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Introduction

Israel is among the most dynamic and rapidly developing construction markets in the 
Middle East. Driven by strong population growth, urban density and large‑scale national 
infrastructure programmes, the country’s construction sector plays a signiAcant role in 
the national economy. Bccording to the Central (ureau of Statistics )C(SG, PDx from 
construction in Israel stood at appro1imately 82,0Q0 million shekels in 58 0Q07.[1

-
] Data also indicates that the broader industry )which includes manufacturing, utilities 
and constructionG contributed about 83.47 per cent of PDx in 0Q0F.[2] Uurthermore, 
independent market research estimates that the construction industry recorded $Sj74 
billion in revenue in 0Q0F.[3] Israel’s ambitious modernisation and infrastructure strategy 
is part of a broader effort to enhance national resilience, connectivity and housing supply. 
Ma–or areas of investment include, but are not limited to, urban renewal and affordable 
housing )the government recently approved a housing‑acceleration plan of appro1imately 
8.F billion shekels to stimulate housing construction in the peripheral areas to the centre 
of the country and ease rising pricesG[4] and national transport and infrastructure pro–ects 
)the government has published a programme listing infrastructure pro–ects costing over 
8QQ million shekels each, in sectors such as railways, highways and water networksG.[5]

Bs pro–ect sizes and, concomitantly, their comple1ities increase, the sector faces growing 
engineering, Anancial and regulatory risks, resulting in a corresponding rise in disputes and 
claims T particularly those linked to delays, cost escalation and force ma–eure events as 
well as war‑related disruptions.

Year in review

-he past year has witnessed signiAcant developments in the Aeld of construction disputes 
and arbitration in Israel, including several notable –udicial rulings and evolving policy 
positions by the government concerning dispute resolution in national pro–ects.

-he enforceability of arbitration clauses remains a fundamental A1ture of construction 
contracting in Israel, given the comple1ity and technical nature of disputes arising from 
largeLscale pro–ects such as the -el Bviv Right Nail, the HaifaT9azareth line, and numerous 
residential and energy infrastructure ventures. Israeli courts have consistently rea6rmed 
that the arbitration agreement stands independently from the underlying contract, applying 
the principle of severability set out in Section 4 of the Brbitration Raw 8q'2.[6] Necent rulings 
such as Carmel Tunnels Ltd v. Shapir Civil and Marine Engineering Ltd )-el Bviv District 
Court, 0Q0FG have reiterated that technical or procedural deAciencies do not nullify the 
parties’ consent to arbitration, provided the intention to arbitrate is clear.

Concurrently, setting aside arbitral awards is discouraged as doing so not only reJuires 
courts to involve themselves in arbitration proceedings that undermine the integrity of 
arbitrations but also, practically, upends the alleviation of case load that arbitration 
provides in favour of the courts. In Israel Electric Corporation v. Dor Alon Energy Ltd )0Q0FG, 
the Supreme Court rea6rmed that courts may intervene to set aside an arbitral award only 
in limited circumstances, and even then, speciAcally in accordance with the provisions of 
Section 0F of the Brbitration Raw. -he Court cautioned that –udicial correction of factual 
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or evidentiary determinations by an arbitral tribunal would constitute an overreach. B 
further e1ample of limiting the court:s interference in matters undergoing arbitration was 
demonstrated in Mekorot v. Solel Boneh )•erusalem District Court, 0Q0FG, in which the 
Court criticised parties for Aling interlocutory motions while arbitration proceedings were 
ongoing, rea6rming that –udicial intervention should be minimal until an arbitral award is 
rendered.

-he developments of the past year underscore the maturing sophistication of Israel’s 
construction dispute landscape. Courts are rea6rming arbitration’s autonomy while 
tightening evidentiary standards and limiting –udicial interference.

Courts and procedure

In Israel, parties to largeLscale and international construction contracts typically prefer 
to resolve disputes via alternative disputeLresolution mechanisms )BDNG )such as 
mediation or arbitrationG. $nlike in some –urisdictions, Israel does not operate designated 
:construction courts: speciAc to highLvalue construction disputes. -hese disputes T absent 
an arbitration clause T will therefore be accommodated by the civil courts.

-he Israeli court system is hierarchical;

O magistrates’ )lowerG courts; handle most civil disputes, including contractual ones, 
up to a pecuniary thresholdW

O district courts; handle more comple1 and higherLvalue civil  and commercial 
disputes, including construction contract claims above the Magistrates’ threshold 
and also act as appellate courts for Magistrates’ decisionsW and

O Supreme Court;  serves as the highest court for appeal )leave reJuiredG and 
e1traordinary petitions )such as constitutional issuesG.

/wing to the fact that BDN plays such a strong role in construction disputes, Israeli courts 
ad–udicating matters of this nature may refer parties to mediation even without the parties 
being directed as such by the contract. Penerally though, when dealing with megaLpro–ects 
concerning international parties, arbitration )domestic or internationalG is freJuently used 
in infrastructure contracts.

•urisdiction

O -erritorial –urisdiction; in Israel, service of process )including e1traterritorial serviceG 
and territorial reach are regulated by Aling an a6davit showing grounds for 
outLofLIsrael service.

O xecuniary –urisdiction; the level of court )magistrate as opposed to districtG is 
determined by the amount in dispute )among other factorsG.

O Sub–ect  matter  –urisdiction;  construction contract  disputes )defects,  delays, 
additional costsG fall within the –urisdiction of the civil courts since there is no 
separate construction court in Israel.

O
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Brbitrations; if  there is a valid arbitration clause,  the courts’  involvement is 
limited. Uor e1ample, under its new International Commercial Brbitration Raw, 
0Q0F )ICB RawG,[7] Israel aligned its arbitration regime with the $9CI-NBR Model 
Raw T a topic that  will  be e1plored further  hereunder.  -he ICB Raw relates 
to international arbitrations, while the previous legislation )the Brbitration RawG 
pertains to domestic disputes. Bccordingly, the interaction between courts and 
arbitrations has undergone a level of harmonisation such that the latter has been 
granted autonomy that is supported by the former;

O Israeli courts may stay litigation in favour of arbitration.

O Courts may grant interim relief in support of arbitration )e.g., by freezing 
orders or evidence preservationG.

O Challenges to awards, recognition or enforcement of foreign awards, and 
annulment of awards are handled under the ICB Raw or Brbitration Raw.

O In respect of –urisdiction clauses speciAcally, Israeli courts generally enforce 
foreign –urisdiction agreements, but with conditions particularly where Israeli 
public policy or consumer contract issues may arise.

xrocedural rules

O -he Israeli procedural framework for civil and commercial litigation is governed 
primarily by Civil xrocedure Negulations and other relevant court rules and case law.

O In constructionLcontract disputes, if arbitration is stipulated, the ICB Raw )or for 
domestic arbitrations, the earlier Brbitration RawG provides that the arbitration 
tribunal may determine its own procedure, sub–ect to mandatory sections of the 
statute.

O Mediation; Israeli courts may refer large or comple1 commercial matters )including 
construction disputesG to mediation. Uor instance, certain courts may have a pilot 
reJuiring a preliminary meeting in disputes e1ceeding a speciAc amount to consider 
mediation before proceeding to court.

Evidence

O Documentary evidence, e1pert testimony )in construction matters, this will be 
reJuired  to  prove  delays,  defects,  additional  costs,  etcG,  witness  evidence, 
inspections and site  visits  and thirdLparty  e1pert  reports  are all  relevant  in 
construction disputes. Uor e1ample;

O Negarding courts; inspections, commission reports or the appointment of 
e1perts to e1amine construction status may be ordered.

O Negarding arbitration; under the ICB Raw, Israeli  courts may assist in 
adducing evidence in support of arbitration )Sections 44T4' of the ICB RawG 
such as issuing orders for evidence collection.

O
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(urden of proof; generally, the claimant must prove the breach, delay, defect or 
additional cost, as in most civil litigation frameworks. Israeli litigation practice 
emphasises good faith, disclosure and e6cient management of proceedings.

Bpplication to construction disputes

Vhen the above principles are applied to highLvalue infrastructure contract disputes in 
Israel, parties should pay speciAc attention to the following;

O -he e1istence of a clear and robust disputeLresolution clause. If arbitration is 
selected, parties should ensure the location, language, applicable rules, number of 
arbitrators and interim relief provisions are well articulated.

O Vhere no arbitration clause )or where an arbitration clause failsG, the dispute will 
likely be brought in the district court )for highLvalue disputesG rather than the 
magistrates’ court.

O Uor international parties or crossLborder pro–ects, the ICB Raw provides modern 
features aligned with the $9CI-NBR Model Raw )e.g., the arbitrator’s –urisdiction, 
limited court intervention and enforcement of awardsG.

O xroving delay and@or defect and@or additional costs will likely reJuire detailed 
e1pert evidence, site inspections, wellLdocumented contract records, and possibly 
crossLe1amination of technical e1perts.

O Interim relief is crucial in construction disputes; Israeli courts )and arbitration 
tribunalsG can issue freezing orders, in–unctions or evidenceLpreservation orders 
where reJuired.

O Vith respect to the choice of applicable law and –urisdiction; parties should ensure 
that these are unambiguous. Israeli courts will generally enforce foreign clauses 
but will condition such enforcement on fairness and –urisdictional limitations 
)especially where Israeli parties could be disadvantagedG.

Alternative dispute resolution

/n 80 Uebruary  0Q0F,  the Israeli  legislature  passed the International  Commercial 
Brbitration Raw )the ICB RawG, marking a pivotal moment in the country:s legal landscape. 
-his longLawaited legislation aimed to address the shortcomings of Israel:s outdated legal 
framework concerning international arbitration and bring it in line with global standards. 
-his legislative development showed Israel:s commitment to facilitating e6cient and fair 
dispute resolution while adhering to international norms.

xrior to the introduction of the International Brbitration Raw, Israel:s legal framework for 
international arbitration was reliant on the Brbitration Raw of 8q'2 )the Brbitration RawG, 
which had remained largely unchanged for decades, failing to keep pace with the evolving 
demands of the global legal landscape. Vhile international arbitration gained momentum 
globally, Israel found itself lagging behind, with many companies and individuals opting for 
foreign tribunals due to a lack of trust in the local system.
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-he  need  for  modernisation  and  alignment  with  international  standards  became 
increasingly apparent, prompting calls for legislative reform. Vith the promulgation of 
the International Brbitration Raw, Israel has taken a decisive step toward embracing 
international norms and improving its attractiveness as a destination for international 
dispute resolution.

/ne notable aspect of the new legislation is its adoption of principles outlined in 
the Model Raw on International Commercial Brbitration, established by the $nited 
9ations Commission on International -rade Raw )$9CI-NBRG. -his framework provides a 
comprehensive basis for addressing the uniJue reJuirements of international arbitration 
proceedings and aligning Israel:s legal system with established global practices. -he ICB 
Raw introduces several key provisions aimed at enhancing the e6ciency and effectiveness 
of the arbitration process. Uor instance;

O Section ' of the Raw imposes e1plicit restrictions on the intervention of courts in 
arbitration proceedings, ensuring greater autonomy for arbitrators.

O Section 83 of the Raw empowers arbitrators to decide on their own authority, a 
principle known as competenceLcompetence, streamlining the resolution process.

O Sections 82 to 07 of the Raw establish a detailed regime governing the provision 
and enforcement of reliefs by arbitrators, providing clarity and certainty to parties 
involved in arbitration proceedings.

O /ther provisions address critical issues such as determining the default number of 
arbitrators, eliminating the need for additional regulations.

-he  signiAcance  of  the  ICB Raw goes  beyond mere  legislative  reformW  it  reMects 
Israel:s broader commitment to promoting a businessLfriendly environment and fostering 
economic growth. Vith globalisation shaping the dynamics of international trade and 
commerce, the ability to resolve disputes e6ciently and fairly is essential for maintaining 
investor conAdence and encouraging foreign investment. (y modernising its arbitration 
framework, Israel aims to instil greater trust in its legal system and attract businesses 
seeking reliable mechanisms for resolving crossLborder disputes.

Uurthermore,  the  enactment  of  the  ICB  Raw  underscored  Israel:s  recognition  of 
the importance of international cooperation in the realm of dispute resolution. Bs 
infrastructure pro–ects are increasingly attracting international players, the need for 
consistent legal frameworks and mechanisms for resolving disputes becomes imperative. 
(y aligning its arbitration laws with internationally recognised standards, Israel has 
demonstrated its willingness to engage with the global community and participate in the 
evolving landscape of international commerce of which national pro–ects constitute an 
important part.

In addition to its immediate impact on dispute resolution mechanisms, the ICB Raw 
is likely to contribute to the development of Israel:s broader legal infrastructure. (y 
fostering a conducive environment for international arbitration, Israel lays the groundwork 
for future legislative initiatives aimed at enhancing the country:s competitiveness and 
attractiveness as a destination for other forms of dispute resolution. -he law serves 
as a catalyst for broader legal reforms, for e1ample, reforms regarding international 
mediations and the recognition and enforcement of foreign –udgments T signiAcant 
developments when considering that Israel has been increasing its massive infrastructure 
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industry to provide a substantially more cuttingLedge offering to its growing population. 
-he successful implementation and enforcement of the International Brbitration Raw will 
depend on various factors, including the capacity of Israeli courts to continue supporting 
and enforcing arbitration agreements and awards in both infrastructure matters as well as 
in many more commercial disciplines.

Construction contracts

-he form of contract  utilised in construction pro–ects in Israel  is  not  limited to a 
particular model. -he parties have discretion to draft their own contracts or utilise a more 
standardised form, such as the forms of contract options presented by the International 
Uederation of Consulting Engineers.

Bdditionally, the parties are free to determine under which laws of which state the contract 
will be governed. 9otwithstanding the aforementioned, in all public construction pro–ects, 
the choice of law will be Israeli law and the –urisdiction will be the Israeli courts )or an 
arbitration held in IsraelG. Uinally, the language of the contract is not prescriptive but, rather, 
will be based on an agreement between the parties. /ften, if one or more of the parties is 
a foreign entity, the parties may agree to conclude the contract and conduct the dispute 
resolution proceedings in English.

English will also be the language used in all international tenders. In a dispute, the parties 
may include an arbitration clause in terms of which the arbitration will be conducted in 
English. However, disputes that are brought before the court will be conducted in Hebrew.

Common substantive issues and remedies

-ime bars as conditions precedent to entitlement

-imeLbar provisions in Israeli construction contracts serve to set strict deadlines for 
contractors to notify and substantiate claims for e1tensions of time or additional payment. 
Such clauses are increasingly common in UIDICLbased contracts used in ma–or Israeli 
pro–ects )e.g., 9-B Right Nail, 9etivei Israel and Israel Nailways agreementsG. -ypical 
clauses )such as subLclause 0Q.0 of the UIDIC 0Q83 editionG reJuire a contractor to submit 
a notice of claim within 02 days of becoming aware of the event giving rise to the claim. 
Uailure to do so may bar entitlement to time e1tension or payment. Many public employers 
in Israel, including 9etivei Israel, 9-B Metropolitan Mass -ransit System and the Ministry 
of Defence, adopt similar notiAcation reJuirements in their standard contracts.

Israeli courts have not developed a rigid :timeLbar: doctrine eJuivalent to that in English law, 
but they enforce contractual notice provisions if drafted clearly and proportionately. $nder 
Section 4q of the Contracts )Peneral xartG Raw 8q34,[8] the principle of good faith appliesW 
therefore, if strict enforcement would lead to unfairness or a result contrary to good faith, 
the court may decline to uphold a strict time bar.

xrolongation costs
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xrolongation costs refer to additional e1penses incurred by a contractor owing to delays 
e1tending beyond the agreed completion date, often arising from employerLrelated causes 
)e.g., design changes, delays in access to site, delivery of late approvals, etcG.

Israeli arbitral tribunals and courts recognise claims for prolongation costs under Section 
8Q of the Contract )Nemedies for (reach of ContractG Raw 8q3Q, which entitles an 
aggrieved party to recover foreseeable losses caused by breach. xrolongation costs may 
include e1tended overheads, idling of eJuipment, additional supervision and loss of proAt 
opportunities. Vhere the contract includes an escalation bar clause, courts may allow 
recovery nonetheless if the employer’s conduct constitutes a fundamental breach or 
frustration of the contract’s purpose, invoking Sections 82 and 4q of the Contracts )Peneral 
xartG Raw )good faith and prevention of conditionsG.

E1tension of time

Most Israeli construction contracts, especially public sector and UIDICLbased forms, 
reJuire the contractor to notify the employer of any delay within a deAned period )typically 
8FT02 daysG and to provide a detailed –ustiAcation for an e1tension of time )E/-G claim. 
Uailure to submit timely notice may result in re–ection of the claim, though courts usually 
assess compliance in light of good faith and practical fairness. Common grounds for E/- 
include changes in design, force ma–eure, delays in permits or approvals, archaeological 
Andings, securityLrelated events and supply issues.

/ften, the contract is drafted in favour of the employer in an attempt to limit the employer:s 
e1posure for delays brought on by its actions or omissions. Bccordingly, Israeli courts have 
held that contractual provisions e1cluding compensation for employerLcaused delays may 
be voidable if they contradict public policy under Section 4Q of the Contract Raw or, if they 
are inconsistent with the principle of good faith under Section 4q.

Nariations

B :variation: refers to any change in the original scope, Juantity, or Juality of work ordered 
by the employer or engineer. Israeli contracts, especially those based on UIDIC, provide 
mechanisms for variation approvals, pricing, and payments. $nder Israeli law, a contractor 
is likely to be entitled to payment for additional work if it can show that the employer either 
e1plicitly instructed the change or implicitly accepted and beneAted from it )under Section 
8 of the $n–ust Enrichment Raw, 8q3qG.[9]

Concurrent delay

Concurrent delay occurs when both the employer and contractor contribute to pro–ect 
delays. Vhile there is no statutory law that speciAcally deals with such an occurrence, 
the allocation of liability will be dependent upon the determination of causation, factual 
analysis and e1pert scheduling evidence. Israeli courts generally favour apportionment 
of responsibility, granting time relief without monetary compensation if both sides share 
responsibility.

Suspension and termination
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Suspension clauses allow parties to temporarily halt works due to nonLpayment, unsafe 
conditions or other breaches. Israeli public contracts reJuire suspension notices to be 
in writing, specifying reasons and e1pected duration. If the suspension is not due to the 
contractor’s fault, the contractor may claim an e1tension of time and, in some cases, 
compensation for idle resources. Penerally, suspension is a last resort and is viewed as 
an undesirable course of action for a contractor to take in circumstances when same may 
be avoided.

-ermination provisions are common in Israeli contracts, both for employer and contractor. 
-ypical grounds include prolonged suspension, material breach, insolvency, or failure 
to maintain progress. $nder Israeli law, termination must comply with good faith and 
proportionality principles )Sections 4q and '8 of the Contract RawG.

xenalties and liJuidated damages

$nder Sections 87T8' of the Contracts )Nemedies for (reach of ContractG Raw 8q3Q,[10] 
Israeli law recognises agreed compensation )liJuidated damagesG clauses. Such clauses 
are enforceable provided the amount represents a reasonable estimate of loss. If the sum 
is disproportionate or punitive, a court may reduce it )CB 73q@24 Ben-Ami v. Menorah 
Insurance CoG.

Defect liability period and curing of defects

-he Defect Riability xeriod )DRxG in Israeli contracts usually lasts 80T0F months after 
takingLover, during which the contractor must rectify defects at its own cost. UIDICLbased 
contracts specify separate periods for structural and nonLstructural defects, generally with 
longer terms for latent structural defects.

(onds and guarantees

(onds and guarantees are fundamental in Israeli construction to ensure performance 
and payment security. -he performance guarantee )typically 8Q per cent of the contract 
priceG and advance payment guarantee are mandatory in the ma–ority of public pro–ects. 
Puarantees are generally issued by Israeli banks or insurance companies under the 
Puarantees Raw 8q'3,[11] and must clearly specify e1piry dates and forfeiture conditions.

Riability caps in construction contracts

Israeli law permits limitation of liability clauses, provided they do not contravene public 
policy or e1empt a party from liability for intentional or grossly negligent acts )under 
Section 4 of the -orts /rdinanceG.[12] xublic sector contracts often limit the contractor’s 
liability to the contract value, e1cept in cases of fraud, wilful misconduct or gross 
negligence.

Special considerations
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9otwithstanding the fact that several years have passed since the matter of Bibi Roads 
and Development Ltd v. Israel Railways 28QQ@8q was brought before the Supreme Court in 
9ovember 0Q8q, it is important to nonetheless recognise the signiAcance of the Court:s 
ruling owing to the potential impact on the resolution of construction disputes. -he matter 
set a worrying precedent for contractors for the manner in which courts would consider 
a claim of additional costs and e1tensions of time for additional work carried out by the 
contractor in a public tender. -he Court re–ected some of the claims for additional payment 
and e1tensions of time, inter alia, on the basis that any contract awarded following a 
public tender would be classiAed as a :closed contract with all stipulations included: and, 
therefore, cannot be deviated from, even if a change of circumstances was not anticipated 
by the parties. $nder this precedent, the contractual procedures for reJuests for additional 
payment or e1tensions of time must be strictly fulAlled, otherwise the contractor:s claim 
will almost automatically be dismissed )even if it was –ustiAed on the meritsG.

In Bpril 0Q0Q, an application for an additional hearing was brought before the Supreme 
Court. However, the application for a further hearing was not granted for the following 
reasons. Uirst, according to the Supreme Court, a determination according to which all 
contracts following public tenders would be classiAed as a :closed contract with all 
stipulations included: and, therefore, cannot be deviated from was not e1plicitly set out 
in any of the –udgments by any of the –udges. Second, no new precedent was reJuired by 
the decision, as the parties e1plicitly agreed on a pricing mechanism for the e1ecution of 
speciAc works and, therefore, the situation is not one in which unforeseen circumstances 
not anticipated by the parties will occur.

-he impact of the –udgment on the canon of construction litigation has yet to be tested. 
Some have suggested that as the Supreme Court did not grant a further hearing, the case 
does not create signiAcant conseJuences that are ob–ectionable for contractors. If it did, 
the Court would have had to allow an additional hearing. However, the –udgment was 
handed down by the Supreme Court, which binds other courts.

It must be stated that employers freJuently use the –udgment in the Bibi Roads case to 
deny reJuests for e1tensions of time or additional costs submitted by contractors based 
on procedural arguments and on the principles established in this case. ConseJuently, 
contractors tend to reJuest that additional legal services be provided throughout the 
lifetime of a pro–ect from a much earlier stage with the intent to foresee the raising of such 
a defence by an employer when confronted with the appropriate claim.

Outlook and conclusions

-he legal and contractual framework governing Israel’s construction industry has become 
increasingly sophisticated, blending statutory law, –udicial interpretation and international 
contracting practice. -he legislation included herein forms the backbone of contractual 
regulation, supported by public procurement directives and sectoral circulars issued by 
various regulatory bodies. Israeli courts have progressively reAned the boundaries between 
strict contractual enforcement and the broader duties of good faith and proportionality 
under Section 4q of the Contracts Raw. -hese principles guide –udicial determination 
of claims involving time bars, variation orders and delays, ensuring that contractual 
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mechanisms are not applied in a manner that gives voice to the parties: intentions while 
not undermining fairness or public policy.

Bt the contractual level, UIDICLbased contracts have become popular in largeLscale 
infrastructure pro–ects, adapted to align with Israeli statutory norms and risk preferences. 
-heir structured claim and dispute resolution procedures have encouraged greater 
discipline and transparency in pro–ect administration. B deAning feature of the Israeli 
construction disputes is the centrality of arbitration. -he Brbitration Raw and more recently, 
the ICB Raw, provides a robust framework that prioritises party autonomy and Anality of 
awards. Many ma–or public and private construction contracts now include multiLtiered 
dispute resolution clauses, beginning with negotiation or dispute ad–udication boards, and 
culminating in arbitration, often conducted under institutional rules. •udicial intervention 
in arbitral proceedings remains limited, reMecting the courts’ policy of nonLinterference and 
respect for arbitral independence.

In more recent years, government authorities have also e1perimented with conciliation 
panels and e1pert advisory committees, seeking to reduce escalation of the dispute 
while maintaining pro–ect continuity. -hese developments, coupled with a –udiciary 
increasingly supportive of BDN mechanisms, signify a broader institutional shift toward 
e6cient, pragmatic and commercially realistic dispute resolution. Bs Israel’s infrastructure 
landscape e1pands, the success of future undertakings will amplify the need for clear 
contractual drafting, risk allocation, and a continued commitment to e6cient dispute 
resolution. -hese trends demonstrate that Israel is home to a maturing, globally aligned 
construction law environment that balances international standards with local legal 
principles.
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