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A recommendations report by the International Taxation Committee, composed of officials of
the Israeli Tax Authority’s (“ITA”) and tax professionals (the “Report” and the “Committee”,
respectively) was filed with the ITA, on November 2021. The Report was based on an
international survey regarding transparency and transfer of data, for the purpose of complying
with the international standards and closing tax leakage allowed by international tax
structures.
The Report dealt with amendments in respect of the following matters: the determination of residence
of an individual, relief from double-taxation, indirect foreign tax credits in respect of foreign
dividends, exit tax, controlled foreign companies, branch tax, benefits for new immigrants, returning
residents and veteran returning residents, tax adjustment to hybrid structures, reporting duties, - in
respect of the latter two, to comply with required international standards (OECD, FATF) - as well as
various other more minor amendments to the Income Tax Ordinance [New Version] 5721- 1961 (“the
Ordinance”).
OF PARTICULAR NOTE:
The current legal definition of Israeli residence is based on one’s “center of life” which is determined
by various aspects and is open for interpretation by the assessor officers. The definition is assisted by
several numeric presumptions, yet these presumptions may be refuted. The Report recommends to
set out irrebuttable presumptions for both Israeli residency and foreign residency and to maintain the
“center of life” determination solely for circumstances where the irrebuttable presumptions do not
apply. Thus, for example: An individual who stayed in Israel 183 days in each of two consecutive tax
years will be deemed resident as of the first year; an individual who stayed in Israel less than 30 days
in each of four consecutive tax years will be deemed non-resident as of the first year. The Report
details several other alternative presumptions both in respect of residency and non-residency.
Currently Israel imposes an “Exit Tax” by way of a capital gains tax on individuals who cease to be
Israeli residents, and are therefore deemed to have sold their assets on the day prior to becoming nonresidents. The individual has the option of paying the tax immediately, or deferring payment to the
time the assets are sold and the gain realized. The Committee recommends to fine-tune the second
option, in order to facilitate its enforcement by requiring reporting of the value, even if no tax is paid,
depositing securities for certain type of assets if the value is over a certain amount (recommended:
ILS 3 million), and forfeiting the tax deferment if certain named events occur.
On the matter of the benefits for new immigrants, returning residents and veteran returning residents,
the Committee indicated that a further examination with other organs is required to determine whether
the current tax benefits should be revoked. The Report does recommend to cancel the current
provisions which grant new immigrants, returning residents and veteran returning residents an
exemption from reporting duties of assets outside of Israel, and goes on to recommend relevant
reporting rules, which, however, will not apply retroactively.
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Aside for increased reporting duties on trustees, including disclosure of beneficial ownership, which
are found in the chapter in the Report dealing with reporting duties, there are no recommendations in
respect of the provisions in the Ordinance dealing with trusts, as such, although many of the
recommendations regarding the other matters in the Report also relate to trusts – e.g. the definition
of “person” now includes a trust. The Committee’s next task, apparently, is to deal with the trust
provisions as a whole.
It should be noted that once the Report, or any part of it, is adopted by the ITA, there is still a long
road before any of the recommendations become law and are incorporated as amendments to the
Ordinance. The first step will be the issue of a proposed law memorandum, open to the professional
public for its comments. This will be followed by a government decision to table a proposed law with
the Knesset (Parliament) which will then have to undergo three readings, including committee
hearings, before being adopted.
* * * * *

