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ISRAEL

Cryptocurrency Catch: Seller Can’t Bank 
Cash to Pay Israel Tax
by William Hoke

Concern about money laundering and 
terrorist financing has reportedly prompted some 
Israeli banks to refuse to accept proceeds of 
cryptocurrency sales, making it impossible for 
some sellers to pay taxes on the resulting gains.

At least four Israeli banks have rejected cash 
deposits related to cryptocurrency trading, 
according to an August 6 article in Haaretz, a Tel 
Aviv-based newspaper. The article says the Israel 
Tax Authority (ITA) is aware of approximately ILS 
300 million (around $86 million) of unpaid taxes 
from cryptocurrency sales. The ITA didn’t 
respond to a request for comment.

In a February 2018 circular, the ITA said 
virtual currencies such as bitcoin are assets and 
not currency, which makes them subject to income 
tax, capital gains tax, and VAT. The ITA said a 
taxpayer who is not engaged in business activity 
is subject to capital gains tax on payment 
transactions that involve virtual currencies.

In at least one situation, the Haaretz article 
says, the ITA has allowed a delay of payment 
while the taxpayer’s lawsuit is before the courts, 
although interest continues to accrue on the debt.

Bank Leumi, one of the financial institutions 
identified in the article, acts in accordance with 
local and international regulations, a spokesman 
said. “Every transaction and its approval is 
examined on the basis of regulatory requirements 
and risk management procedures,” he said. Bank 
Hapoalim, which is also mentioned in the article, 
didn’t respond to a request for comment.

Anna Tsabari, a lawyer with the Ampeli Tax 
Law Offices, said Israeli courts apparently do not 
want to resolve the issue and prefer that 
government authorities issue appropriate 
regulations. “As for now, the bitcoin community 
in Israel is not ready to surrender and continues 
the fight against the banks’ conduct regarding 
bitcoin,” she said. “On this matter, on August 8, a 
class action [lawsuit] was filed against Bank 
Hapoalim in the District Court of Tel Aviv.”

The lack of a legal framework for financial 
institutions often extends beyond the area of 

cryptocurrencies and causes problems for Israelis 
in other contexts, Tsabari said. “Our office 
encounters daily examples of the unreasonable 
conduct of Israeli banks towards voluntary 
disclosure clients, returning residents, new 
immigrants, [and] individuals working abroad,” 
she said. “All can be unjustly treated without 
authority when transferring money from abroad 
to Israel. In the framework of checking the source 
of money, banks [operate] with no clear rules or 
procedures. The requests are varying from 
different branches of the same bank, and policy 
often changes.”

Gidi Bar-Zakay, a CPA and founder of Gidi 
Bar-Zakay Consultants, said that while the courts 
have authority to resolve the issue, the fact that 
each case involves different circumstances makes 
it difficult to establish a binding precedent. “Even 
if there will be such a precedent, one still must sue 
the bank in order to enjoy it,” he said. “This 
process involves a significant amount of money 
and takes much time and therefore is not a perfect 
solution.”

In December 2018 the Bank of Israel set up an 
interagency task force, including representatives 
from the Capital Market, Insurance, and Saving 
Authority, the Israel Securities Authority, the 
Ministry of Finance, the Ministry of Justice, and 
the Israel Money Laundering and Terror 
Financing Prohibition Authority to investigate the 
issue and formulate standards for parties 
involved with cryptocurrencies. ”If the team 
recommends a change in legislation, the Knesset 
will vote on whether to amend the existing law,” 
Bar-Zakay said.

Tsabari said that with national elections 
scheduled for early September, it is unlikely any 
legislative solution to the problem will be reached 
soon.

The official position of the central bank, 
Tsabari said, is that a transfer of virtual currency 
is equivalent to a cash transfer, and the account 
can therefore be considered to represent a high 
risk. “According to the central bank’s position, 
there is real difficulty in providing sweeping 
guidance to the system as to the proper way to 
measure management and to monitor the risks 
inherent in this activity,” she said. “Therefore, at 
this stage, the banking supervision department 
cannot respond to customers [when] banks refuse 
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to allow them to convert the money in their 
account into virtual currencies. If a solution will 
be found, it will have to be jointly provided and 
accepted by the anti-money-laundering 
authority.”

The Haaretz article says a possible 
workaround for cryptocurrency sellers is to “buy 
shekels in the gray markets for paying taxes.” Bar-
Zakay disagreed.

“It is not advisable to buy fiat money in the 
gray market, not even for the purpose of paying 
tax,” Bar-Zakay said. “Even the tax authority, 
when it [can] receive the money, does not wish 
to receive payments from unreported sources. 
Moreover, if and when banks accept cash-outs 
from cryptocurrencies into [deposit] accounts, 
it will only be from know-your-customer and 
anti-money-laundering-approved addresses, 
and no payment will be received from a gray 
market.” 
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