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The Malta Flag
A proven track
record in shipping;
A promising future
in aviation
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Aviation – a growing
focus in Malta

Over recent years, Malta has witnessed growth in the aviation industry, attracting

internationally renowned entities to set up operations in Malta. In turn, the

country is responding with initiatives to continue growing and supporting this

industry, with the ultimate aim of becoming a “one-off destination” in the aviation

sector.

As part of its economic development strategy, Malta is supporting diverse sectors

in the aviation industry, including, but not limited to, maintenance, repair and

overhaul (MRO) operations, back-office setups, research and development, and the

production of aircraft components.

“Our aim is to create a cluster
specifically for the aviation
sector where Malta can attract
and support the growth of a
number of businesses”
Malta Enterprise, Government agency for economic development
Mario Galea, Business Development

The Malta Flag - A proven track record in
shipping; a promising future in aviation

The Malta flag’s attractiveness has already proven itself in the maritime industry,

where the Maltese Shipping Register is the second largest in Europe and the eighth

largest in the world. Recent initiatives to boost aircraft registration are indicative of

the country’s enthusiasm for the aircraft register to follow in the footsteps of the

shipping register.

This is supported by the merger in 2010 of the previously independent entities

responsible for civil aviation, maritime (including shipping, ports and yachting)

and land transport, into a single Authority – Transport Malta. As a result of this

merger, the shipping and aircraft registers fall under the jurisdiction of the same

regulatory body, allowing for the transfer of knowledge and lessons learnt in the

development of the Malta Flag.



A local jurisdiction
based on
established
principles

… sensitive to
novel concepts in

the aviation
industry
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A new legislative
framework for aircraft
registration

During 2010, a new aircraft registration Act was issued, which consolidated the

existing laws on registration and incorporated novel concepts, focusing not only on

enhancing aircraft registration, but also the other sectors of the aviation industry.

Advantages of the new framework

1. Broader registration possibilities

A key innovation in the new framework is the widening of possibilities and
eligibility criteria for registration of aircraft.

 Applicants who may register aircraft include an owner of aircraft under
construction, an operator of an aircraft under temporary title, such as a
lease, and a buyer under a conditional sale or title reservation agreement.
This allows purchasers and operators of aircraft to address financing and
ownership issues in a legally certain manner prior to delivery.

 Aircraft engines may be registered, rendering scope for engine financing
opportunities.

 Registrants of private aircraft are not subject to the qualifying
requirements of aircraft used for “air services”, which need to obtain a
Maltese operating licence. If the aircraft is not used for air services, it may
be registered by any aviation undertaking established in an OECD
member state.

2. Concept of fractional ownership

Fractional ownership of aircraft is a relatively new concept. It represents a
part share in an aircraft that entitles the holder to use the aircraft for a
designated amount of time over a specified period.

Fractional ownership can substantially cut the user cost of business aviation
and grants more flexibility. In fact, it is cited as one of the key factors behind
the growth of the business aviation industry in Europe (PwC report for the
EBAA - The economic impact of business aviation in Europe, 2008).

3. Use of Trusts

In addition to fractional ownership, as a further vehicle allowing plurality of
ownership, the Act also provides for the registration of aircraft under the
terms of a beneficial trust.

The new legislative
framework for aircraft
registration
incorporates novel
concepts.
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Where the registrant is a trustee, the Director General responsible for Civil
Aviation will consider the beneficiaries of the trust to determine the eligibility
of the trustee for aircraft registration. However, the information obtained will
be subject to confidentiality.

4. Facilitation of finance and operating leases of

aircraft

A key aspect at the heart of the changes to the aviation legislative framework

is the facilitation of aircraft leasing, both through Malta’s accession to the

Cape Town Convention and the fiscal incentives applicable to lessors and

lessees.

The ratification of the Cape Town Convention, the implications of which are

further elaborated below, enables lessees to normally benefit from lower

borrowing costs, besides providing lessors with preferential ranking (through

registration of an international interest ranking prior to national security

interests) and self-help repossession remedies in case of default.

In addition, there are a number of tax measures that are favourable to both

lessors and lessees. No withholding tax is payable on lease payments where

the lessor is not a tax resident. Furthermore, the Inland Revenue Department

has issued guidance providing clear rules on the tax treatment of the finance

charge, available tax deductions to aircraft finance lessors and capital

allowances for lessees. These fiscal measures are outlined in further detail on

page 8.

5. Registration of mortgages, with remedies in

case of default

It is not uncommon for aircraft to act as a security for a debt or other
obligation. The Aircraft Registration Act provides that all registered
mortgages, to which a Maltese-registered aircraft may be subject, are not
affected by the bankruptcy or insolvency of its mortgagor/owner occurring
after the date on which the mortgage was created.

Furthermore, there is enhanced protection for mortgagees who are
empowered to perform the following:

 Prohibit the creation of further mortgages on the aircraft, or the voluntary
transfer of the aircraft, without the mortgagee’s prior written consent,
subject to this requirement being stated in the mortgage instrument.

 Appeal to the Administrative Review Tribunal where the registration has
been cancelled for unjustified reasons, or notwithstanding that effective
action has been taken to remedy the complaint, the Director General has
failed to withdraw the order to cancel.

 In case of default, (i) lease the aircraft and receive the lease income; (ii)
receive any payment of the price, lease payments and any other income
generated from the management of the aircraft, or (iii) take possession of
the aircraft or sell the aircraft.



PwC Plotting your flight plan – March 2011 7

The foregoing is without prejudice to any security rights and default remedies
as may be applicable through the ratification of the Cape Town Convention.
The Aircraft Registration Act allows entities holding interests in aircraft to
register their interest with the competent authority under the Cape Town
Convention on International Interests in Mobile Equipment.

6. Accession to the Cape Town Convention

The provisions of the Cape Town Convention on International Interests in
Mobile Equipment and its Aircraft Protocol have been implemented in the
new Act. Malta’s ratification of the Convention allows persons involved in
cross border secured financing and aviation leasing transactions to benefit
from increased predictability and certainty of rights and remedies.

This is triggered by the registration of international interests in the
International Registry, which creates priority ranking of security interests. An
aircraft lessor under a leasing agreement, a conditional seller under a title
reservation agreement or a chargor under a security agreement, may now
register an international interest, in an airframe, engine or helicopter, in the
International Registry for mobile assets.

Subject to special privileges, the general rule is that an international interest
ranks prior to national security interests. There is also an option to file a
prohibitory notice in the National Aircraft Register, which prohibits the
registration of security interests in the register without the express consent of
the creditor in question.

The Convention provides secure and readily enforceable rights in easily
identifiable, high-value mobile equipment, such as aircraft, which are
registered in Malta. These rights may be exercised in case of a debtor’s or
lessee’s default by resort to ‘self-help re-possession remedies’, including
taking possession or control of the aircraft, selling or granting a lease in the
aircraft or collecting or receiving income or profits arising from the
management or use of the aircraft.

Furthermore, upon the insolvency of the debtor (where Malta is the primary
insolvency jurisdiction) the insolvency administrator or the debtor is required
to give possession of the aircraft to the creditor by the end of 30 days or cure
all defaults and agree to perform all future obligations under the relevant
agreement.

As a result of the advantage of mitigating financial risk, interest rates charged
are typically lower, resulting in reduced financing and leasing costs borne by
purchasers or operators of aircraft in Malta. This reduction in borrowing costs
is known as the Cape Town Discount.

7. Transparency of rights and interests in aircraft

The aircraft register has been changed to cater for increased visibility through
the annotation of more details if requested to do so by the registrant or other
person with the consent of the registrant.
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Fiscal regime

Malta is a tax-efficient base for international business operations, providing

interesting tax planning opportunities upon re-domiciliation to Malta of foreign

companies conducting international aviation operations.

1. Income from aircraft used for international
transport

Income derived from the ownership/lease/operation of aircraft or aircraft

engines used for international transport is considered to arise outside Malta

for tax purposes, irrespective of the aircraft’s country of registration or whether

the aircraft calls at, or operates from, a Maltese airport.

This provides some interesting planning opportunities for entities carrying on

business in the aviation industry:

 It ensures that the leasing of aircraft/aircraft engines by non-residents to

Maltese-resident lessees is not subject to Maltese income tax, whether by

withholding or otherwise. This applies irrespective of the existence or

otherwise of a double taxation treaty between the Malta and the country of

residence of the lessor.

 It opens up to Maltese-resident aircraft lessors/operators the planning

points applicable under Maltese tax law in respect of foreign source

income, whilst enabling them to make use of Malta’s double tax treaty

network where applicable. Thus, for example, subject to applicable

conditions, aviation income receivable by a foreign incorporated, Maltese

resident entity, is only subject to tax in Malta if remitted to Malta.

 If a tax treaty applies, the profits derived from the operation of an aircraft

in international traffic are taxable only in the Contracting State in which

the effective place of management of the enterprise is situated (A.8 OECD

MC).

2. Tax refund on distributed profits

Aircraft leasing and other profits derived by Maltese incorporated and Maltese
resident entities from international air transport operations is taxable at the
corporate rate of 35%. However, on distribution of these profits, the
imputation system applies with qualifying shareholders being entitled to a
refund of 6/7ths of the tax suffered on the distributed profits, subject to
satisfying the statutory conditions.

3. Taxability of lessors and deductibility of lessees

In case of operating leases, the lessor is taxable on the profits derived from
such leasing income. If the lessor maintains the burden of wear and tear,
capital allowances are able to be offset against such income. In finance leases,
the lessor is chargeable to tax solely on the interest element of the lease, with
no deduction being available for capital allowances.
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Lessees may claim a deduction for lease payments in case of an operating lease,
as well as capital allowances if the burden of wear and tear falls on them. In
finance leases, lessees may deduct the interest element of the lease, repairs and
maintenance, insurance and capital allowances.

4. Minimum depreciation periods

Aircraft airframes, engines and associated overhaul are written off for tax
purposes over a period of not less than six years, whilst interiors and other
parts are written off over a minimum period of four years.

5. Private use is not a taxable fringe benefit

L.N. 292 of 2010, the Fringe Benefits (Amendment) Rules 2010, provide that
the private use of an aircraft by an individual who is not resident in Malta and
who is an employee of an entity whose business activities include ownership,
leasing or operation of aircraft/aircraft engines used for international
transport of passengers/goods shall not be considered a fringe benefit and is
therefore not taxable as a fringe benefit.

6. Tax credits to Maintenance, Repair or Overhaul
(MRO) operations

Malta grants tax incentives, in line with the EU Framework on Regional Aid,

to companies which are involved in the maintenance, repair or overhaul of

aircraft, engines or associated equipment, in the form of a tax credit. The

extent of the tax credit depends on the level of investment which such

company has made during the year or in prior years, and whether the

company is considered to be a small, medium or large enterprise.

7. Double taxation agreements

Malta has an extensive network of double taxation treaties with a large
number of countries and is continually seeking to extend this network. A list
of the countries with which treaties are currently in force is set out in the table
on page 10.

8. Currency of tax payments/refunds

Companies incorporated in Malta are permitted to denominate their share
capital in any convertible currency, and that currency is then used for the
payment of taxes due and, for any tax refunds that may be due.

9. VAT

The supply of aircraft for use by airline operators for reward, chiefly for
international transport of passengers/goods, is exempt from VAT. The same
principle applies for intra-community acquisitions/importation of aircraft.
There is no exemption in the case of aircraft acquired for non-business
purposes.
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Double taxation treaties in force

Albania Greece Netherlands Antilles
Anguilla Guernsey Norway
Aruba Hungary Pakistan
Australia Iceland Poland
Austria India Portugal
Barbados Ireland Qatar
Belgium Isle of Man Romania
British Virgin Islands Italy San Marino
Bulgaria Jersey Serbia
Canada Jordan Singapore
Cayman Islands Korea (R.O.K) Slovakia
China (P.R.C) Kuwait Slovenia
Croatia Latvia South Africa
Cyprus Lebanon Spain
Czech Republic Libya Sweden
Denmark Lithuania Switzerland
Egypt Luxembourg Syria
Estonia Malaysia Tunisia
Finland Montenegro Turks & Caicos Islands
France Montserrat United Arab Emirates
Georgia Morocco United Kingdom
Germany Netherlands United States

Figure 1
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… but what about
quality and safety?

Safety and quality are at the forefront for Transport Malta’s Civil Aviation

Directorate.

As the national regulator, Transport Malta is responsible to ensure a high level of

safety in aviation and to establish and manage an aviation safety oversight system.

Safety oversight is there to ensure that the minimum safety-related standards and

recommended practices of the International Civil Aviation Organisation (ICAO)

and the more stringent requirements set out by the European Union, are effectively

implemented.

The Maltese aviation register has already projected itself as a flag of confidence,

rather than convenience. Although the recent developments in legislation include a

number of attractive measures and incentives for increasing aviation business,

there is no room for compromise on safety and quality. As part of the process in

registering an aircraft, Transport Malta performs inspections to ensure that an

aircraft complies with safety and other regulations. There is also ongoing

monitoring by Transport Malta of the operator’s activities and its aircraft’s

continuous airworthiness.

Malta operates under a strict safety regulation regime in accordance with the

standards set out by the European Aviation Safety Agency (EASA). EASA

requirements tend to be more detailed than ICAO standards and often impose

higher standards. Malta’ safety record in aviation is excellent and it is held in the

highest regard by the US Federal Aviation Administration (FAA) and the ICAO1.

Malta has attracted some quality investors in the aircraft maintenance sector,

providing the necessary assurance to potential investors that Malta is capable of

servicing the sector. Aviation maintenance is a strictly regulated field of

engineering. Workshops and trainers need to be approved and training can only be

provided under licence. Over recent years, a local college has invested heavily in

aviation maintenance workshops, enabling it to become an approved EASA

Part 147 aviation maintenance training organisation. With the required

management structure, a number of qualified lectures and examiners, all the

training, examination and quality assurance in place, this local college can provide

the market with adequately trained personnel in aviation maintenance.

1 Steering Committee by the Ministry for Infrastructure, Transport and Communication , ‘Establishing a
successful Maltese Aviation Register’
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Doing business in Malta

www.pwc.com/mt

Excellent
communication
structure

Educated & skilled
English-speaking labour
force

Extensive international
tax treaty network

Strong industrial
relations record

Stable political situation

Centre of the
Mediterranean & great
climate



We have our own
team of specialists
who form part of
the PwC global
aviation industry
network
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Aviation and PwC

At PwC, we organize around industries to share the latest research and points of

view on emerging industry trends, develop industry-specific performance

benchmarks, and share methodologies and approaches in complex areas.

Aviation represents one of the key industries for which there is a dedicated global

PwC network of multi-disciplinary specialists that share knowledge and collaborate

across borders, drawing upon the similarities and differences in the diverse

jurisdictions.

Locally, we have our own team of specialists who form part of the wider global

aviation industry network. The local aviation team has been following closely the

recent developments in Maltese aviation. In particular, our tax specialists have

been collaborating with Transport Malta in considering the tax implications for

aircraft owners and are currently assisting it in VAT issues on aircraft.

We are also sensitive to emerging issues in the aviation industry globally and seek

to support industry operators to respond as they develop. For instance, in response

to the EU Emissions Trading Scheme (EU-ETS) affecting all aircraft operators

flying to and from the EU, we have geared up to provide associated services such as

reviews of the allocation and emissions monitoring systems, carbon health checks,

as well as independent verification of tonne km and emissions reports.

This versatile approach allows us to provide a wide spectrum of services that are

far reaching from the core auditing and accounting services, including, but not

limited to, company formation, tax structuring and advice, strategic reviews,

finance-raising, acquisitions and disposals, financial due diligence, valuations,

modeling and business planning.

Aviation represents one
of the key industries for
which there is a
dedicated global PwC
network of multi-
disciplinary specialists.
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Our specialists

The local team

David Valenzia

Assurance

- Transport & Logistics Industry Partner

david.valenzia@mt.pwc.com

+356 2564 7601

Neville Gatt

Tax and Legal Services Partner

neville.gatt@mt.pwc.com

+356 2564 6711
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PwC Global Transportation and Logistics
Contacts

Klaus-Dieter Ruske

Global Transport & Logistic Leader

klaus-dieter.ruske@de.pwc.com

+49 211 981 2877

Peter Kauschke

Global T&L BD & Marketing Manager

peter.kauschke@de.pwc.com

+49 211 981 2167

Usha Bahl-Schneider

Global T&L Knowledge Manager

usha.bahl-schneider@de.pwc.com

+49 30 2636 5425
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