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 Background
 to the Israeli
 energy sector

Since its establishment, and until the last decade, Israel’s energy market was 
characterized by scarcity and disparity; increasing consumption; and limited 
competition. No large marketable energy sources were at hand and the country’s 
primary energy sources were imported fossil fuels. In addition, electricity generation, 
transmission and distribution were undertaken solely by Israel Electricity Company 
Ltd. (“IEC”), a government-owned integrated monopoly. However, in the last decade 
the energy market in Israel has changed profoundly.  

Firstly, in 1996 the legislature enacted the Electricity Sector Law, 5756-1996 (the 
“Electricity Law”), which introduced various structural changes, and transformed the 
Israeli electricity sector from a concession-based sector to a license-based sector. 
Such legal framework has enabled independent power producers (“IPPs”), for the first 
time in Israel’s history, to own and operate large-scale conventional, solar and pump 
storage hydroelectricity facilities.

Secondly, following recent discoveries of offshore natural gas such as the “Tamar” 
field (11 TCF), which began commercial production in 2013, and the “Karish” field (1.8 
TCF), the “Tanin” field (1.2 TCF) and the “Leviathan” field (22 TCF), which are expected 
to be operational within a few years, Israel’s natural gas demand will now be met by 
local production and Israel will become an exporter of natural gas. 

In addition, Israel’s complex relations with its neighbors rendered it an “energy island” 
such that electricity is entirely generated domestically with no grid connections 
with any neighboring economies. Therefore, and as described below, the Israeli 
energy market is very much under development with diverse capital investment and 
acquisition opportunities.      

Legal and regulatory framework  
Electricity 
The Israeli electricity sector is dominated by IEC, which was historically granted with a 
concession to generate, transmit and distribute electric power in Israel. In 1996, with 
the enactment of the Electricity Law, it was decided to open the electricity sector to 

Despite these discoveries, Israel still faces significant challenges as the holders 
of the gas licenses require the support of prominent international oil and gas 
companies in developing the reservoirs and the necessary infrastructure in order 
to link them to Israel’s distribution network. 
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competition and to reorganize that each activity thereunder is governed by a license. 
In the interim and until the reforms are fully implemented, IEC was provided with a 
provisional authorization to continue to perform its various functions, which has been 
extended several times.

The Ministry of National Infrastructures, Energy and Water Resources (the “Ministry”) 
and the Public Utilities Authority – Electricity (the “PUA”) are the regulatory bodies 
that oversee the electricity sector. The Minister of National Infrastructures, Energy 
and Water Resources is vested with certain authority with respect to the issuance, 
extension and revocation of licenses; approval of changes in control in license holders; 
and approval of pledging or granting security interests of and over license assets. 
In general, the Electricity Law and the regulations promulgated thereunder specify 
the conditions for obtaining a provisional license to produce electricity, which after 
fulfilling certain milestones, is replaced by a permanent license (usually for a period of 
20 years), which is required in order to carry out the commercial operation of the IPP. 

The PUA was established in 1996 as an administrative entity that determines tariffs, 
as well as setting out, and supervising the fulfillment of, the criteria established for 
the standard, nature and quality of the services provided in the electricity sector. 
In general, tariffs in Israel are a function of the type/technology of the IPP and in 
some instances also its capacity. Once published, the tariffs are in effect until a pre-
determined quota is attained or a certain time period has elapsed. Depending on the 
type/technology of the IPP, the regulatory regime provides for a safety net, according 
to which such IPP may sell all or a certain percentage of its output to the holder of a 
system management license (currently the IEC).

The Electricity Law has laid down the legal framework which allowed the Ministry 
of Finance and the Ministry to tackle electricity shortage and to elevate renewable 
energy through private-public-partnerships (“PPP”). Although at this stage it is clear 
that such goal is not feasible by 2020, the Israeli Government is keen to make sure the 
goal is attained thereafter. 

Oil & Gas
The oil and gas sector in Israel is governed by two primary laws: the Petroleum Law, 
5712-1952 (the “Petroleum Law”) and the Natural Gas Sector Law, 5762-2002 (the 
“Gas Law”). The Petroleum Law governs and regulates Israeli upstream activities 
with respect to exploration and production of oil and gas. The Gas Law governs the 
midstream and downstream activities and sets out a licensing regime for natural gas 
infrastructure, which is regulated by the Natural Gas Authority. 

The Petroleum Law grants vast powers to the petroleum commissioner (the 
“Commissioner”) who is primary responsible for regulating all upstream oil and gas 
activities, as well as reviewing and approving transfer or pledging of rights granted 
under the Petroleum Law. There are three main rights that may be granted by the 
Commissioner under the Petroleum Law: a preliminary permit, a license and a lease. 
A preliminary permit confers the right to carry out preliminary testing investigations 
(excluding test drilling). A license grants the right to explore for petroleum in the 
license area and outside such area in certain circumstances; the exclusive right to 

These initiatives along with several governmental decisions have facilitated 
the development of large-scale projects with minimum immediate reliance on 
allocations from the national budget.
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conduct test or development drilling in the license area; and to produce petroleum. 
Once the Commissioner recognizes that a discovery has been made, the licensee may 
be granted a lease for 30 years which can be extended to 50 years.

The Petroleum Law establishes that a leaseholder is allowed in principle to export 
petroleum. In 2013, pursuant to the recommendation of the “Zemach Committee,” 
the Israeli Government adopted a resolution which limits natural gas exports to 
approximately 40% of production (with the exception of reservoirs in existence prior 
to the adoption of this policy, which may export up to 50% of production). 

There are two key components of taxation relevant to the oil and gas industry. The 
first component relates to the royalties that a holder of a lease must pay to the Israeli 
Government in an amount equal to 12.5% of the wellhead value of the petroleum 
produced from the leased area. The second component, introduced following the 
recommendations of the “Sheshinski Committee,” is a levy imposed on profits derived 
from the sale of petroleum pursuant to the Petroleum Profit Taxation Law, 5771-
2011. The levy applies only to profits from upstream operations and is designed to 
capitalize on the economic dividend arising from each petroleum reservoir only after 
the holder of a lease achieves a full return on its investment plus an additional return 
for some of the financial risks. 

The current energy mix and future developments    
Natural gas is expected to play a considerable role in Israel’s future energy mix and 
recent discoveries have already significantly reduced the use of coal as the main 
source of Israeli electric power. Israel does not produce nuclear energy and currently 
less than 5% of the energy mix is derived from renewable sources. 

The Draft still requires the approval of the Israeli parliament unless the Minister of 
the Economy decides to use his authority pursuant to the Restrictive Trade Practices 
Law, 5748-1988 and exempt the Draft from antitrust constraints. The Draft is the 
outcome of a recent dispute between the Director-General of the Antitrust Authority 
(the “Director-General”) and the partners in the Leviathan and Tamar fields. The 
Director-General has reconsidered the applicability of a previous arrangement that 
would have allowed the partners to retain their stakes in the fields as long as they sold 
their shares in the Karish and Tanin fields. 

Therefore, we identify several capital investment and acquisition opportunities. First, 
following the approval of the Draft, the partners in the Leviathan and Tamar fields will 
be required to sell their stakes in the Karish and Tanin fields. Second, in order to access 
distant markets Israel will need to facilitate the construction of a liquid natural gas 
(“LNG”) facility. Other than development, construction and operation of an LNG facility, 
the local market will require: additional gas-supporting and export infrastructure; 
companies with the expertise to convert existing power plants to natural-gas 
compatible or build new power plants; companies with expertise in pollution controls; 
and other services which relate to the industrial application of natural gas. In the long 
run, investment opportunities may relate to the development of a methanol plant or to 
companies capable of introducing natural gas vehicles. In addition, several gas-related 
PPP projects have already been published such as a tender for the construction of a 
large scale ammonia production plant in the Negev region. 

The most recent regulatory hurdle facing the energy market is the approval of 
the draft “gas outline agreement” recently published by the Israeli government 
(the "Draft").
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Tadmor & Co. Yuval Levy & Co. is a premier Israeli law firm with a global perspective dedicated to providing effective and 
sophisticated legal services to clients operating in all sectors of the economy. The firm’s comprehensive international and 
local experience allows it to serve as a two-way gateway for its clients: taking its Israeli clients worldwide, while closely 
supporting its foreign clients in Israel. The firm is consistently ranked among Israel’s elite law firms in various legal publications 
and directories, including Chambers Global, Legal500, Global Competition Review, Who’s Who Legal and IFLR1000. 

Being one of the premier single designated projects and energy practice groups in Israel, the firm's Project Finance 
practice group has an in-depth understanding of the broad spectrum of issues that relate to the regulatory framework 
for, and financing of, energy and natural resources; and has assumed a key role in supporting banks, institutional investors 
and sponsors in developing pathfinder and innovative financing structures. 

Among the firm's notable transactions in the energy sector in the past twelve months are:
•	 Representation	of	a	project	company	in	procuring	financing	for	the	design,	construction	and	operation	of	a	121MW	

Solar Energy Thermal Power Station in Ashalim, Israel. The project utilizes unique and ground breaking “Tower 
Technology”, similar to that used at the Ivanpah project in Southern California, USA and was recently awarded as the 
European Solar Power Project of 2015 by IJGlobal;

•	 Representation	of	a	project	company	in	the	development	of	834MW	natural	gas	fired	power	plant	in	the	south	of	
Israel. This is the largest privately owned power station in Israel;

•	 Representation	of	 the	 lenders	financing	a	300MW	hydroelectricity	pumped-storage	power	plant	 in	Ma’ale	Gilboa,	
Israel. This is the first hydro-electric project in Israel.

Jonathan's practice covers a wide range of project and infrastructure financings in various project structures and delivery 
systems. His transactional work has been recognized by numerous ranking guides, including Chambers Global, Legal500, 
Who’s Who Legal, and IFLR1000 where he is listed as a Tier 1 practitioner in Israel Projects & Energy. Clients characterize 
him as an “amazing lawyer” with “excellent deal-making abilities” and “vast local and international experience” and cite 
his “commercial attitude” and the fact that he demonstrates “industry knowledge and has excellent connections”. In the 
past, Jonathan was a project finance attorney at the New York law offices of Chadbourne and Parke LLP.

Guy’s focus is on project development, public-private partnerships and other project financing transactions, primarily 
in the water and power sectors. He regularly represents sponsors, banks and financial institutions in the development, 
financing, acquisition and disposition of infrastructure projects. Guy received his LL.M. degree focusing on energy and 
climate change law from Columbia University School of Law, where he was named a Harlan Fiske Stone Scholar and a 
recipient of the Parker School Recognition of Achievement in International and Comparative Law.
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