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ECJ DECIDES AGAINST
VAT EXEMPTION FOR
OFFSHORE JACK-UP
DRILLING RIGS
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OFFSHORE JACK-UP DRILLING RIGS DO NOT BENEFIT FROM THE VAT EXEMPTION
IN ARTICLE 148 OF THE EU VAT DIRECTIVE FOR VESSELS.

Introduction

In a recent decision, the European Court of Justice (ECJ) ruled that offshore jack-up drilling rigs, which are used predominantly
in a stationary position and not for the purposes of navigation on the high seas, do not benefit from the VAT exemption in

Article 148 of the EU VAT Directive for vessels which are engaged in the international shipping and maritime transport sector.

The EU VAT Directive

"The VAT exemption for

the shipping and The EU VAT Directive (Council Directive 2006/112/EC of 28 November 2006 on the

aviation sector in common system of value added tax) defines in Chapter IX several exemptions from
Article 148 is to the general rule of VAT-liable supplies and services performed in Member States of
promote the the EU. The VAT exemption for the shipping and aviation sector in Article 148 is to
international transport promote the international transport of persons and goods. It grants a full exemption
of persons and goods. from VAT whilst allowing the deduction of input VAT from connected services and
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supplies received.
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The ECJ Case

d I od. " In the decided case, three offshore jack-up drilling rigs were sold. Each of them was
and supplies received.
constructed as an offshore mobile drilling unit consisting of a floating pontoon fitted

with several mobile legs that are raised while it is being towed to the drilling site.
When it is in the drilling position, 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 static platform. 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 exemption for ‘vessels used for navigation on the high seas’ in Article 148(a) of
the EU VAT Directive should be interpreted uniformly from the wording, context and objectives of the EU VAT Directive. The ECJ
ruled that a vessel cannot be regarded as being ‘used’ for navigation unless it is put to use, at the very least primarily or
predominantly, for the purpose of movement in the maritime space. Furthermore, the context of the VAT exemption for vessels
in the EU VAT Directive refers to the purpose of cross-border transport, which has to be interpreted strictly as it is an exemption

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

Shipowners and charterers of vessels within the offshore industry should consider whether their vessels are primarily or
predominantly used in a stationary position on the sea rather than in transport services in connection 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 installation vessels for the erection of offshore wind farms.
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DISCLAIMER

Watson Farley & Williams is a sector specialist international law firm with a focus on the energy, infrastructure and transport sectors. With offices in Athens,
Bangkok, Dubai, Dusseldorf, Frankfurt, Hamburg, Hanoi, Hong Kong, London, Madrid, Milan, Munich, New York, Paris, Rome, Seoul, Singapore, Sydney and Tokyo
our 700+ lawyers work as integrated teams to provide practical, commercially focussed advice to our clients around the world.

All references to ‘Watson Farley & Williams’, ‘WFW’ and ‘the firm’ in this document mean Watson Farley & Williams LLP and/or its affiliated entities. Any reference
to a ‘partner’ means a member of Watson Farley & Williams LLP, or a member, partner, employee or consultant with equivalent standing and qualification in WFW
Affiliated Entities. A list of members of Watson Farley & Williams LLP and their professional qualifications is open to inspection on request.

Watson Farley & Williams LLP is a limited liability partnership registered in England and Wales with registered number 0C312252. It is authorised and regulated by
the Solicitors Regulation Authority and its members are solicitors or registered foreign lawyers.

The information provided in this publication (the “Information”) is for general and illustrative purposes only and it is not intended to provide advice whether that
advice is financial, legal, accounting, tax or any other type of advice, and should not be relied upon in that regard. While every reasonable effort is made to ensure
that the Information provided is accurate at the time of publication, no representation or warranty, express or implied, is made as to the accuracy, timeliness,
completeness, validity or currency of the Information and WFW assume no responsibility to you or any third party for the consequences of any errors or omissions.
To the maximum extent permitted by law, WFW shall not be liable for indirect or consequential loss or damage, including without limitation any loss or damage
whatsoever arising from any use of this publication or the Information.

This publication constitutes attorney advertising.

Watson Farley & Williams LLP Registered office: 15 Appold Street, London, EC2A 2HB, UK | T:+44 207814 8000 | F:+442078148141/2 2



