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x CYPRUS YACHT REGISTRATION -

KINANTIS NEW PREFERABLE VAT TREATMENT

LAW & CONSULTING

A. INTRODUCTION

On the 13th of March 2012, the Cyprus VAT Authorities have launched a scheme making
Cyprus one of the most attractive EU jurisdictions for yacht registration. According to
this scheme, a Cyprus company can enter into a lease-sale agreement of a yacht with a
third party, paying VAT only on a considerably reduced VAT rate than the standard rate
which is 17%, calculated on a percentage of the time that the yacht is deemed to salil
within EU waters as is analytically explained below. The effective VAT rate through the
use of this scheme can be as low as 3,4%, which is increased to 4,42% when taking into
account the required profit condition as it will be explained below.

B. INTERPRETATION OF TERMS - VAT TREATMENT

A lease-sale agreement of a yacht is a contractual arrangement calling for the lessee
(user) to pay the lessor (owner) for use of a yacht. In addition, the lessee has the
option to acquire ownership of the yacht by the end of the lease agreement at a
percentage of the original price.

The leasing of a yacht for VAT purposes is considered to be a provision of a service.
This kind of service is subject to the standard VAT rate of Cyprus (17%) but only to the
extent the lease is taking place within EU waters (please refer to tables 1 and 2 in
section D). It should be noted that the lessor of the yacht should be a Cyprus tax
resident company registered with the Cyprus Registrar of Companies, whilst the lessee
can be any person or company irrespective of their place of residence or establishment.

C. CONDITIONS

In order for the aforementioned VAT treatment to be applicable, ALL the following
conditions should be met:

1. The lease-sale agreement of the yacht should be made between a Cyprus company
(lessor) and a person or company irrespective of their place of residence or
establishment (lessee).

2. The yacht should sail in Cyprus within one month from the date the lease-sale
agreement of the yacht becomes effective. An extension to this deadline can only be
given by the Cyprus VAT Authorities. It is to be noted that the extension cannot exceed
the period in which the lessee can exercise his option to buy the yacht.

3. The lessee should initially pay the lessor at least the 40% of the value of the yacht.

4. The lease payments should be made on a monthly basis and the lease agreement
should not exceed the period of 48 months.
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5. The lease agreement should result in profit for the lessor amounting at least to 10%
of the yacht’s original value. Thus, at the inception of the lease agreement, the total
amount of the lease payments on which the VAT is accounted, is increased by the half
of the profit i.e. 5%. The remaining 5% of lessor’s profit will be paid along with the final
instalment.

Example

€
Original Value of the yacht 15.000.000
Required Profit on installments-5% 750.000
Total Value including 5% of the profit 15.750.000
Less Downpayment-40% of the original cost 6.000.000
Due in Installments (Up to 48 months) 9.750.000
Residual Value 5% of the original value 750.000
to be paid along with the final instalment
Total amount in including 10% of the profit 16.500.000

6. The lease agreement will grant the lessee the option to buy the yacht at the end of
the lease period at a price which must be not less than 5% of the original value
of the yacht. The last payment made by the lessee to the lessor is subject to VAT 17%.
7. An application along with a certificate determining the value of the yacht and

the lease agreement, should be given in advance to the VAT Authorities, requesting
approval of the yacht’s value and the applicable percentages of its use within the EU.

D. COMPUTATION OF THE PERCENTAGE OF THE LEASE

TAKING PLACE IN EU WATERS
Due to the practical difficulties in calculating the exact time the boat sails within EU waters
and the time that it sails outside EU waters, the VAT Authorities have determined that the
percentage of the lease taking place in EU waters will depend:
* upon the type of yacht involved e.g. sailing yacht, motor yacht, and

» upon the length of the yacht concerned

The VAT Authorities presume that:
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Table 1: Motor Boats

CYPRUS YACHT REGISTRATION -
NEW PREFERABLE VAT TREATMENT

Length of the yacht Percentage gA)) Effective
of use within EU VAT Rate %
More than 24 meters length 20 4,42
Length between 14,01 and 24 meters 30 6,21
Length between 8,01 and 14 meters 50 9,78
Length up to 8 meters 60 11,56
Boat with permitted crusing use 100 17,00
only within protected waters
Table 2: Sailing Boats
Length of the yacht Percentage g/o) Effective
of use within EU VAT Rate %
More than 24 meters length 20 442
Length between 20,01 and 24 meters 30 6,21
Length between 10,01 and 20 meters 50 9,78
Length up to 10 meters 60 11,56

E. VAT PAID CERTIFICATE

Once the lessee becomes the owner of the yacht and VAT thereon has been paid in
full, the VAT Authorities will issue a Yacht VAT paid certificate in the name of the lessee
indicating that VAT has been paid in full.

F. HOW THE SCHEME CAN WORK

By making use of this scheme the effective vat charge payable on the yacht’s increased
value (including lessor’s profit) instead of 17%, can be reduced as low as 4.42%.

For example, if a person would like to buy a motor boat of more than 24 meters length
for EUR 15.000.000, in order to take advantage of the scheme the following steps
should be taken:

1. He proceeds with the incorporation of a Cyprus company which will buy the yacht in
its name.

2. He transfers EUR 15.000.000 for the purchase of the yacht to the Cyprus company
i.e. in the form of a shareholder loan.

3. The Cyprus company to enter into a lease agreement (at the capacity of the lessor),

for a period up to 48 months with the interested person to use the yacht
(the lessee) which in this case can also be the shareholder of the company.
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4. Application to the VAT Authorities accompanied by documentation supporting the
value of the yacht and a copy of the lease agreement concluded between the two
parties, as prior approval of the yacht’s value and the applicable percentages of its
use within EU needs to be obtained by the VAT Commissioner.

5. The yacht should sail in Cyprus within one month from the date the lease-sale
agreement of the yacht becomes effective.

6. In this case, as the lessee will be the shareholder who provided the original funding
for the purchase, the initial deposit of 40% plus the monthly instalments can be set
off against the loan. The only real additional cash outflows would be the actual VAT
liabilities.

7. The Cyprus company will be liable to pay the Cyprus VAT Authorities the VAT amount
designated by the VAT Authorities as VAT on initial contribution (€204.000) which is
due at the inception of the agreement and VAT on monthly instalments (€6.906,30)
which is due on a monthly basis.

8. The lessee may purchase the yacht at the end of the lease period (48 months) for a
final consideration of not less than 5% of the value of the yacht which will be subject
to 17% VAT, thus the effective VAT rate at the end of the lease period is 4.42%.

G.OTHER TAXES
e Stamp Duty Tax

In order to be able to obtain the approval of the VAT Authorities to use the above
scheme, the lease agreement must be duly stamped.

Stamp duty is calculated on the value of the agreement at 0.15% for the first €170.860
and at 0.2% thereafter, having as ceiling the amount of €17.086 per agreement. The due
date for such stamp duty payment is within 30 days from the day of the signing of a
document which is considered to be subject to stamp duty.

e [Income Tax
The Cyprus company acting as the lessor will need to account for at least 10% profit

on the value of the boat. This profit will be taxable at the normal corporation tax rate
of 10%.
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H. CONCLUSION

The proposed scheme provides a very tax competitive and efficient method of owning
and enjoying yachts within European Union. Cyprus’s ideal location and well developed
infrastructure in combination with the favourable tax regime is able to become the
most attractive EU jurisdiction for yacht registration.

We are ready to discuss all the aforementioned with you, and provide support for the
implementation of the scheme by:

* Incorporating and administrating the Cyprus legal entity which will acquire the boat,
» Drafting the relevant lease agreement,

e Completing and submitting the relevant application with the VAT Authorities along with
the necessary documentation,

» Completing and submitting the subsequent VAT Reporting,
* Arranging for the relevant VAT payments,
e Communicating with the VAT Authorities for any further requirements it may have.

I. DISCLAIMER

This publication has been prepared as a general guide and for information purposes
only. It is not a substitution for professional advice. One must not rely on it without
receiving independent advice based on the particular facts of his/her own case.

No responsibility can be accepted by the authors or the publishers for any loss
occasioned by acting or refraining from acting on the basis of this publication.
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Our Firm

Kinanis LLC, a law and consulting firm, is one of the leading business law firms in Cyprus and
advises the international investor and private clients on all aspects of law, tax and accounting.

Kinanis LLC continues the business of Kinanis & Co established in 1983. The firm started its
operation as a traditional law firm. Experience and practice over the years brought forward the
need for transformation from a traditional law firm to a more innovative multidisciplinary firm
providing a full range of services combining law and accounting with the extensive expertise in
corporate and tax advice to ensure that our clients will obtain the best possible spherical advice.

Our involvement and participation in international transactions over the years, have established
our firm as one of the key players in the field.

The firm is staffed with over 80 young, energetic and ambitious professionals, including lawyers,
accountants and administrators who provide prompt, efficient and high quality services and
who are capable of meeting the current demanding challenges of the local and international
business environment.

Contact Us

If you would like to receive further information or to contact us on any relevant matter,
please contact the below persons at the respective divisions or departments.

Kinanis LLC

12 Egypt Street, 1097, Nicosia

P.O. Box 22303, 1520 Nicosia, Cyprus
Tel: + 357 22 55 88 88

Fax: + 357 22 66 25 00

E-mail: KinanisLLC @kinanis.com

Web site: www.kinanis.com

Corporate Division Litigation Division Property Division
Irene Christodoulou Despo Andreou Vicky Petrides

Fax: +357 22 76 28 08 Fax:+357 224581 95  Fax:+357 22 76 28 08
corporate@kinanis.com  litigation@kinanis.com  property@kinanis.com

Accounting Division Tax Department Accounting & VAT Department
Charalambos Meivatzis Marios Palesis Demetra Constantinou

Fax: +357 22 75 14 74 Fax:+357 22 7514 74  Fax:+357 22 75 14 74
accounting@kinanis.com  tax@kinanis.com accounting@kinanis.com

Banking Department ~ HR Department Business Development Department
Myroulla Kyriacou Alexia Petrides Nicky Xenofontos- Fournia

Fax: +357 22 75 39 15 Fax:+357 224581 95  Fax:+357 22 76 28 08
banking@Jkinanis.com hr@kinanis.com businessdevelopment@kinanis.com

KINANIS Law & Consulting is a service mark of Kinanis LLC,
a lawyers’ limited company registered in Cyprus.





