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New Tax Ruling — The Israeli tax implications for

foreign investors operating through an Israeli
representative

On February 7, 2018, the Israeli Tax Authority ("ITA") published ruling 6631/18 (the
"Ruling") addressing the issue of when a non-Israeli investment entity will be treated
as having a business activity carried out in Israel. Further, the Ruling provides the
allocation method for determining what portion of the income of such investment
entity will be deemed Israeli taxable income attributed to the business activity.

General

In general, non-Israeli residents are exempt from tax on capital gains derived from
the sale of securities of Israeli companies, provided that certain conditions are met,
including that the gain is not attributable to a permanent enterprise of the non-Israeli
resident in Israel. The term "permanent enterprise" is undefined but as a practical
matter should be viewed as a similar to the treaty concept of permanent
establishment.

Non-Israeli investors in Israeli or Israeli-related companies often engage Israeli
professionals to assist in the investment process. In these situations, the main tax risk
is that such service provider may create a permanent enterprise or, in case a tax treaty
is applicable, a permanent establishment ("PE") in Israel for such investor.

The Ruling
The Ruling (The original ruling, The ruling translation), addresses a case where a

non-Israeli partnership (the "Investment Entity") that has only one limited partner,
was deemed to have a business activity carried out in Israel with the outcome that
some of its income is treated as Israeli source business income.

The Ruling appears to treat the General Partner, the Services Company and/or the
Committee as representatives of the Investment Entity with the result that the activity



http://app.activetrail.com/ShowCampaign.aspx
https://cdn-media.web-view.net/i/axteeushww/original_rulling.pdf
https://cdn-media.web-view.net/i/axteeushww/Ruling_translation.pdf

of the Investment Entity that is performed in Israel was deemed a business activity
that generates income in Israel according to the "Cost Ratio" as provided in the Ruling.
Importantly, under the specific facts of the Ruling, the Investment Entity did not
qualify for the tax exemption arrangement commonly provided to investment funds.

The Investment Entity's structure and the Ruling's facts may be represented as follows:
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Summary

1. The Ruling appears to establish a low threshold for treating foreign investors as
engaged in business activity carried out in Israel.

2. Based on conversations with the ITA, the ITA has expressed a view that this Ruling
is of limited application due to its unique factual circumstances. We believe that
the facts of this case are not all that unique and may have broader applicability.
We are currently discussing this issue with the ITA.

3. We note that according to the facts of the Ruling, the Limited Partner is resident in
a non-treaty country. If the Limited Partner were resident in a treaty country, the
applicable treaty should apply to determine whether such Limited Partner has an
Israeli PE.

4. While the Ruling reflects the position of the ITA, the Ruling does not have the force
of law, and neither taxpayers nor the courts in Israel are bound to accept the
position of the ITA as provided in the Ruling.

In our view, the Ruling emphasizes the need for foreign investors that operate in
Israel to closely analyze their operations in light of the Ruling. Where appropriate,
they should develop strategies and procedures to mitigate any Israeli PE exposure.
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For additional information about our firm's Tax group, click here

This newsletter is provided for informational purposes only and does not constitute tax
advice or a tax opinion; Therefore, it should not be implemented without consulting with
the tax partners of our firm.

0000

To join our newsletter click here

Meitar Liquornik Geva Leshem Tal, Law Offices. 16 Abba Hillel Rd. Ramat Gan, Israel, +972-3-6103100

Unsubscribe | Report spam



http://meitar.com/people/grossman_shaul
mailto:sgrossman@meitar.com
http://meitar.com/people/keren_shitrit
mailto:kerens@meitar.com
http://app.activetrail.com/OptOut.aspx
http://app.activetrail.com/SpamAbuse.aspx
http://meitar.com/practices/taxation
https://www.facebook.com/meitarlaw/
https://www.linkedin.com/company-beta/64410/
mailto:info@meitar.com
http://meitar.com/
http://meitar.com/newsletter

