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In terms of the Guidelines issued by both the Cyprus Tax Department and the Maltese Revenue, the overall VAT liability in-

curred on the leasing of a yacht can be reduced substantially depending on the extent of the effective use and enjoyment of 

the yacht within EU territorial waters.

INTRODUCTION

In March 2019, on the strength of experience and knowledge acquired in the yachting industry, both the Cyprus Tax Department 

and the Maltese Revenue, issued a new set of Guidelines on the matter of yacht leasing services. Whilst still based on Article 

59a of the EU VAT Directive, the new Guidelines reflect the recent EU VAT developments and practices.

In terms of the new Guidelines, VAT on leases that are deemed to take place in Cyprus or in Malta is calculated on the basis 

of the yacht’s effective use and enjoyment within EU territorial waters. Effectively, this means that no VAT is chargeable on the 

portion of the lease attributable to effective use and enjoyment of the yacht outside the EU territorial waters or within interna-

tional waters. Hence, this supply of services by the lessor, is taxable at the basic VAT rate but only to the extent that the leased 

yacht is used within the territorial waters of the European Union (EU).

RATIONALE

The long-term yacht leases (i.e. leases covering more than 90 days’ of continuous possession or use of the yacht) is considered 

a supply of a service falling within scope of Cyprus or Maltese VAT when the yacht is put at the disposal of the lessee in Cyprus 

or in Malta, provided that the lessor is established in Cyprus or in Malta. Such rule applies provided that the lease contract 

does not include an “option to buy” clause and therefore there will be no transfer of ownership as per the lease agreement.

When leases fall within the scope of the Cyprus/Maltese VAT as aforesaid, in terms of the Cyprus/Maltese VAT Law and based 

on Article 59a of the EU VAT Directive, the Tax Authorities may consider the place of supply of such hiring of a means of 

transport to be outside Cyprus or Malta if effective use and enjoyment of the services takes place outside EU territorial waters.



In order to benefit from the yacht leasing Guidelines 
a number of conditions must be satisfied:

• For long-term leases, the lessor must be 
established for VAT purposes in Cyprus;

• The lessor must supply the services from 
his Cyprus Business establishment. Hence, 
the yacht should sail to Cyprus prior the 
commencement of the lease agreement as it 
has to be put at the disposal of the lessee in 
Cyprus;

• For long-term leases, the lessee, who can be 
established in or outside Cyprus, must be a 
non-taxable person, i.e. a physical person, who 
does not lease the yacht for business purposes;

• The lessor must possess a valid Cyprus VAT 
identification number;

• The lessor and lessee must enter into a yacht 
leasing agreement, which agreement must be 
presented to the Tax Department;

• Prior approval must be sought from the Cyprus 
Tax Department in writing for the lessor to 
apply Cyprus VAT on the basis of effective 
use and enjoyment and each application shall 
be considered on its own merits and certain 
conditions;

• A guarantee payment, based on the value of 
the pleasure boat is required on the registration 
date (cannot exceed 3% of the value of the 
pleasure boat);

• The lessor must maintain sufficient and 
appropriate records to prove the percentage of 
the effective use and enjoyment within/outside 
EU;

• A semi-annual declaration must be filed by 
the lessor with the Tax Commissioner, stating 
the use & enjoyment records as the Tax 
Commissioner has the power to adjust the pre-
agreed rates.

In order to benefit from the yacht leasing Guidelines 
a number of conditions must be satisfied:

• For long-term leases, the lessor must be 
established for VAT purposes in Malta;

• The lessor must supply the services from 
his Maltese Business establishment. Hence, 
the yacht should sail to Malta prior the 
commencement of the lease agreement as it 
has to be put at the disposal of the lessee in 
Malta;

• For long-term leases, the lessee, who can be 
established in or outside Malta, must be a non-
taxable person, i.e. a person who does not 
lease in the yacht for business purposes;

• The lessor must possess a valid Maltese VAT 
identification number;

• The lessor and lessee must enter into a yacht 
leasing agreement, which agreement must be 
presented to the VAT Department;

• Prior approval must be sought from the Maltese 
VAT Department in writing for the lessor to 
apply Maltese VAT on the basis of effective 
use and enjoyment and each application shall 
be considered on its own merits and certain 
conditions;

• The lessor must maintain sufficient and 
appropriate records to demonstrate effective 
use and enjoyment of the yacht by the lessee 
within/outside the EU territory.

• An annual declaration must be filed by the 
lessor with the Commissioner for Revenue 
within the prescribed timeframe stating the use 
& enjoyment record ;

CONDITIONS FOR APPLICATION OF THE GUIDELINES

CYPRUS MALTA



Following standard VAT rules, the lessor would be 
obliged to charge VAT to the lessee on the lease 
fee and declare and pay the resulting VAT liability 
to the Cyprus Tax Department upon submission 
of the VAT returns. In this context, the Guidelines 
provide an adjusting mechanism to ensure that the 
ultimate VAT charge reflects the actual effective use 
and enjoyment of the yacht within the EU waters.

In essence, the Guidelines require that the use & 
enjoyment records shall be submitted to the Tax 
Department every six months and the Commissioner 
has the power to adjust the pre-agreed use and 
enjoyment rates.

Following standard VAT rules, the lessor would be 
obliged to charge VAT to the lessee on the lease fee 
and declare and pay the resulting VAT liability to the 
Maltese VAT Department upon submission of the 
VAT returns. In this context and given that generally 
yacht lease fees are paid in advance, the Guidelines 
provide an adjusting mechanism to ensure that the 
ultimate VAT charge reflects the actual effective use 
and enjoyment of the yacht within the EU waters.

In essence, the Guidelines require that on the 
monthly lease fees charged in a year, VAT is levied 
provisionally based on the “preliminary” percentage 
of effective EU use and enjoyment of the yacht. Such 
provisional VAT must be adjusted for annually by the 
lessor to reflect the actual ratio of effective EU use 
and enjoyment in that relevant year. The Guidelines 
further lay down rules on how such provisional 
VAT is to be charged. Any difference between the 
“Provisional Output Tax” for any Annual Period 
and the total output tax calculated on the basis of 
the “Actual Ratio” shall represent tax due by that 
person or tax over paid by that person.

PAYMENT OF VAT ON THE BASIS OF EFFECTIVE 
EU USE AND ENJOYMENT
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Taking into consideration the inherent difficulty 
of pre-establishing the movements of each yacht 
in order to determine the time that the yacht is 
used within the territorial waters of the EU and the 
time it is used outside the EU, the Yacht Leasing 
Guidelines provide that the Tax Commissioner will 
initially determine the Use & Enjoyment based on 
the data provided to him at the registration process. 

The director of the lessor shall sign and submit a 
statement declaring that he agrees and approves 
the rates determined by the tax Commissioner. 
In addition to the above the lessor must maintain 
sufficient and appropriate records to prove the 
percentage of the effective use and enjoyment 
within/outside EU. Finally, the use & enjoyment 
records shall be submitted to the Tax Department 
every six months and the Commissioner has the 
power to adjust the pre-agreed rates accordingly.

Upon the commencement of a new lease of a 
pleasure boat the lessor shall initially charge the full 
VAT due on the consideration payable by the lessee 
for the first/second tax period; and upon the lapse of 
the first tax period, the lessor shall procure from the 
lessee such reasonable documentary (i.e. logbook, 
GPS data, marina certificates) to determine the 
actual effective use and enjoyment by the lessee of 
the pleasure boat within and outside EU territorial 
waters during the afore-said tax period.

Based on such documentary data, the lessor shall 
obtain a “Preliminary Ratio” of actual effective use 
and enjoyment in EU territorial waters

The “Preliminary Ratio” shall be used by the lessor 
to provisionally determine the portion of the lease 
payments attributable to effective use and enjoyment 
in EU territorial waters for the subsequent three tax 
periods up to the lapse of the “First Annual Period”. 

After the end of the “First Annual Period” the lessor 
shall procure from the lessee such reasonable data 
to determine the “Actual Ratio” between actual 
effective use and enjoyment by the lessee of the 
pleasure boat within and outside EU territorial 
waters. The “Actual Ratio” shall be used  

1. For the calculation of the annual adjustment; 
and 

2. As the “Preliminary Ratio” of the subsequent 
Annual Period.

HOW IS THE USE OF THE YACHT WITHIN EU 
TERRITORIAL WATERS CALCULATED?
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CAUTION: The information in this booklet does not create a precedent. It is intended 
only as a general guide and is not to be relied upon as the basis for any decisions 
or outcome on the subject matter. Professional advice and consultation by lawyers 
as applicable to the specific matter in question and in accordance to the laws and  
regulations in force at that time, must be obtained.


