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REPORT OF THE COMMITTEE FOR INTERNATIONAL TAX 
REFORM IN ISRAEL 
 

The Committee for International Tax Reform (“The Committee”) published 

its report during the second half of November 2021 (“The report”). 

The committee was established by the Israeli tax Authority (“ITA”) and 

included representatives from the various relevant professional 

organization (such as the Israeli bar, the institute of Certified Accountants 

etc.). 

The mandate given to the committee was to propose the necessary 

changes required to the Israeli Income Tax law considering recent 

development in the international tax law inter alia such as the BEPS and 

the anti-tax avoidance directive of the European Union (“ATAD”). 

Consequently, the report summarizes the detailed legal analyses carried 

out by the Committee in relation to a wide range of issues which are 

fundamental in the world of international taxation (e.g.: Individual tax 

residency, Sourcing rules, exit tax, taxation of shareholders in foreign 

companies and many more), Following that it provided its 

recommendations in relation to each. 

Since the process included consultation with representatives of the 

relevant bodies it is generally expected that most proposals will eventually 

be enacted. 

Inter alia, these included the following1: 

Residency for individuals  

 In a quest to simplify to process and create greater certainty the 

Committee proposed to apply irrebuttable presumptions relating to days 

 
1 The list below is non exhaustive as not al comments / topics are covered in this letter, but 
rather the main issues the author thinks may be of increased relevance. This includes 
reference to Reliefs for New Immigrants and Returning Residents as well as LLC Companies. 
In this respect reference is also made to a proposal to facilitate the return of residents to 
Israel by deviating from existing ruling 989/18 and proposing to amend legislation such that 
income that related to periods of vesting that the taxpayer was not an Israeli resident will 
not be subject to tax in Israel.  
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present in Israel under certain scenarios to determine residency. Where 

these are not met residency will be determined according to the “center of 

life” test, including the rebuttable presumptions under existing law. 

It is also clarified that residency and transfer can be during the year and 

therefore apply only to part of the year. 

Exit Tax 

The Committee is of the view that extensive changes should be introduced 

to existing law which will allow taxpayers to defer payment of tax until 

actual sale of assets on the one hand but will also ensure the collection of 

the tax. 

To this end the committee proposes two routes that may be adopted 

which have more extensive reporting requirements as well as give the 

assessing officer abilities to demand guarantees. The regimes will differ 

depending on whether the value of assets is more or less than NIS 3M. 

Basically, applying the current law to situations of less than NIS 3M and 

proposing a new law in cases the value exceeds NIS 3M. 

Other recommendations were also included, one of the most significant 

being that under the deferral route dividends distributed by a foreign 

resident company (until the exit tax is paid for the actual sale of the shares 

in the foreign resident company) will also be subject to the exit tax 

(consequently closing one of the principle existing loopholes in the law). 

Relief From Double Taxation  

Under current law Israel applies the basket system in facilitating the ability 

to apply foreign tax credits (i.e., can only apply credits within the same 

basket of income)  

To simplify to process it is recommended to re define sources of income in 

to 5 baskets (for this purposes)  

▪ A passive basket - which will include passive income 

▪ An active basket – which will include business like income 

▪ Capital gains basket - which will include capital gains. 

▪ A controlled Foreign Corporation (CFC) basket - which will include 

CFC income. 
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▪ A Foreign Professional Company (FPC) basket - which will include 

FPC notional income.  

In addition, it proposes to restrict the instances where credit may be 

carried forward.  Among other limitations, it is proposed not to allow the 

credit of taxes paid to countries that Israel does not have the ability to 

exchange information with! or paid to enemy countries! 

On the other hand, the Committee provides for significant improvements 

to the eligibility of the underlying tax credit in Israel allowing to credit taxes 

paid at the third and fourth tier under certain circumstances (including a 

50% holding in the third-tier company and an effective 12.5% holding)  

CFC 

The chapter on CFC includes several proposals of which some are referred 

to below: 

▪ Altering the definition of passive income: 

▪ To include insurance 

▪ To include royalty and interest income even if considered business 

like in certain instances.  

▪ As well as intercompany payments used to shift profit and erode the 

tax base where these cannot be justified under the BEPS. 

▪ Include a presumption that capital gains derived from the sale of IP 

held more than a year even if business like. 

One of the dramatic proposals in this respect is to reduce the amount of 

passive income required to qualify as a CFC to a third of income or profit 

(as opposed to majority currently). 

Reporting Obligations 

The report proposes significantly enhanced reporting requirements in the 

Israeli return. Inter alia including the following:  

• Instances of filling financials of foreign held companies by special 

controlling shareholders 

• Extension of detail in Form 150 (on foreign holdings) 

• Reporting upon leaving Israel 
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• Amending the list of reportable tax planning to include DAC6 

“hallmarks”  

One of the most significant amendments relates to the imposition of an 

obligation imposed on foreign companies to file annual returns combined 

with an explanation as to why the control and management is not 

exercised from Israel. This would be required in relation to foreign 

companies: 

▪ Where at least 50% of the shares in the foreign company are held by 

Israeli residents 

▪ If it is subject to tax at a rate of less than 15% and it is a resident of a 

non-treaty country or if it is resident in a country that taxes on a 

territorial basis.,  

▪ One of several other conditions apply including that 50% of the 

directors are Israeli or that it half its officers are present in Israel for 

more than 183 days  

Hybrid Mismatches  

In principle the proposals adopt the list of Action 2 of the BEPS and apply it 

to any transfer which cumulatively exceed NIS 500K. This will be applied 

annually on all companies that are part of a group. 

In essence, this is a denial of a deduction or the recognition of imputed 

income in instances where taxpayers use hybrid arrangements to reduce 

their Israeli tax base.  

 

 


