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Introduc�on

In a recent decision, the European Court of Jus�ce (ECJ) ruled that offshore jack-up drilling rigs, which are used predominantly

in a sta�onary posi�on and not for the purposes of naviga�on on the high seas, do not benefit from the VAT exemp�on in

Ar�cle 148 of the EU VAT Direc�ve for vessels which are engaged in the interna�onal shipping and mari�me transport sector.

The EU VAT Direc�ve

The EU VAT Direc�ve (Council Direc�ve 2006/112/EC of 28 November 2006 on the

common system of value added tax) defines in Chapter IX several exemp�ons from

the general rule of VAT-liable supplies and services performed in Member States of

the EU. The VAT exemp�on for the shipping and avia�on sector in Ar�cle 148 is to

promote the interna�onal transport of persons and goods. It grants a full exemp�on

from VAT whilst allowing the deduc�on of input VAT from connected services and

supplies received.

The ECJ Case

In the decided case, three offshore jack-up drilling rigs were sold. Each of them was

constructed as an offshore mobile drilling unit consis�ng of a floa�ng pontoon fi�ed

with several mobile legs that are raised while it is being towed to the drilling site.

When it is in the drilling posi�on, the unit is raised to 60-70 meters above sea level

using the legs, which are extended and rest on the seabed, in order to form a sta�c pla�orm. When sold by the claimant in 2008,

the rigs were engaged in drilling for hydrocarbon deposits in the Black Sea.
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In its reasoning, the ECJ pointed out that the VAT exemp�on for ‘vessels used for naviga�on on the high seas’ in Ar�cle 148(a) of

the EU VAT Direc�ve should be interpreted uniformly from the wording, context and objec�ves of the EU VAT Direc�ve. The ECJ

ruled that a vessel cannot be regarded as being ‘used’ for naviga�on unless it is put to use, at the very least primarily or

predominantly, for the purpose of movement in the mari�me space. Furthermore, the context of the VAT exemp�on for vessels

in the EU VAT Direc�ve refers to the purpose of cross-border transport, which has to be interpreted strictly as it is an exemp�on

from the general rule of VAT-liable supplies within the EU.

Prac�cal consequences

Shipowners and charterers of vessels within the offshore industry should consider whether their vessels are primarily or

predominantly used in a sta�onary posi�on on the sea rather than in transport services in connec�on with the high seas. The

principles of this decision are not necessarily limited to drilling rigs but could also refer to other vessels engaged in the offshore

oil and gas or wind farm industries, such as jack-up installa�on vessels for the erec�on of offshore wind farms.
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This publica�on cons�tutes a�orney adver�sing.

Watson Farley & Williams LLP Registered office: 15 Appold Street, London, EC2A 2HB, UK   |   T: +44 20 7814 8000   |   F: +44 20 7814 8141/2 2


