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The New Income-Tax Law in the Palestinian Territory 
 

On September 26, 2011, Palestinian President issued a draft Law No. 8 of 2011 on income tax. 
The Law, which was published in the Official Gazette on October 24, 2011, shall take effect 
from the date of publication, and it will be applied to earned incomes in 2011. The Council of 
Ministers justified the issuance of this law on the basis that it will increase revenues and 
enhance the ability to rely on local resources. The issuance also coincides with a tendency to 
modernize the laws governing the work of the Palestinian National Authority and to meet the 
requirements of enhancing the national economy. However, the law has come under fire from 
the private sector and from individuals alike, in spite of the fact that the law has not been 
amended in the brackets and the basic tax rates. In order to create a positive dialogue between 
the agency in charge of the reinforcement of the law and the other parties, and to come up with 
suggestions or recommendations about the changes brought by the law, Mas Institute held a 
gathering for various public and private parties and local bodies opposing the draft. 
 
At the beginning of the meeting, Dr. No'man Kanafani, Director of Research at Mas, 
highlighted the amendments brought by the bill. He also updated attendees on the value of the 
income tax for the first seven months of 2011, saying it totaled $ 88 million, which accounted 
for 5.6% of current spending, while the value added tax accounted for 23% of current spending. 
Dr. Kanafani noted that there is a global tendency to increase tax revenues through financial 
system reforms, but not through raising taxes, and to redistribute income through spending, but 
not through increasing tax rates. With respect to individuals and companies, the key 
amendments were: 
 
The major amendments relating to the natural person and to legal entity 
� Calculating taxes in NIS, not dollars as in the previous law. 
� Cancelling the tax exemption of personal income earned abroad if this income is generated 

from funds or deposits in Palestine. 
� Tax exemption of only 25% of the profits gained through trading of stocks and bonds, 

rather than a full exemption in the previous law. 
� Cancelling the tax exemption of the value of owner-occupied rental property, whether the 

property is occupied by the owner or any member of his/her family. 
� Granting the Director General of Income Tax Department and the staff of the Department a 

judicial police status. 
 

The key amendments relating to individuals 
� Exemption of the paid end-of-service benefits for no more than one month for each year of 

service, compared to full exemption in the previous law. 
� Cancelling the existing tax exemption granted to farmers in the previous law. 
� A university-student exemption of  6 thousand shekels a year, with a maximum of two 

students per year per family. 
� Cancelling the existing tax exemption granted to capital gains arising from sale of land or 

real estate. 

 

Major amendments relating to companies 
� Cancelling the existing tax exemption granted to capital gains from the sale of securities in 

the investment portfolios of banks and financial institutions. 
� Raising the ceiling on research and development expenditures, on scientific research and on 

the expenses of searching for new markets or new export prospects to 2% of gross income 
instead of 1% of net income. 
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� Levying a 5% tax on income earned from deposit interest, commissions and profit of 
deposits involved in bank investment, as well as financial companies that do not deal with 
interest rate. 

 
According to Dr. Kanafani, the meeting further aimed to find answers to the following four 
questions:  
� What are the reasons behind the issuance of a new law to tax income? 
�  Were the course of issuance and publication (in the absence of the Legislative Council) 

satisfactory? 
� What are the main achievements, shortcomings and gaps of the draft?   
� Can the law achieve its predetermined goals? 
After this introduction by Dr. Kanafani, keynotes speakers made their contributions: 

 

Dr. Atef Alawneh, Special Adviser to the Bank of Palestine and former Undersecretary of 

the Ministry of Finance: 

 

First: The key strengths of the law 
� The adoption of the principle of nationality, not the principle of residence 
� Expanding the tax base by adding a new entry 
�  Increasing the personal, family and social exemptions 
� Decreasing the number of brackets 
� Lowering the ceiling 
� Increasing public revenues. 

 

Second: The key weaknesses of the law 
� Socially, the law does not contribute to creating social balance and income redistribution- 

probably because it imposes taxes on the more-than-one-month paid end-of-service 
benefits; the low number of tax brackets (3 only);  the lowered ceiling (15%); and because 
of the failure to ensure expansion of the individual base. 

� Economically, the quest of the new law to increase tax revenue by broadening the tax base 
and by involving new incomes led the law into an economically- prohibited landscape. The 
law does not reflect an economic policy since it levies tax on the agricultural sector, the 
financial investments, the real estate investments and life insurance. 

� In terms of funding, the law does not guarantee an increase in tax revenues. Instead, it fuels 
tax evasion, especially in value-added tax- perhaps because it focuses on fixed income 
earners; the inability of tax departments to pursue the self-employed; the low tax rate 
imposed on companies (15%); the failure to put an end to tax evasion; and other reasons. 

�  Constitutionally and procedurally, the new law is not constitutional. A law that expresses 
an urgent need for the Palestinian economy can be passed without the approval of the 
Palestinian Legislative Council; otherwise any bill, including the one in question, must be 
passed by the PLC. In addition, such a law contravenes the Basic Law as it grants powers 
to the Council of Ministers to amend the exemptions and tax brackets. It also gives the 
Council of Ministers broad financial, administrative, legal and judicial powers that are 
inconsistent with laws and regulations. Besides, the law does not provide a solution to the 
dozens of issues of rating, collection and follow-up. 

 

Dr. Azmi al-Atrash, professor of public finance at Al-Quds University:   
� This law is part of the endeavors to achieve a zero-based budget; i.e. increasing the PNA 

treasury revenues to cover its expenses. The law does not involve a balance between tax 
burden and tax capacity. It does not distribute the tax burden to the social groups according 
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to their income. It, thus, undermines the social role of the tax system in redistributing 
income. 

� Increasing the collection from disadvantaged groups:  
- Reducing the exemption on the education of children and limiting the number to two 

children only.  
- Reducing the exemption on the purchase of apartments. 
- Fixing the rate of exemption, regardless of the number of dependents. 
- Determining the amount of the exemption without considering the poverty line and its 

relevance. 
-  Limiting the end-of-service exemption to a month's salary. 
- The ambiguity of handling the end-of-service remuneration beyond one month per 

year.  
- The social injustice of restricting the social categories into three only. 
- The inclusion of the agricultural sector. 

� Taking sides with the high-income entities:  
- Slashing the income taxes on companies with a total of 11%; adding other items such 

as losses resulting from the replacement of machinery; and rent exemption (as 
expenses). 

-  The law has not addressed the activities of the branches of local companies abroad; 
instead it has granted the parent company 2% tax exemption of the income of the 
parent company in Palestine for the benefit of the branches. At the same time, the law 
did not address the tax on foreign investors in Palestine. 

� Some issues are contradictory, vague and unclear: 
- The incompatibility with the Basic Law, as the new law is effective retroactively to the 

earned incomes of 2011. 
- It gives unlimited, broad powers to the Director General of Tax Department, as well as 

to the appraiser.  
- It gives unlimited powers to the Minister of Finance, as if the law of the taxation was 

an executive responsibility- in sharp contrast to the international constitutions. 
-  It gives unlimited powers to the Director General of Tax Department and the appraiser 

to settle disputes without internal or external control. 
- It gives unlimited powers to the Cabinet to make amendments. 

� This law might increase financial and administrative corruption that the Palestinians have 
already sustained. 

 

Mr. Hashim Droubi, Director of the Bureau of Control in the Department of Income Tax, 
commented on the contributions of  Dr. Alawneh and Dr. Atrash. The major points he raised 
were: 
 

� Major amendments to the applicable law have been made: some are substantial, while 
others are merely related to drafting. However, there are 3 main articles that remained 
unchanged: the tax base, deduction and clearing of buildings and land tax, and exemption 
from fines and taxes. As a result, tax collections can be increased without having to raise 
tax rates- which remained constant whether on individuals or companies. 

� These amendments were made to achieve the following objectives:  
- Addressing some difficulties in the application of the law, for example, dealing with 

bad debts; expenses of the tax-free income; profits made by stock and bond trading; 
and capital gains arising from the sale of land and real estate. 

- Reducing tax evasion and broadening the tax base by means of new articles that have 
been added to the law or through amendments, such as making a tally of taxpayers, 
deduction at source and others. 
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- Keeping abreast of developments and economic activities, as well as the standards of 
accounting and auditing. 

- Controlling over assessments and focusing on vetting through the law. 
� Income from agriculture was not included in the exemption and was exclusively for 

individuals within the instructions. (Instructions for exemption from filing will take into 
account the exemption of farmers whose income is less than a certain amount). 

� Concerning the value of owner-occupied buildings, there is no income at all to be included 
in the scheme.  

 

Thereafter the meeting attendees raised the following points:  
� Though they listened to the views of many parties, the law drafters did not consider these 

views.  
� The law sought to increase tax collection only, and it has not achieved the economic goals 

(for example, levying taxes on the agricultural sector). 
� Giving the Cabinet the power to make amendments to tax brackets violates the Palestinian 

Basic Law. 
� Giving unlimited powers to the Director General of Tax Department and the appraiser 

might lead to a state of rampant corruption and tax evasion among the most privileged 
category. 

� The levy of tax on insurance companies that provide life insurance services of 5% of the 
total life insurance premiums owed to the company will negatively impact the insurance 
companies and might make them reluctant to provide such a service. 

� The law has not addressed the activities of the branches of local companies abroad; instead 
it has granted the parent company 2% tax exemption of the income of the parent company 
in Palestine for the benefit of the branches. 

 

Recommendations:  

 

The new Income tax law should be reconsidered, especially in the following areas: 
� The powers granted to the Council of Ministers to amend the tax brackets and exemptions. 
� The powers granted to the Director General of Tax Department to levy a lump-sum tax. 
� Taxation of the agricultural sector. 
� Imposing tax on insurance companies that provide life insurance services.  
� Taxation of the end-of-service benefit. 
� Imposing tax on capital gains arising from selling securities.  
� Reconsidering the relationship of the tax rate with the poverty line, so that the tax 

exemption becomes higher than the poverty line by at least 25%. 
� Giving a tax advantage to the real production activities (agriculture and industry) and 

increasing the tax rates on other activities. 
� Developing effective mechanisms to ensure control over tax department, especially in light 

of the Ministry of Finance data on tax evasion, with a total figure of  $ 800 million in 2010. 
� Imposing a progressive tax rate on businesses in order to increase the revenues of the 

treasury much higher than, otherwise, expanding the tax base to include the less fortunate 
categories.  

 

 

 

 


