ISRAEL’S
INNOVATION
BOX
AN UNPRECEDENTED OPPORTUNITY
FOR MULTINATIONAL COMPANIES

AN UNPRECEDENTED OPPORTUNITY
FOR MULTINATIONAL COMPANIES

THE ISRAELI INVESTMENT
PROMOTION AGENCY

Istopnvestshopin Israel
is an integrative body within the Ministry of Economy and Industry that serves as a onefor a wide range of potential and existing investors. Invest in Israel identify lucrative investment
opportunities, map potential obstacles and help fast-track investment.
Our advantage lies in our ability to bridge between private client needs and to promote activities within
the framework of the government.

Foreign
Investment
Promotion

Investor
Guidance

Post−
Investment
Support

Forward-thinking
conferences and
delegations with key
figures, businesses and
government officials

Expert sector managers
that leads potential
investors from initial
interest to successful
investments

Providing ongoing assistance to
overcome challenges, bureaucratic
obstacles, expanding operations
and promoting conductive
environment for foreign investors

WHERE COMPANIES COME TO SHINE
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FOR MULTINATIONAL COMPANIES

STRONG ECONOMY
Israel’s economy is one of
the strongest in the world,
boasting positive and steady
growth for over a decade.

Israel’s diverse open market economy has a proven record of
resilience and sustained competitiveness in the face of global
economic crisis. Israel’s anchored banking system, elastic labor market
and seasoned policy makers are well positioned to protect investors’
interests throughout turbulent global market conditions.
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No.1

RESEARCH TALENT

No.3

QUALITY OF SCIENTIFIC
RESEARCH
INSTITUTIONS

No.2
IN R&D

No.3

UNIVERSITY/INDUSTRY
RESEARCH
COLLABORATION

12

NOBEL PRIZE
WINNERS

HIGHEST

Concentration of researchers
in the world

REVOLUTIONARY R&D
The Global Innovation Index 2017, The Global Competitiveness Report 2016

CUTTING-EDGE
INNOVATION
No.2

IN INNOVATION
Global Competitiveness Report 2016

THERE ARE APPROXIMATELY

5,000 ACTIVE START-UP
COMPANIES
IN ISRAEL

No.1

DIGITAL /
TECHNOLOGICAL
SKILLS

No.1

VENTURE
CAPITAL DEALS

No.1

ICT SERVICES
EXPORTS,
AS % TOTAL TRADE

ON AVERAGE, ISRAELI STARTUPS RAISE MORE THAN TWICE
THE AMOUNT RAISED BY AMERICAN STARTUPS AND 20 TIMES
MORE THAN EUROPEAN STARTUPS

The Global Innovation Index 2017, IMD World Digital Competitiveness Ranking 2017
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A central issue within the OECD BEPS recommendations is the issue of IP registration location.
The essence of guidelines on this issue is that intercompany remuneration of the IP owner should
be in line with the locations of its actual functions, assets and risk profile.
It is widely agreed that multinationals are currently evaluating their global operations in a post-BEPS
world, seeking to align ownership and control over intangibles with value-creating functions.
Since Israel is home for many of the value-creation activities of global companies, the combination
of the new Innovation Box with the already thriving innovation ecosystem creates a strong value
proposition for multinationals – both for those who already have a presence in Israel and those
considering it.
The Israeli government strongly believes that the BEPS recommendations are an opportunity for
multinationals operating in Israel, and is determined to take the necessary steps to facilitate this
opportunity.
Israel launched a new IP tax regime as part of the 2017-2018 state budget. The new regime was
tailored to the post-BEPS world, encouraging multinationals to consolidate IP ownership and
profits in Israel along with existing Israeli research and development (R&D) functions.

THE OPPORTUNITY

INNOVATION
BOX PROPOSAL
IP INCENTIVES
CORPORATE
INCOME TAX

DIVIDENDS

CAPITAL
GAINS/EXIT TAX
(UPON SALE OF IP)

6% / 7.5%-12%

4%

6% / 12%

OVER/UNDER
$2.5B GLOBAL
TURNOVER

TAX ON
DISTRIBUTION TO A
FOREIGN COMPANY

OVER/UNDER
$2.5B GLOBAL
TURNOVER

STABILITY
BENEFITS CAN BE SECURED FOR 10 YEARS
WITH RULING UNDER CERTAIN CONDITIONS

Wide definition of IP assets and IP sourced income
8 years tax amortization on acquired IP
Easy entrance: no additional investments and no legal registration are required
Easy exit: only 6%/12% capital gain tax and no clawback of tax benefits
under certain conditions
The IP sourced income doesn’t include marketing or manufacturing
The Innovation Box would be in addition to already existing tax
incentives presented in this publication
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QUALIFYING CONDITIONS
To qualify, the Israeli company should meet the following conditions:
7% of the last three years’ turnover was invested in R&D, or $20M R&D
expense per year; and,
One of the following conditions are met:
1. 20% of the employees are in R&D, or 200 R&D employees
2. Venture capital investment of $2M was previously made in the company
3. Average annual growth over three years of 25% in sales or employees
(and more than ILS10/$2.8 million or 50 employees)
Companies not meeting the above conditions may still qualify under the discretion of the Israeli
Innovation Authority at the Ministry of Economy and Industry.

ISRAEL’S NEXUS FORMULA
In line with Israel’s commitment to the BEPS principles, the new IP regime regulations comply with
the Action 5 Nexus approach. Israel’s formula is aimed at providing benefits for those IP assets
developed by the qualifying Israeli companies. The formula can generally be illustrated as follows:

A x 130%
xC=D
A+B

Extended Nexus approach for the qualifying IP expenditures
including R&D performed outside Israel by the company branch
and unrelated subcontractors, as well as IP acquisition
by Israeli R&D centers and transfer of trade.

A = Qualifying expenditures incurred to develop the IP asset
B = Non-qualifying expenditures incurred to develop the IP asset. This category of expenditures includes IP acquisition costs, royalties paid
for IP rights, and R&D outsourced to non-Israeli related parties
C = Taxable income derived from IP, including capital gain
D = Taxable income eligible for tax benefits
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PLANNING
OPPORTUNITIES
Possible scenarios for consolidation of substance and profits in Israel

Convert Israeli
R&D cost plus
arrangement into
IP ownership model

Keep IP in Israel upon
acquisition of Israeli
targets

Sell IP into Israel
in exchange for a
capital note

Potential advantages
Immediately apply 6%
CIT on income from IP
developed in Israel
No need to relocate
employees (due to
existing significant
people functions)
Achieve maximum
benefits under the
Nexus formula
(Action 5)
Mitigate future
scrutiny on the cost
plus arrangement due
to existence of DEMPE
functions in Israel

Potential advantages
Israeli tax rate can
immediately decrease
upon acquisition
from 12% to 6% if the
buyer’s global turnover
is over $2.5B
Avoid additional tax
and controversy
upon post-acquisition
IP migration
Increased flexibility
in the deal holding and
financing structure

Potential advantages
8 years tax amortization
Benefits can uniquely
apply by transfer of
trade and to acquired
IP previously
developed
in Israel on a cost plus
basis (in line with
Action 5 exception for
non-EU countries)
Tax free repatriation up
to the principal amount
of the note (no thin
cap rules in Israel)
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EXISTING
INCENTIVES
1. R&D INCENTIVES

SUPPORTING STRATEGIC COOPERATION BETWEEN ISRAELI
COMPANIES AND MULTINATIONAL CORPORATIONS
The Israeli Government provides a variety of practical tools and funding platforms executed
through incentive programs aimed at addressing the dynamic and changing needs of the local
and international innovation ecosystems. Many of these programs are relevant to a wide range
of MNCs activities, for example: incubator incentive programs that are designed for MNCs who
invest in new startup companies and offer low risk and high certainty to the MNCs; incentive
programs that promote technological innovation of mature and growth companies; incentive
programs that focus on collaboration between industry and academia to produce advanced
technologies and innovative products; and platforms for cooperation in innovative R&D and
attracting strategic foreign stakeholders to Israel.

THE OPPORTUNITIES AND BENEFITS FOR MNCS USING THE ISRAEL
INNOVATION AUTHORITY’S (IIA) PLATFORMS
DIRECT FUNDING PROGRAMS
FOR AN MNC’S LOCAL ENTITY

THROUGH COOPERATION
WITH ISRAELI COMPANIES

• Any IIA funding program
• Participation in any bilateral or multi-lateral

• Scouting, matchmaking and co-funding

program (could also be with the
foreign MNC)

of individual projects

• MNC Cooperation Program
• Technological Innovation Labs
• Technology Incubators
• Magnet Consortia
• R&D/Project Center Incentive Program
(in certain fields)

Notes:
* Israeli entities of non-EU MNCs can participate in Horizon 2020
* Israeli entities are subject to Israel's R&D Law
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WHY SHOULD YOU APPLY FOR THESE INCENTIVE PROGRAMS?
Attractive financing model: Provides financial benefits of significant scale, it participates in
the risks involved in the development process of the company. The companies that receive
financing undertake to repay the received funding to the Authority via royalty payments
from sales, but only if the project succeeds in reaching the commercialization stage
('conditional grant') and only if the program terms require royalty payments.
No equity is taken: Repayments based only on royalties.
Collaboration: Enable MNCs to establish relationships with Israeli start-up and mediumsized companies, and collaborate in their technological activities. Offer significant
technological innovation and an opportunity to access new technological fields.
Long-term R&D: The IIA incentive programs enable long-term R&D of large companies,
which invest in the development of infrastructural knowledge that can be implemented
in a series of products over a long-time frame, as well as for the development of future
products and innovative technologies that provide the company with a competitive
advantage and the ability to penetrate new markets.
Generic technologies assistance: The incentive programs enable the development of
generic technologies in important fields in the global markets, in which Israeli industry has a
competitive advantage.

WHAT DO YOU GET WITHIN THE FUNDING PLATFORMS?
• Significant support of 20% to 50% in most programs of the approved R&D expenditures.
• Companies operating in development zones (periphery areas) are eligible for additional
support of 10%.

12 | ISRAEL INNOVATION BOX

2. PREFERRED CORPORATE
TAX RATES

Competitive industrial enterprises that are listed in Israel are entitled to preferred corporate
tax rates, as follows:

•
•
•
•

Companies located in Development Area A could be entitled to a 7.5% reduced corporate tax.
Companies located in other areas can enjoy a 16% corporate tax.
In both areas, additional dividend tax reductions might also apply.
Companies defined as special preferred industrial enterprises are entitled to a further reduction:
a 5% corporate tax in Development Area A and 8% in the rest of the country. In addition, the
dividend withholding tax rate on distribution to a foreign parent company was reduced to 5%.

3. ADDITIONAL INCENTIVES

In addition to the tax incentives, Israel offers grants in various areas:
• Grants of 20% of the approved investment, covering investments in fixed assets (e.g. equipment,
buildings, machinery etc.) and up to an additional 10% for enterprises located in southern and
northern regions
• Employment grants – 20%-30% of the salary cost for additional employees
• Vocational training grants for OJT programs
* In some cases a company may be eligible for more than one grant program
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MULTINATIONAL CORPORATIONS
LOCATED IN ISRAEL*

*The above is a partial list of approximately 270 Multinational Corporations operating in Israel

THE FOREIGN INVESTMENTS
AND INDUSTRIAL COOPERATION
AUTHORITY

InvestInIsrael@economy.gov.il
+972-2-6662410
www.investinisrael.gov.il

