Bethlehem, May 21-23 2008

JERUSALEM
A Promising Future

Partners For Change

2

Foreword
This paper was prepared in May 2008 to support PIC-Palestine 2008. It
provides an overview of the economy in East Jerusalem, the key sectors
with potential for investment and the legal and tax framework. It is intended
to inform potential investors and other interested parties.
The paper is presented in two parts. The first section, on the economy in
East Jerusalem, was prepared by the Jerusalem Private Sector Committee.
The second section, on the legal and tax framework in East Jerusalem, was
prepared by PricewaterhouseCoopers. The document was edited by the
PIC-Palestine team.
The PIC-Palestine Management team would like to say thanks to all those
involved in the preparation of this document.
Special thanks are awarded to:
• The members of the Jerusalem Private Sector Committee - Zahi
Khouri “Committee adviser”, Khalid Husseini, Ihab Khatib and
Varsen Aghabekian.
• Michael Orfaly, Country Senior Partner, PricewaterhouseCoopers
Palestine.
For further information on investment in Palestine please contact:
www.pipa.gov.ps
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Jerusalem
Be Part Of A Promising
Future

1

Jerusalem’s historical, cultural and religious importance makes it unique
and an ideal place to invest. With proper risk assessment and management
there is high potential for significant financial return. Investment is vital to
generate employment and improve living standards. There is also potential
for a high social return as investment would contribute to the preservation
of Jerusalem and support efforts for peace and stability. Now is a good
time to position yourself to take full advantage of the peace dividend.
Invest in East Jerusalem now and be part of a promising future.

A Like No Other Place in the World
Jerusalem is one of the most beautiful cities in the world and has a wealth
of history. Of significance to all three monotheistic religions it is a centre
of ethnic, religious and cultural diversity. The multicultural environment is
rich in cultural interaction, despite the conflict. A wide variety of people live
in Jerusalem and speak many different languages. Jerusalem has a unique
position under international law and forms a crucial component of final
status negotiations. Jerusalem’s historic, religious and cultural significance
makes it like no other place in the world. This is its major success factor.
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B Key Economic Facts
Jerusalem constitutes a unique part of the Palestinian economy. The economic
environment in East Jerusalem is different from other Palestinian areas and
regional markets. It presents a unique set of complexities and opportunities.
• There is a young and growing population of nearly 250,000 Palestinians
living in East Jerusalem. Over 40% are under the age of 15.
• There is more disposable income available to spend on goods and
services. While living costs are 60% higher, gross disposable income
is double that of other Palestinian areas.
• Unemployment rates are lower compared to other Palestinian cities,
although only 15% of those employed actually work in East Jerusalem.
• Poverty is lower at 3.6% compared to 35.5 % in the Palestinian
Territory overall.
• The private sector plays an important role in generating employment.
There are 6,000 businesses offering a range of goods and services.
• Tourists and other visitors generate the majority of economic activity
in Jerusalem.

9%

1%

Economic Activity in East Jerusalem

12%

37%

13%
28%

Services
Commerce, Hotels and Restaurants
Construction
Quarrying and Manufacturing
Transport, Storage and Communications
Other

Source: Palestinian Bureau of Statistics

C Opportunity for Investment
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A number of factors combine to create a favourable environment and
opportunities for investment.

a) There is demand and a need…
• People from all over the world travel to Jerusalem to visit its many
historical and sacred sites.

• A number of other visitors also come to Jerusalem from international
organisations, diplomatic missions and to attend international
conferences.
• With population growth of 3% there is an increasing demand for
goods and services from the local population, in particular for
housing and municipal and social services, which are underdeveloped
due to a lack of public investment.
• Given the special status of Jerusalem, and the restrictions on movement
to other Palestinian cities, the local population increasingly look to
the local market to provide the necessary goods and services.

b) Access to markets…
• With its strategic location and historical ties, East Jerusalem is a
gateway to other business opportunities.
• It has close links to Palestinian, Jordanian and Israeli markets as well
as access to the wider world.

c) A positive enabling environment…
• Setting up and managing a business in East Jerusalem is relatively
straightforward.
• There is a stable and clear legal and regulatory environment and
access to well-developed financial and business services.
• Further detailed information is provided in section II.

d) And significant potential…
• When there is a political settlement, there is likely to be a significant
acceleration of growth and development.
• A substantial private sector has remained active in spite of the political
uncertainties. By building links to markets abroad and establishing
trading relationships, there can be further export driven growth and
development.
Summaries of the key sectors of tourism, real estate and services are set
out on the following pages.
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D Tourism as an Engine for Growth
and Job Creation

Few other cities inspire as much passion as Jerusalem and the city sees over a
million foreign tourists each year. Its uniqueness is its comparative advantage.
Tourism is the number one employer and accounts for 30% of the city’s
GDP. While vulnerable to the wider political and security situation,
tourism has been remarkably resilient as a sector - maintaining steadiness
even under difficult conditions. It has been seen that during periods of
stability tourism increases quickly. The number of visitors to the city has
rebounded again following the recent drop in 2006. The volume of tourists
is expected to further increase with a peace settlement. This year alone 3
new hotels have opened in East Jerusalem putting total hotel numbers at
28 with 1,440 rooms.
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Tourist spending and services are not proportionally distributed across the
city. Many holy sites and areas of interest to tourists are in close proximity
to the hotels of East Jerusalem yet this area has less than one-fifth of the
total number of hotel rooms in Jerusalem. Additional services for tourists
are also limited.
There is high demand for additional rooms and services. At peak
periods occupancy levels are at 100% and remain relatively high even
in difficult periods.

There is therefore a clear opportunity for expansion in the number of
hotel rooms and services in East Jerusalem. The existing hotels are small
to medium in size and some could increase their profit margin with a small
amount of renovation.
Opportunities for investment in this sector range from developing new
or unused space into hotels to partnering with current owners to expand
and upgrade their existing hotels. In addition there are opportunities to
partner with current owners to develop and roll-out a range of additional
services for clients of all tastes. These include restaurants, cafés, boutiques,
handicraft centres, traditional industries, as well as cultural services.

E

Building Capacity through
Real Estate and Housing

Contrary to some perceptions, the current political situation and
competition for presence in the city has increased the demand and value
of real estate in East Jerusalem. This coupled with the high population
growth has caused a tremendous shortage of affordable, quality housing
in East Jerusalem. It is estimated that there is an existing deficit of 20,000
units and a further 82,000 units needed by 2020.
The local community is committed to increasing the volume of housing
stock and are looking for partnerships to accelerate new housing initiatives.
There is a lack of established sources for housing finance which also needs
to be addressed.
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In addition to housing, there are other potential opportunities in the real
estate sector. The Old City is a ‘museum’ of cultural richness and will
continue to be a prime tourist attraction. There are potentially a number
of historic sites and buildings in the Old City that can be rehabilitated and
transformed into commercial venues, tourist attractions or services. The
return from investment in such establishments is likely to be high given
the value and significance of the sites.
Investment opportunities in this sector include housing construction and
development, housing finance and procuring and revitalizing real estate in
the old city.

F Providing for the Population with
Services
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1. Education
With a steadily growing population the demand for educational facilities
is also on the rise in East Jerusalem. There are currently 130 schools and
over 100 preschools run by different service providers. With a growing
concern about the quality of education, investment in private schools is
likely to have high returns. It is expected that new schools and additional
educational facilities could cater to the children of members of the
international community as well as Jerusalemites.

2. General and Professional Services
Currently the local population and their families have limited access to
services and facilities in their neighbourhoods. Demand is thus high.
There is a great need for shopping centres and entertainment. The young
population means that there is significant potential from the development
of retail services, family entertainment facilities and food and drink
establishments. With a growing workforce there is also potential from
investment in professional services, like call centres or ICT companies.
There is currently a lack of office buildings with many businesses using
private residences as their base.
Investment opportunities in the services sector include the opening of
new schools and shopping centres, development of commercial office
space and establishment of call centres.
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Tax and Legal
Framework
in East Jerusalem

2

1. Preamble
Investment in East Jerusalem is possible and can even be considered
feasible in certain sectors.
The legal system is complex yet it provides a solid base for investment and
legitimate business activity. The limitations from the legislation on anti
money laundering and terrorism financing should not constitute a barrier
to legitimate business activity that aims to realize profits and financial
gains.
Tax rates can be high. However certain investments, particularly those from
foreign investors may fall under the Encouragement of Capital Investment
Law. This provides generous tax holidays and incentives for investments
in hotels, industrial manufacturing, hi-tech, and housing projects for the
residential rental market.

2. Disclaimer
The information contained in this publication is for general guidance on
matters of interest only. The application and impact of laws can vary
widely based on the specific facts involved. Given the changing nature of
laws, rules and regulations, the user of this information should exercise
due care, when referring to the information contained herein.
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Accordingly, the information on this publication is provided with the
understanding that the authors and publishers are not herein engaged in
rendering legal, accounting, tax, or other professional advice and services.
As such, it should not be used as a substitute for consultation with
professional accounting, tax, legal or other competent advisers. Before
making any decision or taking any action, you should consult a
professional.

A

The Legal System in East Jerusalem
1. Background
International law defines East jerusalem as an “Occupied Territory”.
In contradiction with this, the laws of the State of Isreal Jerusalem as
a territory in which Isreali law applies in every respect, the laws Isreal
consider East Jerusalem as part of the sovereigh territory of the State of
Israel.
Israeli control of the territory that is now called “East Jerusalem”
(hereinafter “East Jerusalem”) began straight after the war of 1967. On 28
June 1967 the Government of Israel issued a decree called the “Rules of
Governance and Law of 1967” which applied Israeli law, jurisdiction and
administration on East Jerusalem. Pursuant, by the year 1970, the Knesset
enacted a law called the “Regularizations of Law and Administration of
1970” which regulates judicial results following the application of the law,
jurisdiction and administration of the State of Israel on East Jerusalem.
Accordingly, any legal analysis of civil relationships and/or business
endeavours, which are planned to take place in East Jerusalem, will be
based on the laws and legal system of the State of Israel.
Following are the list of laws that will be discussed in this brief review:
a.
b.
c.
d.
e.

The Companies Law
The Real Estate Law
Constitutional Rights in Doing Business
The Anti Money Laundering and Anti Terrorism Laws
The Tax Laws (including the Investment Encouragement Law)

2. The Companies Law
In principle, companies are regulated through the “Companies Act of
1999” (hereinafter “Companies Act”). This Act replaced the “Companies
Ordinance (new version) of 1983” and cancelled most of its parts, except
for chapters that govern “Bonds and Mortgages” and “Liquidation”.
The Companies Act permits any person, regardless of nationality or
residence, to establish a company “Provided that none of the company’s
goals is illegal, non ethical, or contradicts the public interest”.
The law permits the incorporation of a company with “one shareholder”.
This can be either a person or an incorporated entity (company, charity, etc.).
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The law dictates that the company, starting from the day it is registered with
the companies’ registrar, the company becomes a separate independent
legal entity that can exercise business, with the exceptions of those
conditions that allow lifting the veil of the company.
The companies act also enables limited liability of the shareholders to the
par value of the shares issued to each one of the shareholders.
The law recognizes a number of different types of companies that could
be incorporated. These include a private company, public company,
company for the public benefit etc.
Article 346 of the Companies Act prohibits companies that were
incorporated elsewhere to conduct business unless they are registered as
a “foreign company” on the companies’ registrar.A foreign company has
two options, either they can either establish a “local company” or register
with the companies’ registrar as a “foreign company”.

3. The Real Estate Law
In principle, real estate is regulated through the “The Real Estate Act of
1969” (hereinafter “The Real Estate Act”). There are then some additional
laws including, “The Rent and Lease Act of 1971”, “Tenants’ Protection
Act of 1972”, and “Sales Act (Apartments) of 1973” etc.
Considerable part of the land in East Jerusalem is still in the process
of registration and settlement (which began back in the period of the
Jordanian rule). Due to this situation there is great legal importance to the
“Settlement of Real Estate Rights Ordinance of 1969”.
The right to own property, including the right to own real estate, is
recognized as a constitutional right under the “Basic Law: Human Dignity
and Liberty”.
The “ownership of real estate” is defined in the real estate act as “the right
to hold real estate, to use it, to do anything in it and conduct any associated
deal subject on it to the limitations of the law and/or agreements”.
14

The law does not impose restrictions on foreigners who wish to acquire
real estate that is in private ownership. Yet State owned lands are subject
to the decisions of the Lands Administration, who do impose limitations
on granting and/or transferring of rights of ownership of real estate to
those who are not Citizens.
In principle, a real estate deal is only complete after it is registered in
the lands registry. In addition, all deals or obligations to do a deal in real

estate, except for renting for a short period, are subject to confirmation in
writing. This requirement for written confirmation and correspondence is
a substantial demand.
Your rights according to the law of the real estate cover: Ownership, rent
(including lease and rent for the long periods), mortgage, and beneficial right.

4. Constitutional Rights in Doing Business
Article 3 of Basic Law: Freedom of Occupation, states: “every citizen
or resident of the State is eligible to have an occupation, profession or
business”.
According to Article 4 of the aforesaid law, the freedom of occupation
is not to be disrupted except by law that is in-line with the values of the
State, and in an appropriate manner.
Based on the above, the “Right of Property” and the “Freedom of
Occupation” are considered under the law as statutory “Constitutional
Rights”. In addition, the Court of Justice also recognises the “Right of
Incorporation” as a constitutional right.
In the following paragraphs, we will try to underline the exceptions to the
Israeli law on the realisation of the aforesaid constitutional rights.
• The limitation in Article 2 of the Companies Act stipulates that
“Provided that none of the company’s goals is illegal, non ethical,
or contradicts the public interest”. The goals of the company are
determined in the Articles of Incorporation. Accordingly, as long as
there isn’t any indication, in the Articles of Incorporation, of a goal
that is illegal, non ethical, or contradicts the public interest, then
there shouldn’t be any reason to limit the “Right of Incorporation”
when establishing and registering a company.
• Exceptions to the Freedom of Occupation article, take different forms:
a.
those that require having a personal permit/license to
practice certain profession such as, medicine, law, engineering,
pharmacists etc.
b. those that limit the legal fitness of the person such as, being a
minor, illegitimate by law, bankrupt, etc.
c.
those operations/businesses that require obtaining a permit/
license to operate, such as, restaurants, hotels, telecommunication
etc.
These exceptions are considered as legitimate limitations and are permitted
by the Basic Law of Freedom of Occupation.
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• For limitations on the right to property ownership we allude to the
authority given to the Minister of Finance according to the “Lands
Ordinance (Acquisition for the Benefit of the Public) of 1943”.
According to this the Minister is authorized to confiscate land for the
benefit of the public. The Planning Committees also have authority
to set a planning goal on a certain land which could limit the ability
to utilize the land by the owners.

5. Anti Money Laundering and Legislation
“The Prohibition of Money Laundering Act of 2000” was legislated
mainly to prevent business activity or the accumulation of wealth and
assets whose source is criminal activity.
Article 3 to the aforesaid act defines an offence as any transaction in assets,
whose source is a criminal activity, or was used in a criminal activity, or
such an asset that facilitated a criminal activity by aiming to conceal or
disguise its source, the identity of its owners, its location, its movement,
or even performing a transaction with such an asset.
In addition to the above, the article also defines untruthful reporting
and non-reporting as an offence. The act lists some other acts to which
incompliance is also considered as an offence.
The act imposes controls and reporting obligations on financial institutions
such as banks, exchange bureaus, etc. According to “The Prohibition of
Money Laundering Decree (identification, reporting and management of
banking corporations records for the prevention of money laundering
terrorism financing) of 2001”, when a bank opens an account for a
corporation (company), it should receive full information about the
shareholders/owners of the corporation and about any other beneficiaries
of the account.
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In addition, according to the decree, a bank should report to the “Anti
Money Laundering Authority” all banking activities that are above the limits
set by the decree: i.e. cash transactions above NIS 50,000, transactions in
cashier checks (transfers) of above NIS 200,000, transactions from and to
banks abroad of above NIS 1,000,000.
It is worth noting that the reporting ceiling is lower in the case of financial
activities with banks in the foreign countries below:
Lebanon, Egypt, Syria, Saudi Arabia, Jordan, Iraq, Yemen, Iran, Algeria,
Afghanistan, the Palestinian Authority, Libya, UAE, Malaysia, Morocco,
Sudan, Somalia, Pakistan, Tunisia and also in the states or territories
included in the Financial Action Task Force (FATF organization list) as

states or territories that do not cooperate in combating money laundering
(non-cooperating countries).
The identification, verification and reporting requirements are also imposed
on other financial services institutions, such as: exchange bureaus, asset
managers, provident and trust funds, insurance companies, etc.
The act authorizes the courts to order the confiscation of related assets
without having to carry out a criminal procedure.
The act also sets out a reporting duty on those who bring in, or take out
from Israel, an amount of money that exceeds NIS 80,000 (except for
a new immigrant). The act establishes administrative procedures for the
confiscation of amounts that exceed the permissible limit.
Summary and conclusion of this chapter:
It is possible to establish and to manage a business in East Jerusalem,
including those with accumulation of assets and acquisition of real
estate.
The limitations pertaining to the legislation of anti money laundering and
terrorism financing should not constitute a barrier to legal and legitimate
business activity which aims to realize profits and financial gains.

B

The Tax System in East Jerusalem
Taxation in East Jerusalem is one of the most complex areas, both in
fiscal and legal terms. Two types of taxes are applied in Israel: State Taxes
(direct and indirect taxes) and municipal taxes.
The main legislation of state taxes are “The Income Tax Ordinance”,
“Value Added Tax Act of 1975”, “Taxation of Real Estate (improvement,
Sale and Acquisition) Act of 1963”, “Purchase Tax (Goods and Services)
Act of 1952”, and the “Customs Ordinance”.
In relation to the municipal taxation the main legislation is “The
Municipalities Ordinance” and the “Planning and Construction Act of
1965”.
Following is an overview of the tax regime, applicable in East Jerusalem.
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1. Corporate Tax & Encouragement of Capital
Investments
Companies operating in East Jerusalem are subject to corporate tax on
liable income.
Liable income is defined as the income after deducting all the expenses
and costs of its production.
Companies are subject to corporate tax on undistributed profits of the
corporation regardless of whether the company chose to distribute these
profits as dividends to its shareholders or not.
Internationally competitive businesses are encouraged by the
Encouragement of Capital Investments Law. (Hereinafter Encouragement
Law). Corporate tax rate differs between a “regular” company and a
company that is subject to the Encouragement Law, which is called an
“Approved Enterprise” for a limited period, called the period of benefits.
The status of an “Approved Enterprise” is generally granted to:
a. Industrial enterprises
b. Hotels
c. Construction of buildings for the residential rental market
d. High Technology, Biomedical and nano-engineering
Approved enterprises may be entitled to receive grants, which will vary in
amount according to the geographic location of the enterprise, the nature
of the investment, and the percentage of foreign capital investment in the
enterprise.
The primary condition to meet in order to be eligible to receive benefits
under the Encouragement Law is an export rate of at least 25% in every
tax year during the period of benefits.
Hotel’s export is calculated according to the number of bed-nights of
non- residents out of the overall annual bed-nights sold.
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Other conditions to receive such grants include: a minimum investment
amount and total owners’ equity of 30% financed by paid up share
capital.
Other conditions include: proper bookkeeping and full compliance with
tax laws by the company, its directors, and executives, such as the company’s
acting managers and significant shareholders.
A Foreign Capital Investment Company is entitled to additional benefits.

The minimum capital investment of foreign residents in a company for it
to be considered as a foreign capital investment company is NIS 5 million
(about USD 1.5 million).
The foreign investors must hold a minimum percentage of 25% for the
company to be considered a foreign investment.

2. Income Tax Rates for “Regular Company”
2.1 Corporate Tax
Recent legislation reduced the corporate tax rates. For the year 2008, the
corporate tax rate, on a regular company’s income, is 27%. For the year
2009 it will decline to 26%, and from year 2010 onwards, the corporate
tax rate will be 25%.
2.2 Withholding Tax rates on dividends
The withholding tax rates on dividends distributed from the liable income
of a “regular” company to a significant shareholder are as follows:
• If the payee (recipient) is a resident individual – 25%.
• If the payee (recipient) is a resident company – and the company
paying the dividend is subject to corporate tax – such dividends paid
between companies are not liable for tax.
• If the payee (recipient) is a non-resident (Individuals or
Companies):
1. If the foreign resident is not a resident of a country that has a
tax treaty for the prevention of double taxation with Israel –
Tax rate stands at 25%.
2. If the recipient is a resident of a “Treaty Country”, then tax
rates will stand according to the rates defined by the treaty
and according to its terms and conditions (This rate is usually
between 10% to 15% in most of the treaties, for example 15%
with England and 10% with Spain).
2.3 Overall Tax Rate
The overall tax rate for both the company and its shareholders, when all
profits of the company are distributed as dividends are as follows:
a. For a company whose shareholders are residents or foreign residents
of a non treaty country – 43.75% (consisting of 25% corporate tax
+ 25% on the part distributed as dividend).
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b. For a company whose shareholders are foreign residents of a treaty
country – 25% corporate tax. Another tax rate on the dividends will
be determined according to the treaty.
c. Of course we should also take into consideration the additional
tax that the foreign resident will be subjected to in his country of
residence, if such tax exists.

3. Income Tax Rates for “Companies under the
Encouragement Law”
3.1 Encouragement of Capital Investment Law
The Encouragement of Capital Investment Law enables benefit from
one of two different incentive schemes. There are several options and
requirements, under this law that can not be fully explained in this
publication. Accordingly, we will focus on those relevant to an investment
in a hotel.
a. Grants scheme.
If the request and feasibility plans are the approved, the company will be
eligible for a grant rate of between 20% - 24% of the cost of building a
hotel, excluding the cost of land, but including the cost of developing the
land, and also a 20% - 24% of the cost of equipment purchased for the
hotel.
The grant is not liable for tax by the company. The amount of the grant
is deducted from the cost of the assets for depreciation and capital gains
calculations.
The grant rate is continuously changed and is set according to the legislative
status on the day the investment plan gains the approval of the Investment
Centre.
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b. Alternative scheme.
According to the Encouragement Law, there are incentives that reduce the
rate of corporate tax during the period of benefits. The reduction differs
according to the percentage of foreign residents’ shares in the company,
as described below:

In Tax year where foreign
Investment percentage is:

Corporate Tax rate on
undistributed profits is:

Under 49%

25%

49% - 73.99%

20%

74% - 89.99%

15%

90% - 100%

10%

The period of benefits for a new hotel in Jerusalem (the period in which
the company will be entitled to reduced tax rates) is:
a. 10 years for a foreign investors’ company – that is when foreign
investors hold, throughout the whole year, a percentage above
25% of the capital shares, profits, voting power, rights of electing
directors, and have invested at least NIS 5 million (about USD 1.5
million).
b. 7 years for any other company.
In addition to the abovementioned benefits in tax rates, there is a full
exemption from corporate tax in the first two years of the period of
benefits, under the condition that the hotel’s profits during these two years
are not be distributed as dividends.
The period of benefits starts from the first year in which the company
has a liable income, for a period of 10 or 7 years as mentioned earlier,
provided that 14 years did not pass from the day of the investment plan’s
approval by the Investment Centre and that 12 years did not pass from the
year in which the hotel started operating.
3.2 Withholding Tax Rates on Dividend
Regardless of the recipient’s identity the tax rate on dividends distributed
from the hotel’s liable income is 15% or the tax rate according to a tax
treaty, whichever is lower of.
In addition, an investor should be certain to take into consideration the
tax rate to be paid on the dividends in the country of residency of the
recipient, in case the recipient will be subject to such tax.
3.3 Overall Tax Rate
The overall tax rate for both the company and its shareholders, when all
profits of the company are distributed as dividends, and depending on the
holding rate of the foreign investors, are as follows:
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A company in which the foreign investment percentage is:
Holding rate

Under 49%

49% - 73.99%

74% - 89.99%

90% - 100%

Corporate Tax

25%

20%

15%

10%

Tax on Dividends

11.25%

12%

12.75%

13.5%

Overall Tax

36.25%

32%

27.75%

23.5%

4. Branch Tax
A company operating directly in Jerusalem (through a branch and not
through a resident subsidiary) is subject to branch tax at a rate of 15%,
above the corporate tax it is subject to, depending on the percentage of
foreign investment.
This means that if a non-resident company is the owner of the hotel and
it will not form a resident subsidiary, then it will be subject to the overall
tax rate as calculated in the previous section, even if it did not distribute
the hotel’s profits nor did it transfer these profits abroad.
Under the Grants Scheme there is an obvious preference for not acting
through a branch.

5. Capital Gains Tax
Selling shares in a company is subject to capital gains tax. If the seller
is a resident of a treaty state belonging to the new treaties (more than
20 treaties), he/she will be liable for tax in Jerusalem according to the
rates set in the treaty, and will be liable for residual tax rates in his state
of residence. For example: Tax rate on these shares in the new treaties;
with France – 18%, Italy and Finland 20%, Spain 25%, and in part of the
treaties at an unlimited rate, i.e. full rate (25%) such as the treaties with
United States, Ireland, Greece, and others.

6. Land Appreciation Tax
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As mentioned earlier, land appreciation tax is imposed on the sale of real
estate. But it is also imposed on sales of real estate corporation’s shares.
Real Estate Corporation is defined as: “a corporation in which all the
assets, directly or indirectly, are rights to real estate, even if the corporation
has cash, shares, bonds, exchangeable securities and a tangible asset, that
corporation does not use to produce its revenues, or that they are used to
produce immaterial revenues”.

As a result, if the sold shares are those of a real estate corporation then
the Real Estate Taxation Law will take effect and the following additional
taxes are imposed:
a. Land Appreciation Tax – Which is similar to the capital gains tax in
its nature, calculation method and tax rate.
b. Acquisition Tax (Paid by the buyer) at a rate of 5% of the deal’s
value.
c. Sales Tax at a rate of 2.5% of the value.
d. In some cases, Value Added Tax is applicable, at a rate of 15.5%.

7. International Tax Planning
Many companies are using legal methods to plan their international
operations and reduce their tax liability.
This is usually done by transferring the company’s operations into countries
where the tax rates are significantly low, i.e. tax havens or when a tax treaty
exists between two countries and a resident of a third country wants to
enjoy the tax benefits given in the treaty. The resident of the third country
does this by forming a company in one of the two countries in the treaty,
this is referred to as ‘treaty shopping’.
In the case of an investment in Jerusalem such as building a hotel, it is not
possible to transfer the company’s operation into another country.
Due to the complexity of international tax planning, and the number
of factors to be considered for this matter, it is highly advisable, for
an investor in Jerusalem to consult with reputable international tax
advisors.
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