangement as an arrangement, between persons (including



legal entitles) conducting business, according to which at least one of the parties restricts itself in such manner 
that might prevent or reduce competition between the person and the other parties to the arrangement, or any of 
them, or between the person and a third party. Section 2(b) of the Law also provides conclusive presumptions that 
an arrangement involving a restraint will be deemed to be a restrictive arrangement if it relates to: the price to be 
demanded offered or paid; the profit to be obtained; market allocation; and the quantity, quality or type of assets or 
services in the business.

With regard to extraterritorial application of the restrictive arrangement control regime -  the IAA applies 
the effect doctrine in order to acquire extraterritorial jurisdiction over restrictive arrangements, including cartels, 
performed outside of Israel which harm competition in Israel.

In general, a restrictive arrangement is prohibited unless it is permitted in accordance with the Law. Section 
4 of the Law establishes that the parties to a restrictive arrangement can receive an approval from the Antitrust 
Tribunal in the case where the Tribunal finds that the arrangement is in the public interest; or it can be exempted 
by the General Director upon the request of a party to a restrictive arrangement and following consultation of 
the General Director with the Exemptions and Mergers Committee. The General Director considers whether the 
restrictive arrangement considerably reduce competition or cause substantial harm to competition, whether the 
objective of the arrangement is to reduce or eliminate competition and whether the restraints in the arrangement 
are necessary to fulfil the objectives of the arrangement.

A statutory exemption may also apply to certain arrangement, detailed within section 3 of the Law, inter alia: 
(1) arrangements involving restraints, all of which are established by law; (2) arrangements relating to specific 
business sectors (eg, agricultural, international air or sea transformation); (3) arrangements involving restraints 
relating to intellectual property rights; (4) arrangements entered into by a company and its subsidiary; (5) certain 
arrangements relating to real property rights assignment; (6) certain arrangements relating to transfer of property 
rights (non-compete following a purchase of a business); and (7) arrangements involving trade unions or an 
employer’s association involving restraints which relate to employment and labor conditions.

Section 15a of the Law grants the General Director the power to set block exemptions that will be published 
as regulation, following a notification process which includes receipt of comments from the general public on the 
proposed said regulation. When publishing block exemptions, the General Director basically exempts parties to a 
restrictive arrangement from seeking a specific exemption from the General Director or the approval of the Antitrust 
Tribunal, subject to the terms of the various block exemptions.

During the past years the IAA published various block exemptions, including the Block Exemption for 
Restrictive Arrangements Causing De Minimis Harm to Competition, the Block Exemption for Joint Ventures, the 
Block Exemption for Research and Development Agreements, the Block Exemption for Exclusive Dealing, the 
Block Exemption for Exclusive Distribution, the Block Exemption for Franchise, and the Block Exemption for Non- 
horizontal Arrangements without Price Restrictions.

b. Merger Control Regime
The Law defines the term ‘merger of companies’ broadly by providing a non-exhaustive list that includes: the 

acquisition of a company’s main assets by another company or the acquisition of shares in a company by another 
company by which the acquiring company is accorded more than a quarter of the nominal value of the issued 
share capital, or of the voting power, or the power to appoint more than a quarter of the directors, or participation 
in more than a quarter of the profits of such company; the acquisition may be direct or indirect or by way of rights 
accorded by contract.

Nevertheless, since the Law does not provide a conclusive set of characteristics that will constitute a merger, 
even the acquisition of less than a quarter of any of the above-mentioned rights may constitute a merger if further 
affinity exists between the parties (such as loans or involvement in the management of a firm).

The Law will apply to a merger involving a foreign party if each of the merging parties meets the conditions of 
the ‘nexus test’ set forth in the lAA’s Merger Guidelines (the “Guidelines”):

6 If a foreign company is registered in Israel -  in such circumstances the Law applies explicitly.
8 If a foreign company has a ‘merger affiliation’ with an Israeli company. According to the Guidelines, a 

merger transaction between a foreign company (affiliated with an Israeli company) and an Israeli company creates 
an indirect merger between the two Israeli companies. The Guidelines provide that when a foreign company 
holds more than one-quarter of any of the abovementioned rights (ie, more than a quarter of the nominal value 
of the issued share capital; or the voting power; or the power to appoint more than a quarter of the directors; or 
participation in more than a quarter of the profits) in an Israeli company, it will be viewed as a party to any merger 
transaction involving the foreign company.

8 If a foreign company maintains a place of business in Israel (ie, if it holds a significant influence over the 
conduct of a local representative).
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The Law requires all merging companies to file a merger notification with the IAA when (at least) one of the 
following thresholds set under the Law is met:

• The combined sales turnover of the merging companies in Israel in the fiscal year preceding the merger 
exceeds 150 million shekels and each of the merging companies’ sales turnover exceeds 10 million shekels. The 
sales turnover threshold takes into consideration the sales turnover of all the entities controlling or controlled by or 
through the merging company, and the turnover of any entity controlled by or controlling any of them, either directly 
or indirectly;

• As a result of the merger, the combined market share (in any market) of the merging companies in the total 
production, sales, marketing or acquisition of particular goods or similar goods, or the provision of a particular 
service or a similar service, exceeds 50 per cent of the market; or

• One of the parties has a ‘monopoly’ (ie, holds more than 50 per cent of the total supply or purchase in a 
certain market in Israel, which may be either a product or a service market, including markets not relevant to the 
transaction).

The market share thresholds take into account all of the entities controlling or controlled by each party. In the 
case of a transaction involving a company that conducts business both in Israel and abroad, the requirements set 
forth above apply solely with respect to the company’s turnover and market share in Israel.

The Law provides that the General Director is required to notify the merging companies of his decision with 
respect to the merger within 30 days from the date in which the completed notification forms were received by 
the IAA from all the merging parties. Nonetheless, the General Director may approach the parties or the Antitrust 
Tribunal with a request to extend the deadline. If the General Director does not render a decision within the 30־ 
day notification period and no extension was granted, the merger is deemed approved.

As a practical matter, when cross-border merger transactions require approval in multiple jurisdictions, the IAA 
will sometimes take into account the decisions made by other authorities in different jurisdictions (primarily the US 
Federal Trade Commission, Department of Justice and the European Commission), where there are no unique 
circumstances concerning the Israeli market. It is also possible that parties in such circumstances waive their right 
to confidentiality with respect to information provided to competition authorities, in order to enable the IAA to seek 
information from those authorities with respect to the merger.

The General Director is mandated to object to a merger of companies, or to stipulate conditions for the 
merger, if he finds that there is reasonable likelihood that, as a result of the merger, competition in the relevant 
sector would be significantly harmed or that the public would be harmed by: the high price level of an asset or of a 
service, the low quality of an asset or of a service, or the available quantity of the asset, of the scope of the service 
supplied, or the constancy and conditions of supply.

c. Monopoly Control Regime
According to section 26(a) of the Law, the concentration of more than half of the total supply or acquisition of 

an asset, or more than half of the total provision or acquisition of a service, in the hands of one person shall be 
deemed a monopoly.

Under the current regime, the declaration of a monopoly by the General Director is of declaratory validity only, 
meaning that a monopoly is a matter of “status”. Therefore, the obligations and limitations applied to a monopoly 
owner exist regardless of the general director’s declaration or lack thereof.

In addition, section 26(c) of the Law permits the application of the monopoly laws also to those with a market 
share of less than 50 per cent, pursuant to a ruling by the Minister of Economy and with the recommendation of 
the General Director, where an entity has a “decisive impact” on the market. However, in practice, this section has 
hardly been used.

In general, a status of monopoly is not prohibited. Nonetheless, monopolists must abide by several strict 
standards of conduct:

a) IA monopoly owner may not unreasonably refuse to deal (supply or purchase) goods or services in a 
market in which it holds a monopolistic market share; and

b) IA monopoly owner may not act in a manner that constitutes abuse of its dominant position in the market, 
in a manner likely to reduce competition in business or to harm the public. An abuse of a dominant position by a 
monopoly owner includes, inter alia:

• !charging unfair prices for products or services;
• !reducing or increasing quantity of products or services that the monopoly owner offers, not in the framework 

of a fair competitive action;
• !applying dissimilar contractual conditions to similar transactions, which might grant certain customers and 

suppliers an unfair advantage over their competitors; and
• !subjecting a transaction with regard to an asset or service of the monopoly to conditions which are
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unrelated to the subject matter of the transaction (tying).
The Law also states that any harm relating to one of the following shall be deemed to be harmful to 

competition or to the public: price of asset or service; quality of asset or service, quantity of asset or service; terms 
of supply and the regularity and conditions of such supply; and a barrier to entry to the market or to a switching 
barrier within the market.

In this regard, the General Director has the authority to supervise and instruct the monopolist in its business 
activities, to ensure that its behavior, or that the mere existence of a monopoly, does not harm competition in the 
market or the public.

d. Concerted Group Control Regime
According to the Law, the General Director may determine that a limited group of persons conducting business 

and possessing a concentration of more than half of the total supply or acquisition of an asset or provision or 
acquisition of a service constitutes a concerted group, and that every such person is a member of the concerted 
group, if the General Director determines that the following conditions are met:

• there is limited competition or there are conditions for limited competition between the group’s members or 
within the market in which they operate; and

• instructions imposed by the General Director are expected to prevent a significant harm or concern for harm 
to competition in the market or to the public, or may significantly strengthen competition or may create conditions 
for significant improvement of market competition.

In addition, the Law lists several barriers to entry to a market; a combination of two or more of such barriers 
shall be regarded as conditions for limited competition.

The General Director may order a concerted group to take steps that would prevent harm or concern for harm 
to competition or to the public or steps that are expected to significantly increase the competition between the 
members of the concerted group, or to create conditions for such increase.

In addition, the Antitrust Tribunal, upon the request of the General Director, may order the sale of holdings 
(entirely or partly) of members of the concerted group under certain circumstances, if the sale would prevent 
significant harm or concern for harm to competition or to the public, or if it would significantly strengthen 
competition between the members of the concerted group.

e. Enforcement
Any violation of the Law has criminal, administrative and civil consequences.
In general, all of the provisions of the Law are criminal offences; however, criminal sanctions are not often 

used and are reserved, mostly, for the most significant violations of the Law.
The Law includes several administrative enforcement tolls: administrative fines and administrative 

determinations (decisions). The General Director may issue an administrative determination declaring that a 
certain violation has occurred; the General Director’s determination serves as prima facie evidence in court. The 
Law authorizes the General Director and third parties to agree to a consent decree that provides, inter alia, for an 
amount of money to be paid to the State Treasury in lieu of other enforcement measures.

Any violation of the Law is deemed a tort under the Torts Ordinance [New Version], 5728-1968. The Israeli Class 
Action Law enables the submission of motion to certify class actions in antitrust cases. Often, the trigger for private 
enforcement in the past was based on criminal or an administrative enforcement action taken by the IAA. However, 
the new trend expands the said trigger to enforcement actions taken by foreign competition authorities worldwide. 
Other motions to certify class actions are based on claims against monopolists regarding excessive pricing.

EL Tax
a. Corporate Tax

Israeli Companies are taxable at a rate of 25% of their revenues, in Israel and worldwide. Credit is given for 
tax that is paid by the Israeli corporation overseas. In certain circumstances, reduced corporate tax at rates of 
5%-16% will apply to income originating from a “preferred establishment” or a “special preferred establishment” 
(according to the Capital Investment Encouragement Law).

b. Income Tax
According to Israeli Tax Ordinance, Israeli residents, either individuals or corporations, are subject to income 

tax on their worldwide “taxable income”. Israeli residents are liable for tax on a personal basis, on income that 
they have generated inside or outside of Israel, including income from employment, business, interest, dividends, 
royalties and capital gains. The income taxation method in Israel is progressive; the initial tax rate is 10% and it 
gradually increases to a maximum of 50%. A person will be considered resident of Israel, for tax purposes, if his
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tax domicile is in Israel. The law states that a person’s tax domicile is presumed to be in Israel when: (i) he has 
been in Israel during the tax year 183 days or longer, or (ii) he has been in Israel during the tax year 30 days or 
longer, and his total stay in Israel in the tax year and in the two preceding years is 425 days or longer.

Non-residents are subject to tax on any income derived from an Israeli source. Where there is a double tax 
convention between Israel and the other countries, its terms may modify the taxable income.

c. Value Added Tax (VAT) and Indirect Taxes
The Value Added Tax Law requires the payment of VAT of 17% (2016) on goods sold and services rendered 

and is collected from the buyer by the seller at the time of sale. VAT is imposed at a uniform rate of the price of 
a ‘transaction’ in Israel or on the import price of goods into Israel. Israeli law prescribes types of transactions that 
will either be exempt from payment of VAT, or charged at a zero rate. In the first case, this will lead to prohibition 
of deduction of VAT that was paid by the supplier at the time of generation of the tax exempt revenue, whereas 
charging the transaction VAT at a zero rate (for example, transaction of export from Israel) will allow for reclaiming 
of the tax that was paid when generated.

In addition to VAT that is imposed on imported goods, the transaction may be liable for customs and/or 
purchase tax payable by the importer, in accordance with the regulations on the subject.

d. Taxation of Foreign Companies
As a rule, a foreign company controlled and managed outside of Israel, with no permanent establishment in 

Israel, is not required to pay tax in Israel, except for special income such as gains from real-estate investments or 
generating profit from a natural resource of the State of Israel. In accordance with a number of double taxation 
treaties, passive income, such as royalties’ income, dividends and interest, will be subject to tax at a limited rate 
that may be withheld at source, and against which credit will be credited in the country of domicile. In case of 
revenue of a foreign entity that operates overseas, through a permanent establishment, and the dividends are 
related to that permanent establishment’s operations, the country of origin will be given a full taxation right.

e. Withholding Taxes
To a large extent, the tax collection system is based of withholding of tax deducted at source from payments. 

AH employers are obligated to withhold tax on employee’s salary (employees usually are not required to file tax 
returns). Payment for non-resident which constitute taxable income of the recipient requires withholding tax of 
25% from the payment, unless the scope of a valid treaty is being enforced.

f. Transfer Pricing
The Income Tax Ordinance provides that every international transaction between related parties must reflect 

its fair value, according to the arms-length principal. The Transfer Pricing Regulations introduced in 2006, 
determines the scope of the inspected transactions and the necessary means for achieving the fair market. The 
regulations are based on both the OECD 1995 transfer pricing guidelines and the U.S main principals.

g. Double Taxation Treaties
The State of Israel has engaged heretofore in 54 double taxation treaties. The Israel-China treaty became 

effective in January 1996. These treaties lay down the manner of distribution of income between the member 
states. The taxation treaties include, inter alia, relief in the form of reduced tax payment in Israel for income of 
a foreign resident in Israel including profits of business, capital gains, royalties, dividends and interest. Further 
information regarding taxation treaties to which Israel is a signatory may be found on the State Revenue Division 
websitewww.financeisrael.mof.gov.il.

h. Subsidiary vs Branch-Tax Considerations
See discussion in Chapter E above (The establishment and dissolution of companies).

I. Securities
In Israel there exists a highly developed system of capital markets, which relies on local activity through 

the Tel Aviv Stock Exchange (TASE), a well-developed venture capital industry and vast international activity of 
institutional and technological investors in the form of significant capital transactions between Israel and overseas 
countries. Many Israeli companies, particularly in the technology and biomedical fields, have raised capital through 
overseas exchanges, particularly US exchanges: the number of Israeli companies whose shares are traded on US 
exchanges is one of the highest (second to China).

In Israel there is a single stock exchange located in Tel Aviv -  the Tel-Aviv Stock Exchange (TASE) -  which is 
jointly owned by commercial banks in Israel and leading investment houses both in the country and overseas. The 
trade on the TASE is conducted by fully computerized systems, and the reporting and control standards practiced 
by it are high. In late 2014, 473 corporations were traded on the TASE, and the market value of all traded
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securities, including bonds and diversified financial instruments, reached NIS 1.9 trillion (approx. US$ 500 billion), 
including NIS 791 billion (approx. US$ 200 billion) market value of traded shares and securities convertible into 
shares.

The Israeli capital market has extensive regulation under the Companies Law, the Partnerships Ordinance and 
the Securities Law and strict supervision by the Israel Securities Authority (ISA), as well as other supervisors who 
oversee the banks and insurance companies. This supervision is usually effected by the issue of instructions, the 
imposition of any financial sanctions, and administrative and criminal enforcement. In recent years, there has also 
been significant enforcement by the market itself, through class and derivative actions. This was also supported by 
the Economic Court, as well as by the public’s increased involvement at general shareholders meetings.

The Securities Authority, an independent governmental authority that operates under the Securities Law, is the 
one in charge of regulation and control of capital market activity in Israel.

The Israeli Companies Law imposes significant corporate governance requirements, some of which also apply 
to companies incorporated abroad if these companies issue securities in Israel. These requirements include, 
inter alia, a duty to appoint external directors, a right to submit class actions and derivative actions, and complex 
mechanisms for the approval of remuneration for officers and functionaries of the company and the performance of 
transactions involving controlling shareholders.

The Israeli Securities Law imposes duties regarding annual, quarterly and immediate disclosure, on 
companies which have issued securities to the public. The scope of the disclosure required in Israel is rather 
significant and the requirements under such disclosure are routinely enforced by the ISA. Public companies in 
Israel must submit to the public and regulatory authorities a full, audited financial statement once a year, and a 
condensed quarterly report, reviewed by their CPA. The reports are drafted according to International Financial 
Reporting Standards (IFRS).

Several years ago, an Economic Court was established in Israel to hear corporate and securities cases. The 
Court also adopts into Israeli case law many norms from the Court in Delaware, such as the Business Judgment 
Rule ־ the requirement to set-up independent committees of the board of directors to approve transactions 
involving controlling shareholders.

Recent Development in the Israeli Capital Market:
Offerings on Foreign Stock Exchanges: Many Israeli companies choose to effect initial capital offerings on 

foreign stock exchanges, mainly in the U.S. In 2014, 14 Israeli companies made an initial capital offering to the 
public in the U.S., as opposed to only 6 companies on the TASE.

Privatization of Government Companies: The Government of Israel approved a long-term plan for the 
privatization of government companies in 2015-2017. In some of these companies, a full privatization is planned. 
In other government-owned companies, mainly companies with strategic importance in the fields of infrastructure, 
natural resources and security companies, the Government of Israel wishes to retain possession of the controlling 
shares and to sell up to 49% of the shares by way of an offering to the public.

Public Offering of Foreign Mutual Fund Units in Israel: New regulations prescribe conditions which a foreign 
fund must meet in order to obtain approval from the ISA to publically offer its units in Israel, while enjoying an 
exemption from most provisions of the Israeli mutual funds regulatory regime. The main criteria set out in the 
regulations relate to, among other, minimum value of assets under management, volume and minimal trading 
period of the managed funds, appointment of a representative in Israel, collateral, and equal rights for local 
unitholders.

Entry of Chinese Investors into Israel: In recent years, there has been a dramatic increase in investments by 
Chinese commercial entities in Israel. Since the acquisition of 60% of the shares of Adama in consideration for 
US$ 1.44 billion in 2011, Chinese companies have been very involved in all areas of the Israeli economy - ranging 
from technology and medicine through industry and food to supervised and sensitive fields, such as finances and 
national infrastructure. 20142016־ were peak years in terms of investments and acquisitions of Israeli companies 
by Chinese investors, including the acquisition of 77% of the shares of Tnuva by Chinese company Bright Food, 
and the acquisition of the Phoenix Insurance Company by the Chinese Fujian Yango.

III. Trade

A. Department Supervising Trade
The Ministry of Economy and Industry (MOITAL), through its Foreign Trade Administration (FTA), is the 

main body in charge of the formulation and administration of trade policy. Its responsibility includes conducting 
and coordinating international trade negotiations, proposing tariff changes, establishing trade controls and 
rules of origin, administering quotas on products, and conducting anti-dumping, countervailing, and safeguard 
investigations. Depending on the subject, other relevant ministries may be involved (such as the Ministry of
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Agriculture or the Ministry of Finance), as well as specialized agencies.
The FTA is divided into three main divisions, each promoting the Israeli economy in distinct and significant 

ways. The Trade Policy and International Agreements Division facilitates Israel’s free trade Agreements, maintains 
and develops inter-governmental trade relations and addresses regulatory barriers that affect the Israeli industry. 
The Export Promotion Division works to ensure the continued advancement of Israel’s exports. The International 
Projects and Financing Division, the newest Division, offers different programs that support Israeli companies in 
their business operations abroad.

The FTA operates as the headquarters of over 40 economic and trade missions around the world. These 
missions are located in the main trade and commercial centers as well as in multilateral organizations, such as the 
WTO and the OECD. In the past few years, Israel has increased its presence in the Far East and South America 
by opening additional missions in these regions.

The Government consults regularly on trade-related issues with private-sector organizations such as the Israeli 
Chamber of Commerce and the Manufacturers’ Association of Israel. For consultative purposes, the MOITAL has 
established the Foreign Trade Forum, which meets on a bi-monthly basis; it is composed of representatives of the 
Manufacturers’ Association, the Chamber of Commerce, the Israeli Export and International Cooperation Institute, 
the Ministry of Finance, and the Ministry of Foreign Affairs. The Israeli Export and International Cooperation 
institute also works closely with the Government on export promotion. Regarding consumer protection, the 
Ministry has established a bi-monthly Consumer Forum comprising representatives of consumer organizations, the 
Ministry of Justice, the Manufacturers’ Association, the Chamber of Commerce, and the Advertisers’ Association. 
Consultations with representatives of consumer organizations, manufacturers, and importers are carried out by the 
Standards Commissioner before any change in compulsory standards.

B. Brief Introduction of Trade Laws and Regulations
Israel is a Dualist country, which means that international agreements carry the force of law in Israel only if 

domestic laws have been amended to reflect Israel’s international commitments. In the case of conflict between 
an international agreement and domestic law, the provisions of the domestic law prevail. However, according to 
the President of the Israeli Supreme Court, “The State of Israel is a member of the Law of Nations. Therefore it is 
imperative that Israel not be in breach of its international obligations; so that where two possible explanations exist 
in the interpretation of a law, it is desirable to choose the interpretation which will bring about fulfilment of Israel’s 
international obligation and not one which will result in a breach of it.” The foregoing statement has been quoted in 
Supreme Court decisions, by lower courts and the advisory committee in the context of anti-dumping proceedings.

Israel’s first economic court began operating in December 2010 as a department in the Tel Aviv District Court, 
to bring amongst other things, greater professional expertise to the enforcement of the Israeli economic legislation. 
Israel’s judicial branch consists of magistrate and district courts, and the Supreme Court, as well as tribunal.

C. Trade Management
a. Imports/Custom Management
a) Customs Procedures and Trade Facilitation

Israel has no importer registration requirements for customs-related purposes (Free Import Order, 2012). 
However, importers must be registered with the Israel Tax Authority for purposes of VAT and, in certain cases, 
purchase tax. Food importers must register with the Food Control Service of the Ministry of Health and carry an 
official importer certificate.

For customs clearance, the requisite documentation includes the import declaration (single administrative 
document); commercial invoice; bill of lading (or airway bill); certificate of origin; packing list; import license (if 
required); SPS-related import permit and/or certificate (if required).

Israel has a fully computerized customs system to which all customs agents are linked. The services of a 
customs broker/agent are not mandatory for commercial imports. A company may request special authorization 
from Israel Customs to have a direct link to the customs systems if it employs a licensed customs clerk with at 
least five years of experience. Since 2008, Israel Customs operates a single window with electronic processing 
of import permits through the competent authorities (Ministry of Economy, Israel Standards Institute, and the 
Ministries of Health, Transport, and Energy and Water). There are seven customs houses.

Customs valuation is based on the transaction value, adjusted to reflect costs and services that are not 
already included in the purchase price (Customs Ordinance Amendment Law of 1997). The Customs Authority of 
Israel provides an electronic facility for advance rulings regarding the classification of goods.

About 85% of import consignments are released within one hour. About 3% of shipments are subject to non- 
security-related inspection. Inspection is based mainly on risk assessment (risk profiling), otherwise random



selection. Selection criteria include the origin of the goods (country, supplier), complaints regarding violation of 
intellectual property rights, and the past record of importers. The Customs Authority has broad powers to seize and 
destroy counterfeit goods. Israel has no laws or regulations regarding pre-shipment inspection.

In September 2010, Israel Customs began implementing an authorized economic operator (AEO) scheme 
and is now in the process of negotiating AEO mutual recognition agreements with other countries. Since 2010, 
Customs offers pre-clearance for couriers (air shipments only). Israel has been implementing the Container Secure 
Initiative (CSI) with the United States since 2007.

Israel’s customs appeals procedures are set out in the Customs Ordinance of 1957. In cases of disagreement 
with the customs authorities, the importer must stipulate on the import declaration form that the disputed customs 
duties were paid under protest. Appeals must first be made to the High Customs Authority and then to the courts; 
they may be lodged against any customs decision.
b) Tariffs and Tariff Quotas

About 75% of Israel’s tariff lines are bound. Bound rates are high for agricultural products, averaging 73.3% 
with a maximum rate of 560% (dates). Other duties and charges (ODCs) have been bound at zero on all products 
covered by tariffs bindings. Over 90% of Israel’s tariff bindings are in ad valorem terms; non-ad valorem tariff 
bindings exist mainly for certain agricultural products, textiles and clothing, and fish and fishery products.

Other taxes and charges Involve incernal Taxes Israel applies value-added tax (VAT) on imported and 
domestic goods and services. The current standard VAT rate is 16% (May 2012). A number of items, including fruit 
and vegetables, are zero-rated Cigarettes and fuel are subject to excise tax. All stamp duties were eliminated in 
January 2006.

In general, internal taxes are levied on the duty-inclusive c.i.f. value of imports, or on the wholesale price 
of locally produced goods. However, for the imposition of purchase taxes on imported products, Israel uses an 
assessment called TAMA (the Hebrew acronym for additional rate of increase).7 The TAMA approximates local 
wholesale prices by adding estimated profits, insurance, and inland freight to the declared value of imports 
(coefficients for calculating the TAMA vary from product to product). The effect of the TAMA is similar to an import 
surcharge.

c) Import Prohibitions and Licensing
(i) Import Prohibitions
Israel maintains import prohibitions for reasons of protecting human health, public morals, security, and the 

environment, or in accordance with its international commitments under the Basel Convention on Hazardous 
Wastes, the Montreal Protocol, and CITES. The import prohibitions are provided for in the 2005 Customs Order 
and the Free Import Order, 2012. Israel maintains a ban on imports of non-kosher meat and meat products 
(Kosher Meat Import Law of 1994). Import prohibitions were added during the review period, notably on tobacco 
and manufactured tobacco substitutes with packaging containing prohibited advertisement. A general import ban 
remains in place for Iran, Lebanon, and Syria.

(ii) Import Licensing
Israel applies non-automatic licensing procedures under the Free Import Order of 2012, mainly for reasons of 

safety, health, protection of the environment, and security, or to comply with international (non-WTO) commitments, 
or for purposes of tariff quota administration.

Annex 1 to the Free Import Order, 2012 contains a list of 203 items (from HS four to eight-digit level) subject 
to import licensing principally for (food) safety and security reasons. The procedures involve the licensing of 
import consignments and importers. Importer licenses are granted at the discretion of the competent authority. For 
example, for importing certain types of goods the criminal record of the importer may be relevant.

Annex 2 to the Free Import Order, 2012 lists goods that are subject to specific standards and technical 
requirements in order to ensure safety, security, and environmental objectives. Approvals (permits) are granted 
prior to importation, if the imported goods comply with technical requirements. Annual approvals may be granted, 
subject to a declaration by the importer that subsequent consignments will be identical.

Depending on the product, licenses/approvals are issued free of charge by the Ministries of Industry, Trade 
and Labor, Agriculture, Health, Transportation, and Environment within 14-21 working days, but in most instances 
in less than seven days upon completion of all necessary documentation. Reasons for refusal of a license must be 
provided in writing, and the applicant has the right of appeal to the High Court of Justice. Exemptions are granted 
mainly by MOITAL in cases of imports used in manufacturing; goods intended for exhibitions or marketing samples; 
re-export; imports for own-use; spare parts; computers and peripheral equipment; and equipment for audio visual 
professional use (Article 2(c)2 of the Free Import Order, 2012).

Imports from 17 WTO Members and non-Members that do not have diplomatic relations with Israel or prohibit
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imports from Israel are subject to a special import licensing regime administered by Ministry of Economy, which is 
subject to annual review.
d) Contingency Trade Remedies

(i) Anti-dumping and Countervailing Measures
The law that regulates Anti-dumping and countervailing measures is Trade Levies Law and it covers changes 

regarding Israel’s obligations under the Agreements on Implementation of Article VI of the GATT 1994 (AD 
Agreement) and on Subsidies and Countervailing Measures of the WTO. The legislation envisions implementing 
provisions on, inter alia, calculation of production costs, comparison between export price and normal value, 
content of complaints, and the conduct of investigations.

Under Israeli law, a Commissioner for Anti-Dumping and Countervailing Measures within MOITAL accepts 
complaints and conducts investigations. Although the Commissioner makes preliminary determinations, imposes 
provisional measures, enters into undertakings, and terminates investigations without final measures, findings 
regarding the imposition of final measures are submitted to an Advisory Committee on Anti-Dumping and 
Countervailing Measures.

(ii) Safeguard Methods
In December 2008, Israel introduced safeguard legislation intended to implement the WTO Agreement 

on Safeguards, and the law was renamed Trade Levies and Safeguard Measures Law (5768-2008).The new 
legislation was reviewed by the Committee on Safeguard in May 2009. As in the case of anti-dumping and 
countervailing investigations, the Commissioner within the Ministry of Economy opens and conducts investigations. 
However, rather than making recommendations to an Advisory Committee, the Commissioner submits conclusions 
and recommendations to the Minister of Trade, Industry and Labor who will decide whether to levy safeguard 
measures, taking into account arguments relating to the economy as a whole and Israel’s trade relations with other 
countries. This decision is subject to the approval of the Minister of Finance and the Finance Committee of the 
Knesset.

e) Standards, Technical regulations, and Conformity Assessment
Standards, conformity assessment, and their enforcement are governed by the Standards Law of 1953 

and its eight amendments. Under the Standards Law, the Standards Institution of Israel (Sll), a statutory non- 
governmental organization, is the sole authority for the development of standards and for permitting manufacturers 
the use of the Standard Mark, indicating that a product conforms to an Israeli standard. The Sll is largely a self- 
financing institution, but receives support (5% of its budget) from the Government for work on standardization. The 
Commissioner of Standardization (in the Ministry of Economy) is in charge of enforcement of mandatory standards 
and approval of testing laboratories. Depending on the type of standard, other agencies, such as the Ministries of 
Health, Communications, Agriculture and Rural Development, and Energy and Water are involved in developing or 
enforcing binding regulations based on standards pertinent to their fields of activity. Enforcement of food standards 
is mainly under the Ministry of Health; fuel and gas standards are under the authority of the Ministry of Energy and 
Water; and regulations governing key features of automobiles are under the Ministry of Transport. Israel is in the 
process of implementing regulatory impact analysis (RIA) within the Prime Minister’s office.

IV. Labour

A. Brief Introduction of Labour Laws and Regulations
Israeli employment law is very dynamic and circumstance-specific, and derived from and is based upon 

various normative sources, including for example, in addition to particular specific legislations, also case law, rules, 
regulations, applicable collective agreements and/or arrangements, extension orders, customs and practices at the 
work place, individual agreements and arrangements, etc, many of which sources are highly dynamic, changing, 
adapting and being renewed from time to time and on case-by-case circumstantial basis. Furthermore, particular 
statutory legislation includes, of course, general provisions and principles, but also specifies and details many 
exceptions and particular adaptations to specific circumstances, etc.

B. Requirements of Employing Foreign Employees
a. Work Permits

According to the applicable Israeli Law, a non-Israeli citizen may not enter Israel or stay in Israel unless such 
person holds a valid permit/visa to so enter and stay.



Citizens of certain countries are generally entitled to enter and visit Israel for up to three months, without 
obtaining visas in advance at the local consulates. They are either exempt from obtaining temporary visas or are 
automatically issued (at no charge) temporary visas for the purposes of such a visit, at the port of entry (subject, 
of course, to reasonable common sense discretion at ports of entry due to health, security and similar threats). 
Citizens of other countries may also be entitled to receive said temporary visas but this would require advanced 
application at the local Israeli mission (and in some cases the Israeli entity inviting the person can help facilitate 
through local application as well -  this requires additional discussion).

The legitimate purposes of such exempt or automatic entries and visits, include for example tourism and 
“business trips and do not include working purposes, even if the work is for less than three months. While the 
distinction between business trips and working may at times be difficult, generally short visits for specific meetings 
of non-productivity nature can be characterized as business trips, while engagement in actual working activity (even 
during short stays) runs the risk of being deemed working.

Any person who intends to stay in Israel for the purpose of actually working (even if such person will not be 
formally employed by a local entity, but rather, for example, may continue to be on the pay-roll of a foreign entity) is 
required to have a valid work permit in order to legally and legitimately enter, stay and work locally. Such a working 
permit/visa may be obtained as described below, but only when the potential foreign employee is out of Israel, and 
a tourist visa cannot be converted locally to a work permit.

The applicable law and regulations recognize the differences between “regular foreign workers (such as in the 
fields of house-care, agriculture, construction, etc.) and “experts.

The Ministry of Interior (MOI) is the authority responsible for issuing work permits/visas for foreign employees. 
The MOI recognizes two main different types of experts:

(i) Experts Receiving “Experts Wages” ( Wage Experts)
Wage experts are generally persons with significant specialized experience, higher education, often in 

specialized, technical positions. It is helpful to establish that their presence will create more job opportunities 
for local employees, and it is required to prove that either real steps were taken in order to try and recruit local 
employees for said position (which attempts were unsuccessful) or that the nature of the position is such that a 
local employee could not perform said position. It is required to guarantee that such Wage Experts receive a base 
salary of at least twice the average wage in the Israeli market, currently approximately NIS 19,000 (US $4,870 ).

(ii) Managers, Senior Representatives or Employees in Fiduciary Positions of a Foreign or International 
Company (Managers)

A Manager is defined by the MOI as “a person who aims or sets the goals of an organization (or units therein) 
and is in a senior position and responsible of the provision of the organization’s services throughout: supervision, 
control, authority to hire and terminate employees or recommend to do so and authority with respect to other 
human resources related acts”. A Foreign or International Company may receive up to 2 work permits for Mangers 
or Senior Representatives.

b. Application Procedure
The process of obtaining work permits for Wage Expert workers involves two main bureaucratic stages, as 

follows:
(i) Recommendation Application
The first step is to obtain a recommendation from the MOI (the Recommendation). The process of applying for 

and obtaining the Recommendation involves completing and filing a form and affidavit which includes, inter alia, 
information about the requested Manager/Wage Expert as well as information about the employing/inviting entity 
and the requested position. It also includes undertakings and representations by the employing/inviting entity, 
primarily regarding the conditions of the employment of the requested Manager/Wage Expert, his/her capabilities, 
the entity’s ability to comply with the payment and provision of the minimum payments and benefits to which the 
Manager/Wage Expert is entitled. Such form is to be signed by the authorized signatory of the employing/inviting 
entity (said signature is to be confirmed by an Israeli attorney), supported by additional documents. This process, 
being a bureaucratic one, and relating to the sensitive matter of foreign workers, is rather dynamic and subject to 
administrative changes in the forms and requirements from time to time, and therefore additional documentation 
and/or data may be required.

The application for the Recommendation for each Manager/Wage Expert entails fees which currently stand at 
approximately NIS 1,190 (US $300 at today’s rate of exchange) per application.

As far as timetables are concerned -  currently the MOI does not commit to a reaction time which is shorter 
than 45 working days.

The Recommendation, if issued, is generally issued per employing/inviting entity, per Manager/Wage Expert,
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on a name and passport number basis, and per position.
Each Recommendation is generally issued for a maximum of one year. The employing/inviting entity may 

request to extend the Recommendation for additional one-year periods, by undergoing the procedure described 
above, each year, subject however to the fact that under applicable law the maximum stay of a foreign worker, 
except for very special and unusual circumstances, is 63 months.

(ii) Visa Entry Application
The second bureaucratic stage of obtaining the required work permit is applying to the MOI for the issuance of 

an entry visa.
Generally speaking, the employing/inviting entity is required to submit to the regional bureau of the MOI, in the 

region in which it conducts its business, an application to invite a foreign worker.
This application is a standard form including personal details of the relevant Manager/Wage Expert, which 

form is to be signed by both the inviting entity (locally) and the employee (who is abroad at this time). Such form 
shall be supported with additional documents.

Although this stage is generally more technical and less subject to substantive discretion (other than general 
non-economical considerations such as health and security issues), practically, the process time for this stage can 
take up to an additional month and involves a meeting with the regional bureau of the MOI. Once the application 
is approved it generally takes about a week until it is actually stamped in the employee’s passport at the relevant 
consulate abroad.

According to the applicable law, a foreign worker suffering or from one of the following diseases may not work 
in Israel: Tuberculosis, Hepatitis, Syphilis, Gonorrhea and HIV.

Once an employee has been issued an initial visa, the extension of such visa granted is for a period of one 
year at a time, is done locally and does not require the Wage Expert/Manager to leave the country. However, the 
process still includes first obtaining the Recommendation and re-submitting all of the supporting documents.

Except in very unusual and special circumstances, the visa will not be extended if such extension will result in 
a total stay exceeding 63 months. Each extension will entail fees, as provided above.

c. Social Insurance
(i) Social Security (including Health Insurance)
As of January 2015, the percentages paid by the employer and the percentages that are to be deducted 

from employees on account of social security (including health insurance) for foreign workers are as follows (the 
percentages refer to the employees gross monthly salary):

Employers Payments Employee Payments

Up to a salary of NIS 5,556 0.49% 0.04%

Up to a salary of NIS 43,240 2.34% 0.87%

(ii) Social Benefits for Foreign Employees
According to the Foreign Workers Law (Prohibition of unlawful employment and assurance of fair conditions) 

law 5751-1991 and regulations promulgated there under (the “Foreign Workers Law”), foreign employees 
are entitled to social contributions to a pension fund under Israeli law, while working in Israel under an Israeli 
employment agreement. Since, currently, and in the absence of regulations addressing the subject matter, there 
is no actual possibility to insure foreign workers in pension funds in Israel, the Ministry of Economy has issued 
guidelines addressing the method of payments instead of pension payments to foreign employees, until such time 
regulations will actually be promulgated.

According to said guidelines, employers are required to make the payments due to the pension fund to a 
special bank account (subject to gains) in the name of the foreign employee and release such payments in favor 
of the foreign employee upon termination of employment. These payments are subject to tax withholdings upon 
release to the employee.

The amounts required to be paid to said bank account are in accordance with the general extension order 
regarding comprehensive pension fund as detailed above.

(iii) Severance Payments
Pursuant to the Severance Pay Law, 57231963־ (the “Severance Pay Law”), a person who has been 

employed continuously for one (1) year by the same employer or at the same place of employment and has been 
dismissed by the employer, retired or died is entitled to receive severance pay.
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C. Exit and Entry
Was explained above.

D. Trade Union and Labour Organizations
Freedom of association has been recognized for many years as a fundamental right by Supreme Court and 

National Labour Court judgments.
Israel does not allow the “closed shop״ or “union shop”, since a National Labour Court judgment said that 

workers have the right not to join or not to join a union. However, in the organized sector of the workforce non- 
members are obligated by collective agreement to pay the union a service fee instead of union dues, thereby 
making lawful the “agency shop”. Non-members are entitled to the all the benefits set in the collective agreement.

There is no special statute regulating trade unions. Therefore, unions become legal entities according to the 
laws regulating non-profit organizations, the first such law being the old Ottoman law and the current one the Non- 
profit Organization Law. These laws require registering the organization, filing its’ by-laws, and filing an annual 
report and important decisions of the governing bodies. Labour Court judgments regard the union’s registered by- 
laws as the guidelines for union activity.

The Wage Protection Law allows the union and employer to agree that union dues are deducted by the 
employer from the workers’ salary and transferred to the union by the employer. This is also the case for union 
service fees which are paid to the union by non-members. Such agreements must be by a collective agreement.

E. Labour Disputes
In 1969 the Knesset passed the Labour Courts Law and thereby formed a separate judicial system dedicated 

to individual and collective labour disputes and issues.
The Labour Court System has a trial instance, consisting of five Regional Labour Courts, and an appeals 

instance, the National Labour Court, which sits in Jerusalem. The Regional Labour Court bench is composed of 
one professional judge and two lay members, one from labour and one from management. The National Labour 
Court sits with three professional judges and two lay members. In criminal cases there are no lay members and 
only the judges hear these cases. In national wide collective disputes the National Labour Court sits with three 
professional judges and four lay members.

Labour Courts jurisdiction is very broad and includes individual disputes between workers and employers, 
protective labour laws, collective disputes, disputes between a union and its members or an employer and his 
association, pension matters, workplace equality, administrative matters relating to workers, such as job tenders, 
occupational safety and health, employment agencies, protection for migrant workers, social security and the State 
medical insurance. With regard to tort actions, the Courts have jurisdiction over the following actions where they 
are related to a labour dispute: trespassing, breaching of statutory duty, and inducing the breach of a contract. 
Approximately 30% of the cases filed in the Labour Courts relate to social security. Labour Courts hear cases 
concerning workers’ compensation, unemployment insurance, disability benefits, maternity benefits, death benefits, 
guaranteed annual income, senior citizens pensions, and children’s benefits. The Labour Courts also hear matters 
concerning ratifying or canceling arbitration decisions.

The Labour Courts are developing alternate dispute resolution (ADR) programs. Lay members do mediation 
and settled about 4,500 cases in 2001. All lay members acting as mediators are required to take mediation 
courses. About 400 cases were settled in 2001 by private mediators, to whom the courts referred the parties. The 
courts also referred parties to arbitration. Mediation is not compulsory, but actively encouraged by the courts.

V. Intellectual Property

A. Brief Introduction of IT Laws and Regulations
Laws of the State of Israel governing intellectual property rights undergo continuous change with the aim of 

keeping up with technology and the industries demands. Ordinances (remnant of the British Mandate common law 
influence) were and are amended and new laws enacted (usually influenced by EU directives and regulations). 
In parallel the precedential Israeli Judicial branch fills the gaps with updated court rulings, on many occasions 
following the most recent U.S court rulings.

Currently, protection of rights in computer programs (software) in Israel is offered by The Copyright Act, 2007 
as computer programs are considered by the applicable law and practice to be “work of Literature”.

The Copyright Law is directed to protect the expression of an idea, but not the idea per se. Hence, it is mainly 
the source code and the design of the user interface that are effectively protected. Israeli courts are reluctant to
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rule for infringement of software copyrights without proof that the source code was copied or that the user Interface 
of the software is materially similar (Tel Aviv District court 3 8 9 1 8 0 9 ־12־  Danel Software vs. Gil snapir, Jan 4th 
2012).

Copyrights are deemed to be created the moment the work of literature is created (even without publication), 
as the State of Israel does not maintain organized copyrights registration procedures.

Similar to the common “works made for hire” principal, the Copyright Act grants the employer first ownership 
over copyrightable work made by an employee in the course of and during his/her employment, unless otherwise 
agreed to be the parties.

With respect to contracted work (i.e. non-employee services providers) first ownership of the copyrightable 
work is granted to the creator, unless expressly or impliedly agreed to otherwise by the parties.

In general, the term of copyrights subsists during the life of its author and for 70 years after his death.
Copying of a computer program for purposes of back up, maintenance, correction of errors, examination of the 

data security in the program, correction of security breaches and protection from such breaches may be regarded 
under certain circumstances as “Fair Use” and hence not be deemed copyrights infringement.

B. IT, Patents and Designs
Currently, in order to obtain patent protection for software under The Patents Law of 1967 the applicant must 

show that the use or that the consequences of the use of software has results in the physical world, meaning 
the software must interact with hardware as well as meet the applicable tests for patent eligibility (e.g. novelty, 
inventive step etc).

A patent granted in Israel covers a standard protection period of twenty years.
Patent applications may be filed in Israel through the Patent Cooperation Treaty (the “PCT”) while the Israel 

Patent Office serves as a receiving office for PCT applications originating in Israel.
Patent protection will only be granted after the patent office has examined the patent application to confirm 

that the invention meets patentability criteria. Oppositions with respect to patent grants must be made within 3 
months from the date of publication in the Reshumot (Government Official Gazette).

Patents may be applied for by the owner of the invention or a person deriving title therefrom and may be 
assigned or licensed. If it is proved to the Registrar’s satisfaction that an owners of a patent is misusing his/her/ 
its monopoly, the Registrar may order a compulsory license to exploit such patent by others. Compulsory licenses 
may also be ordered if it is necessary to assure public access to a reasonable quantity of medical supplies.

The Patents and Designs Ordinance, 1924 and the Designs Regulations 1925 governs the rights of designs, 
though The Designs Act is in under legislation process and close to being finalized and enacted.

‘Design’ is the lines, shape, pattern or decoration that is visually noticeable on the final product. In order to file 
and register a design in Israel, the design should be a new and original design which was not previously published 
in Israel. A design may be registered with respect to any industrial product that has a shape, form or decoration 
which is dominantly visible in the final product.

Application for registration of a design is submitted to the Patent Office which examines the application for 
eligibility. Upon acceptance, a certificate of registration will be issued and from that date forward for as long as the 
design is valid, the holder will have exclusive right to prevent, in Israel, all others from offering for sale products 
bearing the design that are within the scope of the registration. Design protection under Israeli law is available for 
a term of up to 15 years from the date of application.

According to the Patents and Designs Ordinance 1924, there is no protection for unregistered design rights 
in the state of Israel. However, the Supreme Court has granted protection to unregistered designs based on the 
Unjust Enrichment Law 1979; (933/96, ASIR Import Export and Distribution Ltd v Accessories and Commodity 
Goods Forum Ltd, SIP 42(4) 289). Additional protection for an unregistered design may be based on the tort 
of ‘passing off’ if there is proof that the product’s shape has gained goodwill in the market associated with the 
manufacturer and there is a likelihood of confusion as to the origin of the goods.

C. Trademark Registration
Under the Trade Marks Ordinance (New Version) 1972 and the Trademarks Regulations 1972 trademarks are 

registered with the Trade Marks Registrar.
Trade mark is defined as a mark which distinguish the goods of the proprietor of the mark from those of others 

(a mark so adapted being hereinafter referred to as a “Distinctive Mark”). A mark can be a design mark(Iogo) or a 
name mark (name of a product or a service).

A trade mark may be limited in whole or in part to one or more specified colours, and in such case the fact 
that it is so limited-shall be taken into consideration by the Registrar or Court having to decide on the distinctive



character of such trade mark. If a trade mark is registered without limitation of colour, it shall be deemed to be 
registered for all colours.

When an application of registration has been accepted, whether absolutely or subject to conditions or 
limitations, the Registrar shall, as soon as possible after such acceptance and at the expense of the applicant, 
publish the application, as accepted, in the prescribed manner, specifying every condition and limitation subject to 
which it has been accepted.

Any person may within three months, or within such other time as may be prescribed, from the date of the 
advertisement, file with the Registrar a notice of opposition to the registration of the mark.

The date on which the application for registration of a trade mark was filed shall be entered as the date of 
registration thereof.

D. Privacy Law
a. Databases

Under the Protection of Privacy Act, 1981 (“PPA”) an owner of a computerized database must apply for the 
registration of the database, if any of the following conditions is met: (1) the database contains data about more 
than 10,000 people (2) the database contains sensitive data (person’s personality, private affairs, state of health, 
economic situation, opinions and faith, and other information deemed to be sensitive data by order of the Minister 
of Justice) (3) the database contains data about natural persons not provided by them, on their behalf or with their 
consent (4) the database is used for direct mail.

The application must be submitted to the Registrar of Databases in the Israeli Law, Information and 
Technology Authority (“ILITA”).

If the information is not obtained directly from the data subjects, the applicant is required to provide extensive 
details about the sources of the information, including -

Means of collection, Frequency of collection, Source information, Types of information received from the 
source;

The applicant needs to indicate if any information is transferred from the database to third parties (other 
than database holders) and provide details about them, including, identification and contact details, third parties’ 
registered database number, types of information transmitted, the frequency of data transfer, the purpose and legal 
authority for transferring the data.

If a database is used for direct mailing services -  a copy of the consent form indicating the data subjects’ 
consent to the transfer of information about them to third parties, and terms issued by the applicant for transferring 
the information to third parties.

b. Measures for IT Protection
The District Courts of the State of Israel are granted jurisdiction over appeals on decisions of the Registrar of 

Patents, Designs and Trademarks and all other intellectual property litigation arising out of patent and registered 
design cases. Infringement matters in all fields of intellectual property will either begin in the Magistrate’s Courts 
or in the District Court depending on the value of the amounts in controversy. Criminal infringement actions will 
generally be heard by the District Courts.

c. Civil Remedies
Under the Copyright Law: Copyright infringement occurs when a protected work, has been reproduced, 

publicly performed or displayed without authorization, etc. The Courts may grant interim injunctions as a form of 
temporary relief which remains in force until a final verdict is given, or, until the court decides to cancel interim 
injunction due to change of circumstances.

The grant of injunction is discretionary with the Court. Temporary injunction against an alleged copyright 
infringer will be granted only the Court finds that the potential damage to the copyright owner significantly 
outweighs the potential damage the alleged copyright infringer will incur during the time it/s/he awaits trial or 
settlement of the matter. A permanent injunction may be obtained together with monetary remedies of damages, 
lost profits and costs as well as attorney’s fees.

SPAM -  In general and according to amendment no. 40 to the “Communications (Bezeq and Broadcasting) 
Act - 1982” an advertiser may not send commercial communications by Electronic Message means without 
obtaining the explicit, written, advance permission of the recipient. A recipient may revoke it/s/he permission at 
any time. The Court may award in respect of each violation compensation that does not depend on the damage 
actually incurred by the recipient in an amount of not more than NIS 1,000 per each message.

d. Criminal Proceedings
Criminal proceedings may be commenced either by a prosecutor on behalf of the state or, where applicable, 

by an individual.
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Unauthorized access to a computer system, cyber attacks or any other computer espionage may constitute 
a ‘computer crime' under the Israeli Computers Law, 57551995־. Under said law, any change, distortion or 
disruption to a computer software, unlawful or unauthorized access, or presenting of false output information may 
constitute a criminal offence, with penalty of up to 5 years imprisonment. Privacy rights may also be enforced 
by The Eavesdropping Act -  1979 which prohibits the unlawful intrusion to computer material. Such intrusion to 
information stored in a computer may be deemed a criminal offence with penalty of up to 5 years imprisonment.

VI. Environmental Protection

A. Department Supervising Environment Protection
The supervising governmental body is the Israeli Ministry of Environmental Protection (hereinafter: “Ministry”), 

founded by a government resolution No. 5 in 1989. It drafts and develops general national policy, strategies, 
standards and priorities pertaining to the environmental protection. It consists of six main divisions which regulate 
administration, planning and policy, supervision, infrastructure, local government and natural resources. The 
Ministry further operates six distinct geographical offices (north, south, centre, Tel-Aviv, Jerusalem and Haifa) 
created to accommodate unique local environmental features and needs.

These municipal authorities work alongside the Ministry and provide another layer of environmental protection. 
They supervise, enforce, and to a certain limited extent regulate, matters involving environmental protection. 
They do so under specific municipal environmental legislation allowing them to take specific supervisory and 
enforcement measures (e.g. waste removal, environmental planning, business licensing), and also under general 
environmental legislation not limited to the local tier, which enables them to send out supervisors on their behalf 
(such as the Clean Air Law 57682008־, Maintenance of Cleanliness Law 57441984־ and the Collection and 
Disposal of Waste for Recycling Law, 1993). Under these municipal authorities there exist 52 urban environmental 
units forming yet another extension of the Ministry. They are in charge of implementing environmental policies on a 
local level, as well as serve as an advisory body to the municipal authorities.

Lastly, another governmental regulator is the Water Authority, which supervises and enforces legislation 
pertaining to water pollution. It also publishes the relevant rules of water and sewage corporations. Other relevant 
bodies are the Nature and Park Authority which works under the Ministry, and the Mining Authority, and the Israel 
Land Authority, both which work under specific legislation.

B. Brief Introduction of Laws and Regulations of Environment Protection
Environmental protection laws in Israel have been developing by way of legislation, regulation and case-law 

from the early 1960s, with legislation relatively quickly advancing in the past 25 years.
The first wave of legislation included laws setting a rather broad base for environmental protection. They are 

still in force and include, among others: Abatement of Nuisances Law, 57211961־ legislated to prevent air, water 
and noise pollution; Licensing of Business Law, 57281968־ to supervise and enforce environmental standards in 
relation to polluting plants; 1971 amendment to the Water Law, 57191959־; Streams and Springs Authorities Law 
 which protects natural resources around rivers, and the Public Health Ordinance 1940, which was ,־57251965
amended in 1969 and regulates the quality of drinking water.

Unlike the first generation, the second wave of legislation starting from the mid 1980s is specifically targeted 
and addresses issues such as pollution prevention, maintenance of natural resources, regulation of emission and 
encouragement of reporting. This wave includes Maintenance of Cleanliness Law 57441984־ which addresses 
littering in public; Hazardous Substances Law 5753-1993 that regulates safe management of hazardous 
substances; Deposit on Beverage Containers Law, 1999 aimed at reducing landfill waste and encourage recycling; 
Non-Ionizing Radiation Law, 2006; Clean Air Law 57682008־; Packaging Management Law 57712011־; Electrical 
and Electronic Equipment and Batteries Law and Environment Protection Law (Pollutant Release and Transfer 
Register) 2012.

Furthermore, alongside the primary legislation, the Ministry and other bodies (such as the Water Authority or 
municipal authorities) have enacted secondary legislation in the form of regulations. These specifically implement 
existing legislation and focus on specific issues such as prevention of water pollution, treatment of wastewater, 
air quality and automobile and factories emission standards, and work under a licensing framework and under the 
Business Licensing Law.

Another aspect of environmental protection is achieved through planning law, due to the fact that the former 
stands at the basis of the latter, and must thus form an integral part of any potential plan. Thus, specific obligations 
pertaining to environmental protection are inserted into development plans pending approval. This is mainly done 
under the Israel Land Authority. Another important tool in this regard are the Environmental Impact Assessments
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Regulations, 2003, which mandate the examination of future plans based on their environmental impact.
On top of the primary and secondary legislation already reviewed, numerous other mechanisms of supervision 

and monitoring have also increased in the past two decades. Most notably:
a) Administrative Enforcement -  used by the Ministry. It is swift and efficient due to the fact that it does 

not mandate any recourse to court but is based on hearing conducted in the Ministry. It may lead to a fine or 
injunctions imposed to prevent the nuisance or remedy it, the latter entailing shutdown of the factory.

b) Criminal Enforcement - specific environmental legislation criminalizes non-compliance based on strict 
liability (thus proof of existence of pollution, as opposed to mens rea, is sufficient). Directors, CEOs and other 
senior employees may also face such criminal responsibility, and some laws may even allow private citizens to 
initiate the criminal proceeding. Such procedures usually result in substantial fines and injunctions to prevent 
pollution or remedy it, with imprisonment rarely being imposed.

c) Civil Enforcement -  the Prevention of Environmental Nuisances (Civil Action) Law enables plaintiffs to 
initiate a civil proceeding against any potential nuisance/poilution maker. The court fee to be submitted is quite low 
and these procedures are brief, with the remedy provided an injunction to restore the situation to the way it was. 
Some legislation further allows for representative action, which is used by environmental activists to claim millions 
worth of environmental damages.

C. Evaluation of Environmental Protection
In a relatively short period of time, Israel has put in place a vast regulatory framework to environment 

protection. It encompasses various governmental bodies, all which posses parallel powers, and mandates an array 
of supervisory schemes and remedies. It also allows for privately initiated proceedings to take place.

This current legislation attests places environment protection as an important factor in the industry. Indeed, 
most factories now consider their compliance with this legislation both daily and on special major such as M&A, 
increase in activity and venturing into new directions.

Nevertheless, environmental enforcement is not always consistent or equal. Enforcement is sometimes used 
in a patchwork sort of response, rather than based on an organized agenda. The Ministry has limited resources 
to conduct criminal or administrative investigations: out of a total of about 600 employees, only 30 are under its 
executive branch (the “Green Police״), although other enforcement bodies, whether municipal and governmental 
function, do exist in parallel. Fragmented legislation in this field also hints at the not-necessarily consistent basis of 
environmental protection. Regulation is divided by resources and topics while lacking a more systematic viewpoint. 
The system itself is well aware of this: in the past two years the Ministry of Justice has been advancing legislation 
to incorporate all existing environmental law under one roof, unlike current situation whereby for example a 
business may need many different permits from many different authorities.

On the other hand, environmental protection in Israel has a relatively significant civil public participation. 
Environmental NGOs and private activists take part in shaping environmental law, both by turning to the courts, 
but also by participating in the procedures of permit allowances and planning laws. A specific law was enacted to 
give the public a “sit” in committees established in order to put an emphasis on environmental considerations (the 
Representation of Environmental Public Bodies Law (Legislative Amendments), 2002). Furthermore, as part of 
the Freedom of Information Law, 57581998־ special emphasis is put on disclosure of environmental information, 
which is a condition precedent in order to allow for civil participation in the environmental decision making-process. 
Citizens and civil groups therefore form an additional active player in the legal field once controlled solely by 
government and by holders of interest.

VII. Dispute Resolution

A. Methods and Bodies of Dispute Resolution
Israeli dispute resolution system consists of several dispute resolution mechanisms operating in addition to the 

Judiciary system of the state. These mechanisms can be activated as part of the governmental judicial process, as 
an alternative to the process or before the beginning of the process. The main mechanisms for alternative dispute 
resolution are: mediation and arbitration.

a. The Judicial System
According to the ‘Basic Law: Judiciary’ the judicial system of Israel consist of three courts -  the Supreme 

Court, District Court and the Magistrates Court.
The Supreme Court is the highest court and it acts under two hats: one, as a further appellate court that re- 

evaluates decisions by the lower, district courts, and second, sitting as the High Court of Justice acting as a court
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of first instance, in matters concerning the legality of decisions regarding state authorities, authorities, government 
bodies, courts and tribunals.

The District Court has jurisdiction in any matter not within the sole jurisdiction of another court. In criminal 
matters, the courts have jurisdiction over cases where the accused faces a penalty of at least seven years 
imprisonment. In civil cases, they have jurisdiction over cases in which more than two and a half million shekels are 
in dispute. It also functions as an appellate court for the Magistrates Court’s decisions. In addition, it serves as the 
Administrative Court and the Court of Water Issues.

The Magistrate courts serve as basic trial courts. In criminal matters, they hear cases where the accused 
faces up to seven years imprisonment, and in civil cases, have jurisdiction over matters up to two and a half million 
shekels and claims related to the possession and use of property. The courts also act as traffic courts, municipal 
courts and family courts.

Alongside the regular court system, there are several courts authorized by law to deal with specific matters, 
including Labor Court, Religious courts (rabbinical court and courts of other religions), Military Court and the Court 
of Discipline.

b. Mediation
Mediation is an alternative dispute resolution process where a neutral third party assists disputing parties 

in resolving conflict through the use of specialized communication and negotiation techniques. Mediation is a 
voluntary process and entirely non-binding, as the parties may terminate the process at any stage. The process is 
confidential, and the mediator has no authority to make a decision -  he simply guides the process in a constructive 
direction and help the parties find their optimal solution.

c. Arbitration
The arbitration procedure, similar to the judicial process, the sides present their arguments and the arbitrator 

decides you win. However, the arbitrator is not subject to the procedural and evidentiary rules applied in the judicial 
process. The arbitration ruling is a ruling in accordance with the Arbitration Act. In addition, the parties can establish 
in the Arbitration Agreement the possibility to appeal, under the court’s permission, if there was a material error in the 
application of the law which, as a result, caused miscarriage of justice. The use of arbitration as an alternative dispute 
resolution requires the existence of an agreement between the parties regarding settlement of the dispute.

B. Enforcement of Foreign Rulings
The common practice in the Israeli law stipulates that a foreign ruling does not automatically become 

Israeli law. In order that a foreign ruling be valid and could be enforced in Israel, it should undergo a process of 
absorption into Israeli law. This issue is regulated in the Foreign Judgments Enforcement Law, 1958.

According to Israeli law, there are two types of procedures, both of which require judicial processes, for the 
absorption of foreign ruling in Israeli Law:

a) Enforcement -  used for rulings that impose personal liability (monetary, injunction, etc.), designed to enable 
execution of the ruling in Israel.

b) Recognition -  Declaring that the ruling is valid in Israeli law. This procedure is designed for a range of 
Israeli civil judgments that do not require an execution procedure (validation of probate or an adoption order made 
outside of Israel).

a. The Enforcement Procedure
Request for enforcement shall be submitted to an Israeli court, when accompanied by an affidavit in which the 

applicant must specify the facts supporting the conditions of enforcement, as follows:
a) The ruling was given by a country authorized to do so by its the country’s law -  examination of the 

international authority of that State, no questions about local jurisdiction.
b) Res Judicata: the ruling should be a final judgment. The applicant needs to prove that there is no possibility 

to appeal, if it was appealed the ruling was given, or the time to file an appeal has passed.
c) Ruling should be enforceable in the same country it was given -  the applicant needs to prove that, legally, 

the ruling is enforceable in the foreign country where it was given.
Article 6 of the Foreign Judgments Enforcement Law lists a number of defenses against the enforcement of 

foreign rulings in Israel: (1) the ruling was obtained by fraud; (2) the opportunity given to the defendant to state 
his case and bring evidence before the ruling was given, was in the court’s opinion, unreasonable; (3) The ruling 
was given by a not competent court according to the rules of international law applicable in Israel; (4) the ruling is 
contrary to another judgment given in the same matter between the same sides and is still valid; (5) When filing a 
claim in the court of the foreign country, a trial was pending in the courts of Israel related to the same matter and 
between the same sides.
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b. Recognition
According to Article 11 of the Foreign Judgments Enforcement Law, there are two types of recognition of 

foreign rulings:
First, direct recognition: recognizing it entirely as a ruling of an Israeli court. According to Israeli precedents, 

recognition can be done only if the country of the ruling signed a treaty with Israel concerning this matter, and 
when the treaty applies to the relevant ruling. Israel has an enforcement of foreign rulings treaty with only four 
countries: Germany, Austria, Britain and Spain.

Second, indirect recognition: recognizing it during the hearing of another matter. Unlike the direct recognition, 
there is no need for a treaty between Israel and another country, but the applicant must prove that the ruling should 
be recognized for the purpose of justice.

VIII. Others

A. Summary of Commercial Bribery Law in Israel
The laws related to bribery in Israel are included in Chapter 9, Article 5 of the Israeli Penal Law 57371977־ (the 

“Penal Law”). Chapter 9 deals in general with all issues of crime relating to public order and justice.
Article 5 deals with all types of bribery, including both commercial bribery and other forms of bribery, such 

as bribery in sports competitions and election bribery. For the sake of this overview we shall discuss only 
commercial bribery. Regarding commercial bribery the Penal Law includes both bribery of domestic and foreign 
public officials.

a. Taking of a Bribe
Section 290 of the Penal Law sets forth the offence of taking a bribe. This offence occurs when a “public 

official” accepts a bribe for an act connected to his position. The law does not include a specific definition of bribery 
but Section 293 of the law provides a broad definition as to:

° the monetary form of the bribe (cash, in kind, a service or any other benefit);
• the benefit received for the bribe (whether it was given for an act, an omission, for a delay, acceleration, 

impediment, for preference or for discrimination; and even if it was not for a specific act but only to obtain 
preferential treatment in general);

8 the recipient of the benefit (whether it was for an act of the person who took it or for his influence on the 
act of another person; whether it was given by the person himself or through another person; whether it was 
given directly to the person who took it or to another for him; whether it is enjoyed by the person who took it or by 
another);

• the timing of the provision of the bribe (whether in advance or after the event); and
• the position of the public official that took it (whether the function of the person who took was one of authority 

or service, permanent or temporary, general or for a specific function, and whether its performance was with or 
without salary, as a volunteer or in the discharge of an obligation);

In addition Section 293(7) states that an act can be a bribe even if for provide in to caused the public official to 
act in a manner that he is required by virtue of his position without deviation from the performance of his obligation.

Section 294 also provides that an act of solicited or stipulated of a bribe, even if one is met with no response 
shall be considered a bribe.

b. Definition of Public Official
Section 34X of the Penal Law defines a Public Official as:
8 a State employee, including a soldier;
• an employee of a local authority or of a local education authority;
8 an employee of a religious council;
• an employee of various quasi governmental offices;
• an employee of an Employment Service office;
• an employee of an enterprise, institution, fund or other body in the management of which the Government 

participates, including a member of the board or management of those bodies;
8 an arbitrator;
8 the holder of an office or function under a law, whether by appointment, election or agreement, even if he is 

not one of the public officials enumerated;
8 a director on behalf of the State in a Government company, Government subsidiary company or mixed 

company, and an employee of a Government company.
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Section 290(b) adds that for the sake of bribery this definition includes the employee of an entity that provides 
services to the public.

Section 294(c) adds that this includes a candidate for a position that has not been appointed yet and an 
appointee who has yet to begin serving in his function.

c. Giving a Bribe
Section 291 defines that the provision of a bribe to a public official is also a crime. This crime is punishable by 

a shorter sentence than that of the public official that received the bribe.
Section 294(b) states that one who offers or promises a bribe even if he is refused is liable under this offense.

d. Bribing a Foreign Public Official
Section 291A sets forth the crime of bribing a foreign public official and states that provision of a bribe to 

foreign public official for an act connected to his position, to obtain, assure, promote business activity or other 
advantage in relation to business activity, shall be treated in the same manner as a person who commits an 
offence under Section 291.

A “foreign government” is defined to include national, local and district governments.
A “foreign public official” includes (1) employees of a foreign country and any person holding a public office 

or exercising a public function; including in the legislative, executive or judiciary branch of the foreign country, 
whether by appointment, by election or by agreement; (2) A person holding a public office or exercising a public 
function on behalf of a public body constituted by a law of a foreign country, or of a body over which the foreign 
country exercises, directly or indirectly, control; (3) An employee of a public international organization, and any 
person holding a public office or exercising a public function in such organization.

e. Bribery Through a Third Party
Section 295 of the Penal Law sets out that if a person received consideration in order to give a bribe, he shall 

be punishable like a person who took a bribe, and it shall be immaterial whether or not any consideration is given 
to him for his action as intermediary, or whether or not he intended to give a bribe.

If a person received consideration in order to induce a public official or foreign public official to give undue 
preference or to practice discrimination, then he shall be punishable like a person who gave a bribe.

One who provides the consideration in the two abovementioned situations shall also be punishable as one 
who took a bribe.

f. Private Bribery
Israeli law does not have a private bribery statute.

B. Introduction to Israeli Project Contracting
a. Permission System-Public Utility Authority-Electricity

The construction and operation of a power station requires, amongst others, an electricity production license 
from the Public Utility Authority -  Electricity (hereinafter: “the IEA”), the regulatory authority that regulates the 
electricity production in Israel.

As of 1996, the Israeli Ministry of Energy has enabled independent power providers, (IPPs), to enter the field 
of electricity generation.

A person or corporation wishing to engage in electricity manufacturing has to submit an application to the IEA 
for a conditional license, and meet the following pre-requisites: (1) Proof of rights to the land on which the applicant 
intends to erect the plant (such as ownership, lease, right of use); (2) proof of the financial means available 
for the applicant to carry out the licensed activity as well as the equity investment; (3) the ability to connect the 
facility to the electricity grid; (4) commitment to provide the IEA with a bank guarantee upon receipt of the license. 
(5) compliance with all requirements under the Law for Construction.

An applicant who meets these criteria and other legal requirements set in the Electricity Sector Law (1996) 
and other related rules and regulations, receives a conditional license.

The conditional license is granted for 42 months, during which the licensee has to meet several milestones, 
such as the procurement of a construction permit, tariff approval and financial closure. In certain cases, a licensee, 
who meets all the milestones set in the conditional license, is granted a permanent license valid for 20 years.

b. Prohibited Areas
The Israeli legislation contains several regulations and limitations on investments by foreign companies in 

specific Israeli entities. Below are some examples from different fields:
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a) Telecommunications
The telecommunications sector has been gradually opened to competition since 1996. However, the 

Communications Law (Telecommunications and Broadcasting) of 1982, still provides a number of restrictions on 
foreign investment. For example, the law sets forth several restrictions on direct foreign investment in this sector, in 
cases that raise concerns regarding essential interests, including, inter alia, national security interests and proper 
functioning of networks during times of crisis.

b) Railways
In accordance with The Port Authority Law of 1961, national train services in Israel are provided exclusively by 

a government-owned company (Israel Railways Ltd.). As of today, there is no possibility for a private corporation to 
provide national train services in Israel. This market access limitation applies both to foreign and domestic private 
investors.

According to Section 46A of the 1972 Railroad Ordinance (New Version) the Minister of Transportation is 
entitled, subject to the approval of the Government, to grant a franchise to a nongovernmental-owned corporation 
to build, operate and manage the local railroad, provided that the company is registered in Israel.
c) Defense

Under the Israeli Control of Commodities and Services Law -  1996 it is possible for the executive branch to issue 
an order limiting the sale of an essential company which could include a defense company. In addition, any sale of a 
defense company that has a security clearance could require the approval of the Director of Security of the Defense 
Establishment (DSDE). Any disclosure of defense technical data to a foreigner would be subject to the receipt of an 
Export License and prior to contemplating such disclosure there would need to receive a Marketing License.

d) Invitation to Bid and Bidding
In 1993, the Mandatory Tenders Law (hereinafter “The Law”) was enacted in order to oblige governmental 

entities, statutory entities* governmental corporations, universities and health maintenance organizations to make 
procurements by way of public tenders.

Section 2 (a) of The Law, states general tender obligation:
“The State and any government corporation, religious council, health fund and institution of higher education 

may not enter into a contract for the execution of a transaction in goods or in land, or for the execution of work, or 
for the purchase of services, except pursuant to a public tender that allows every person an equal opportunity to 
participate in i t ”

At present, the Israeli government performs thousands of tenders yearly, in every aspect Transactions 
estimated in billions are concluded through public tenders. In fact, most of the government’s business 
communication is performed by the way of tenders.

The public tender aims to ensure egalitarianism in the public perspective by giving equal opportunities to all 
bidders. From the economic perspective, the Legal Tender Laws expresses the principle of dealing efficiently with 
the public funds. This happens by achieving maximum gain at minimal cost.

The Tender Law in Israel is a field of law with extensive, disproportionate litigation considering its actual 
scope. One possible reason for this is that the law is designed in a way that if a bidder claims there is a flaw in 
the authority’s act, it can only be cleared up in court. Additionally, the Tender Law is a relatively new, developing 
branch in the legal field, and is still in its formative years.

Section 4 of the Law authorizes the Minister of Finance to establish regulations that set the way for exemption 
from tendering as well as holding “closed tenders” in various ways.

Section 3 of the Mandatory Tenders Regulations 1993 elaborates the subsections stipulating the exemptions 
from tendering. The noticeable exemptions are: low value transactions, homeland security, foreign affairs security 
and the need for rapid communication in order to prevent actual damage.

Entities at the sub-central level, are covered by the Municipalities Ordinance and its regulations. Section 197 
of this Ordinance requires the municipalities to publish a public tender for the purchase of goods and execution 
of works. The Municipalities Regulations, which are the implementing regulations for Section 197, stipulate the 
procedures required for tendering and in addition make reference to the Accountant General’s Finance and 
Business Regulations.
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