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TAX STATUS OF THE AUGUSTA VICTORIA HOSPITAL IN JERUSALEM 

The Lutheran World Federation (LWF) runs the Augusta Victoria hospital in 
eastern Jerusalem. Although it had enjoyed full exemption by both the Hashemite 
Kingdom of Jordan as well as the State of Israel since 1966, Israel has cancelled its tax 
exemption status in 2000 and has subjected the LWF to both wage tax as well as to 
employers’ tax liabilities. Tax assessments, which were confirmed by the Jerusalem 
district court for tax years 2001 and on, have been appealed by the LWF. 

I. Background 

The Augusta Victoria hospital as well as the vocational school at Beit-Hanina are operated and 
maintained by the Lutheran World Federation (hereinafter LWF).  The LWF has been employing 
approximately 370 persons in operating these institutions.1  The LWF has been acting in eastern 
Jerusalem, the West Bank and Gaza since 1948 as a non- profit organization.  The Hashemite Kingdom 
of Jordan (hereinafter HKJ) had been controlling the West Bank and eastern Jerusalem from 1948 to 
1967, when Israel gained control over them. While Israel established a military government over these 
areas immediately after the 1967 Six Days War, it ended such rule over eastern Jerusalem shortly 
thereafter and instead applied there its domestic law, jurisdiction and administration.2  

The following facts were described by the Jerusalem district court as undisputed by the parties 
in an appeal regarding the LWF tax liabilities as a non-profit organization operating in eastern 
Jerusalem.3

On June 27, 1966 an agreement was signed between the LWF and the HKJ regulating LWF 
activities within the Kingdom.  The agreement provided the LWF exemptions from payment of various 
taxes subject to suitability to domestic legislation and restriction to payments made by the LWF to 
persons of “non-Jordanian nationality.”  Following the occupation of eastern Jerusalem and the West 
Bank by Israel Defense Forces in the 1967 Six Day War, Israel allowed charitable and welfare 
organizations operating in these areas to continue their operations in accordance with existing 
agreements and on a temporary basis.  The LWF was one of the organizations that received 
authorization to continue its operations by the Ministry of Foreign Affairs.  

                                              

1  Income Tax Appeal 000418/00 The Lutheran World Federation v. State of Israel, the Nevo Legal Database, 
available at http://www.nevo.co.il (decision rendered on Dec. 24, 2002). 

2  See Law and Administration Ordinance (Amendment No. 11) Law, 5727-1967, June 27, 1967, 21 Laws of the 
State of Israel (hereinafter LSI) 75 (5727-1966/67). 

3  Income Tax Appeal 000418/00 The Lutheran World Federation v. State of Israel, the Nevo Legal Database, 
available at http://www.nevo.co.il (decision rendered on Dec. 24, 2002). 

  

http://www.nevo.co.il/
http://www.nevo.co.il/


Israel:  Tax Status of the Augusta Victoria Hospital – February 2006           The Law Library of Congress – 2 

 

                                             

Based on the ratification of the above tax exemption agreement, Israeli tax authorities refrained 
for years from collecting any taxes from the LWF.  On December 19, 1998, however, the tax 
assessments that were the subject of the appeal were issued.  

II. Statutory Basis and Rates of the Assessments 

According to the Jerusalem court decision,4 the assessments relate to the LWF liability for the 
following: 

1. “Wage Tax” based on the Value Added Tax Law 5736-1975,5 as amended, that 
provides: 

A wage tax shall be imposed on the activity in Israel of a non-profit organization in percentages 
of the wage paid by it, as the Minister of Finance shall prescribe by order with the approval of 
the Knesset.6

In accordance with the Value Added Tax Decree (Tax Rate for Non-Profit Organizations and 
Financial Institutions) 5753-1992,7 as amended, the rate of wage tax to be paid for NPOs’ activity in 
Israel from January 1993 on is 8.5%. 

2. Employers’ Tax based on the Employers’ Tax Law, 5735-1975,8 as amended, that 
provides: 

An employer shall be liable to a tax of an amount equal to 4 percent of the total amount of the 
work income he has paid in respect of any tax year.9

III. Issues Raised on Appeal Regarding the Tax Assessments 

a. the legality and applicability of the 1966 tax exemption agreement between the LWF 
and the HKJ in connection with its ratification and application after the change of the 
rule in the area; 

b. the substance of the agreement and its application to the types of taxes subject to the 
assessments; and 

c. the impact of the passing of time on the relationship between the parties, based on both 
estoppel,10 the change of policy and the wish of the State to relieve itself from its 
obligations under the agreement.  

 

4  Income Tax Appeal 000418/00 The Lutheran World Federation v. State of Israel, paragraph 2, Nevo Legal 
Database, available at http://www.nevo.co.il (decision rendered on Dec. 24, 2002). 

5  30 LSI 46 (5736-1975/76). 

6  Id. § 4(a). 

7  Kovetz HaTakanot (KT) 5491, p. 272 (Dec 31, 1992), the Nevo Legal Database, available at  
http://www.nevo.co.il.  

8  29 LSI 152 (5735-1974/75).  

9  Id. § 2(a). 
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IV. Determinations by the Court 

The court concluded that the exemption agreement and its extension were legal and that the 
exemption was understood as applicable to all types of taxes.  Moreover, the LWF relied on the State’s 
actions of recognizing the exemption and canceling previous assessments by continuing its activities in 
eastern Jerusalem.  

Although the State might, in special circumstances, relieve itself from an obligation, the court 
preferred to find a solution within the agreement itself while applying the general law of contracts. 
According to the agreement, the parties foresaw the possibility of its cancellation.  Section 5 of the 
agreement specifically provided: 

This agreement will come into force as soon as it is signed and will remain in effect until one of 
the contracting parties informs the other, in writing, of his [sic] intention to terminate six 
months before it proposes to do so.11

Accordingly, the agreement determined two conditions for its cancellation: a written notice and 
six months advance notice.12

The court agrees that “it would have been more fitting and respectful if a formal and orderly 
notice had been sent to the appellant by the government of Israel. However, lack of validity of a 
cancellation notice delivered in a different way should not be derived from this.”13  After examining the 
circumstances of the case, Judge Gal concluded that the WLF was given sufficient cancellation notice 
by the State’s clear and formal position expressed in the written pleadings that were submitted to the 
court on June 4, 2000, in response the WLF request to cancel the tax assessments.  The State set out its 
position by explaining it wished to stop a situation in which the appellant was favored in comparison to 
similar institutions, which would be in contradiction to basic notions of Israeli law and the enforcement 
of tax laws in an equal and befitting way.   Judge Gal held: 

In these circumstances it cannot be said that it is necessary today to give the appellant another 
notice, new, regarding cancellation of the exemption agreement. The appellant on its part could 
certainly contact the ministers in charge and to more senior heads of administration, in order to 
try and convince them to change the State’s position, all within proper rules of administration 
and subject to them- but to the issue of authority, the announcement by the Attorney general, 
representing the state in civil legal proceedings is sufficient…14  

Considering that the response to the WLF request for cancellation of the tax assessments which 
were the subject of this appeal was submitted on June 4, 2000, and in accordance with the requirement 

 

10  “Estoppel” means that party is prevented by his own acts from claiming a right to detriment of other party who 
was entitled to rely on such conduct and has acted accordingly. See BLACK’S LAW DICTIONARY 494 (5th ed., 1979). 

11  Income Tax Appeal 000418/00 The Lutheran World Federation v. State of Israel, paragraph 41, Nevo Legal 
Database, available at http://www.nevo.co.il (decision rendered on Dec. 24, 2002, emphasis in original). 

12  Id. 

13  Income Tax Appeal 000418/00 The Lutheran World Federation v. State of Israel, paragraph 43, Nevo Legal 
Database, available at http://www.nevo.co.il (decision rendered on Dec. 24, 2002) (translated by author).  

14  Id. 

http://www.nevo.co.il/
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for six months’ advance notice, the court concluded that the cancellation of the agreement entered into 
force at the start of the tax-year of 2001.  Accordingly, tax assessments cannot apply retroactively from 
tax year 1993, as requested by the State.  

V. Current Tax Status of the WLF 

In accordance with the district court ruling, the WLF is under an obligation to pay wage tax at 
the rate of 8.5% of the wage paid by it and employers’ tax at a rate equal to four percent of the total 
amount of the work income paid in respect to any tax year from 2001 on. 

It was reported that the LWF filed an appeal on February 12, 2003 against the December 2002 
decision of the Jerusalem district court to revoke its tax exemption status. The LWF appeal alleges that 
there was no lawful notice or decision by the competent authorities to cancel the agreement that 
recognizes its tax exemption status. It further alleges that there was a failure to give the LWF the 
opportunity to argue its case and explain “the substantive implications of the cancellation for itself, the 
population it serves, and for the State of Israel.”15

A search for a decision by the Supreme Court on this matter has not revealed a final resolution. 

Prepared by Ruth Levush 
Senior Foreign Law Specialist 
February 2006 

 

15  LWF Appeals Against Jerusalem Court Ruling, The Lutheran World Federation - Lutheran World Information 

website, http://www.lutheranworld.org/News/LWI/EN/1156.EN.html (last visited Feb. 2, 2006). 

http://www.lutheranworld.org/News/LWI/EN/1156.EN.html
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