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Registeringforeigncompany
for VAT purposes

be exposingtheir executives to criminal

charges.The law is very explicit.Such

company must be registeredwith the

relevant localauthorities.Non-compliance

is criminaloffence.

But over and above the criminal issue,

foreigncompany operatingbut not

registeredin Israelloses money because

dulyregisteredcompany is entitled to

receive reimbursements forVAT payments.

In Israel,businesses effectivelydo not pay

VAT (currentlyset at )%81forthepurchaseof

goods and services in Israel.This isbecause

business isentitledto be reimbursed by

the state forVAT paidby it(eitherby set-off

ofVAT collectedbyitfrom clientsor byfiling

claim for(reimbursement).

However, in order to receive such tax

benefit, VAT filemust be opened by such

business.To do so, the business must be

registeredand have bank account inIsrael.

Generally,thiscan be done bytwo ways.

One way isto establishan Israeliwholly

owned subsidiary.In such case, the VAT

authoritieswillrequireat least one Israeli

director for the corporation.If no such

director is appointed,the corporationwill

have to appoint tax representativeto

personallyguarantee allVAT obligations

of the corporation. tax representative

is very expensivesolution.An alternate

solution isto appointsomeone from CPA

firm such as Afik. Co.

Not havingan Israelidirector could also

complicateissues with the bank and with

corporateproceduresthat requiredrawing

up documents in Hebrew.

The second option is to register

the corporationin Israel as foreign

corporation.To mitigatethe legalrisksto

the mother company, itmay incorporate

whollyowned subsidiaryand then register

such subsidiaryin Israelas foreign

corporation.This will not only require

high-costVAT representativein Israelbut

willalso make itvery difficultto open and

manage bank account. This option is

generallyused fortax purposes.

The whole issue of foreigncompany

operatingin Israeliscomplexand should

be handled onlyby localexpertson case-

to-case basis.
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