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4 Eyes Ltd
Challenge to zero rating of new passenger aircraft

The Commission has formally requested the UK to amend its legislation governing the VAT zero
rating of new passenger aircraft. The Commission believes that the zero rating is more generous
than the scope provided by the VAT Directive. The VAT Directive provides that the essential
condition is that the aircraft must be ‘used by an airline operating for reward chiefly on
international routes’. The UK criteria are based on the weight of the aircraft and its design. This
reasoned opinion is the second step of the infringement procedure.
The UK legislation applies ‘weight and design’ tests. The VAT Directive does not and limits the
relief to purchases by airlines operating for reward chiefly on international routes, suggesting that
purchases by airlines who only operate in their own Member State, or whose main source of
revenue is from domestic flights should also not benefit from zero rating. Nonetheless any UK
VAT charged to an airline on buying a plane would be recoverable. The ECJ decided that
whether or not the airline qualifies for the relief is a matter for the national courts to decide.
Comment
4 Eyes Ltd has experience in advising on international purchases and movements of aircraft. In
addition to VAT there are likely to be issues surrounding Intrastat, etc. and businesses are
advised to take advice.
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