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EFFECT ON CONTINUITY OF EMPLOYMENT  

OF CHANGE IN OWNERSHIP OF ISRAELI ENTERPRISES 

Introduction 

 Israel is known as one of the world’s leading centers for high-technology innovation and 

product development.  As a consequence, foreign enterprises have evinced a keen interest in 

acquiring access to Israeli technology by acquiring Israeli companies specializing in research and 

development in a variety of areas.  One means of tapping the high-tech market is through the 

acquisition of Israeli enterprises engaged in the relevant sphere of technological activity.  When a 

foreign company acquires an Israeli concern, an issue frequently arises about the new owner’s 

obligations to the existing workforce.  This ZGC web memorandum gives our readers and visitors a 

brief overview of the law in this important sector of M & A law. 

 

Change of ownership – effect on continuity of employment 

Israeli labour law provides a series of laws which establish continuity in the case of a 

change of ownership.  These laws recognise and establish a relationship not just between the 

employee and the employer, but between the employee and the workplace (see, for example, 

The Histadrut – RAMTA Ltd.)  It is notable that the labour tribunals give this principle great 

value. 

Accordingly, the change of ownership of an enterprise does not as such bring about the 

termination of the employment relationship (Yael Nusbaum v. Givataim Municipality) 

(though this of course does not mean that the new employer is required to retain all the 

transferred employees). 

Furthermore, the fact of a change of ownership does not constitute automatic termination 

of employment relations (which would entitle the employee to severance pay); however, if 

an employee wishes to resign due to the change of ownership, the change of ownership is 

considered as a substantial change in the terms of employment that entitles employees to 

terminate while retaining the right to severance pay (The Histadrut – RAMTA Ltd.).  Thus an 

employee may terminate his employment and be entitled to severance pay
1
.  

 

Change of ownership – effect on statutory rights 

A change of ownership does not affect the employee's statutory rights, such as the 

right to severance pay, wage protection, accumulated annual vacation, pregnancy or 

maternity-related rights, and payment for sick leave.  An employee’s statutory rights under 

labour protection laws are preserved when the employee passes from one employer to 

another at the same workplace (Yael Nusbaum v. Givataim Municipality, Mizrahi v. Pilpeli). 

                                                                                                                                                                                                   
1 The Severance Pay Law 1963 provides, broadly, that an employee who is terminated is entitled to severance pay in the amount of 

their final month’s salary multiplied by the number of years worked.  Many employers make monthly payments into a fund of 

8.33% of the employee’s gross monthly salary to ensure that the severance payment will be available at the termination of 

employment. 
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Thus, for example, section 30 of the Wage Protection Law 1958 provides that in a 

change of ownership, merger or division, the new employer is also responsible for any 

salary payments (as well as other payments to benefit funds) owed by the former employer.  

Similarly, eligibility for severance pay is determined by the years of work for “an 

employer or a workplace” (Severance Pay Law 1963, section 1(a)), and thus the new 

employer will be liable for severance pay for the period of employment under its 

predecessor (Aharon Babaian; Pinchas Daluya v. Meir Balazaca).  This means that the new 

employer may be responsible for the payment of severance compensation for all the years of 

an employee’s employment, to the extent that provision for such payment has not been made 

by the former employer.  However, to the extent the employee did receive severance pay 

from his prior employer, the new employer will not be liable for severance pay for the same 

period (Agudat Hashomrim v. Avraham Fikson; Naftali Wahal v. Avshalom Antsilevits). 

Similar legislation exists with regard to vacation (Annual Vacation Act 1951) and 

sick leave (Sick Leave Law 1976). 

In any situation of a transfer of undertakings, thorough due diligence is therefore 

crucial in order to determine that there are no past debts and in order correctly to assess the 

employee obligations.  

 

Collective agreements 

Since the terms of employment in Israel, particularly in large enterprises, are often 

pursuant to collective agreements rather than personal contracts of employment, such 

collective agreements are worth a brief mention. 

In case of change of ownership of the enterprise, the new employer will be deemed 

to step into the shoes of the prior employer for the purposes of the collective agreement 

(Collective Agreements Law 1958).  However, this extends only to rights arising under the 

collective agreement itself, as opposed to collective arrangements or customs (The Histadrut 

– RAMTA Ltd.). 

 

Conclusion 

As noted above, a new employer is not automatically obliged to retain the entire 

workforce upon a transfer of undertaking.  However, to the extent that an employee does 

remain, his or her employment is deemed continuous with regard to such employee’s 

statutory rights to salary and other benefits and protections. 

 


