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By describing the various corporate tax schemes for shipping around the globe,
this publication can help you understand how the shipping industry is treated and
help you with finding the most suitable location to fit your business model.

Socrates Leptos-Bourgi Erwin van den Bree Julian Marelis
Global Shipping & Ports Tax & Transfer Pricing Tax specialist
Coordinator Shipping & Offshore Shipping & Offshore
Transportation & Logistics The Netherlands The Netherlands

Leader Greece

The shipping industry plays an extremely important role in global trade, with an estimated volume in
excess of 90% of all goods and commodities traded globally being transported by sea.

Over the last couple of years, maritime trade has faced increasing challenges, primarily as a result of the
COVID-19 pandemic, which has caused significant disruptions to global supply chains, causing demand
and supply imbalances, volatile freight rates and port congestion. More recently, geopolitical risks have
increased and shipping has had to navigate increasingly complex sanctions imposed by various
governments around the world.

As the world tries to get to grips with these new challenges, there is increasing focus on the shipping
industry’s contribution to society. Its efforts to decarbonise are being scrutinised along with the overall
management of environmental risks, leading many shipping companies to focus increasingly on their ESG
performance and reporting.

Despite all of the aforementioned challenges, throughout 2021 and in the year to date, the shipping
industry has experienced strong performance across most vessel types as freight rates rose above
historical averages, in some cases reaching historical peaks. The largest shipping companies — the
containership liner operators — have experienced record profits and are now seeking to invest some of
these profits in pursuing a path to decarbonisation, digitising operations and divesting further up or down
the supply chain.
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Global tax landscape

@

The global tax landscape is also changing. There is
increased focus on tax planning and fair share,
substance, beneficial ownership, economic nexus
and transparency from local tax authorities as well
as other stakeholders. This has resulted in
amendments to both domestic and international tax
law and policy.

For example, the proposed introduction of Pillar 2,
a tax system with a minimum effective tax rate of
15% for Multinational Enterprises with a turnover of
at least EUR 750m, can have a significant impact
on the shipping industry and the use of specific
shipping schemes such as the tonnage tax regime.
Although the draft Pillar 2 rules from the OECD and
the EU exclude international shipping income and
ancillary international shipping income, the scope of
this exclusion is not fully aligned with the domestic
(tonnage) tax schemes or the scope of existing tax
treaties. It is unclear whether jurisdictions will bring
their domestic (tonnage) tax schemes more in line
with the Pillar 2 shipping exclusion or not. This will
have an impact on, amongst other things, shipping
companies active in the offshore industry.

ESG is a key priority for shipping companies
nowadays.

Sustainability Y

For many countries, the shipping industry is of
great importance. The need for the shipping
industry to reduce overall CO2 emissions is clear
and important innovation areas in this respect are,
for example, the use of low carbon fuels and
electric motors. Governments are using green tax
incentives (e.g. accelerated depreciation schemes
or tax subsidies) to stimulate investments. But the
availability of tax incentives and special schemes
can change quickly. For example, the combination
of increasing government expenditure as a result of
the COVID-19 pandemic and debates on whether
corporations pay their fair share of taxes have
caused OECD countries to reconsider various kinds
of tax schemes that might lead to a reduced
effective tax rate for businesses operating
throughout the world.
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There are many reasons why a number of
jurisdictions have introduced alternative or
supplementary taxation schemes for the shipping
industry, such as its capital-intensive nature, the
volatility of the shipping market and long economic
life cycle of international shipping. Other reasons
are to ensure competition on an international level
playing field, secure and develop an active
maritime industry job sector in their territory and in
order for countries and regions like the EU to
secure their logistics chain and fleet.

Choosing an optimal and globally accepted tax
scheme for your organisation is more important
today than it has ever been. This brochure
describes the different ways the shipping industry is
taxed around the world and compares tonnage tax
systems, as well as relevant tax treaties and
countries with other shipping tax schemes. Our
analysis considers both general trends and specific
interpretations, to give you a clearer picture of how
the world’s most important shipping nations handle
taxation.

As always, while these interesting times hold
challenges, they certainly also hold opportunities.
To stay competitive, shipping companies will need
to adapt their corporate strategies and processes.
Effective ways to align corporate, operational and
tax structures will be critical. PwC can help
companies in the shipping and offshore industry to
optimise their worldwide tax position in line with
their organisation's strategy, in full compliance with
legislation and regulations, ensuring sustainability
and transparency, taking into account international
tax developments such as Pillar 2.



Definitions and abbreviations

Organisation for Economic

Controlled Foreign Corporation Cooperation and Development

Corporate Income Tax Special Purpose Vehicle

Double Taxation Treaty Transportation & Logistics

European Economic Area Value Added Tax

European Union Withholding tax

any maritime transport by ship,
except when the ship is operated
solely between places in

one state
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This brochure describes general patterns in corporate taxation of the shipping
industry across the world with a view to guiding you towards the scheme that best
suits your business strategy.

The aim of this publication is to provide a concise overview of the tax schemes applicable to the
shipping industry around the globe.

The shipping industry has always had a special position worldwide. This relates to the capital-intensive
nature, market volatility and long economic life cycle of international shipping. But also to ensuring
competition on an international level playing field, to countries securing and developing an active maritime
industry job sector in their territory and to countries and regions like the EU securing their logistics chain
and fleet.

~——

From a tax perspective, the shipping industry often
enjoys special treatment in respect of VAT, payroll

taxes, corporate income tax and for the seafarers.

This brochure is limited to corporate income tax.

We examine three categories:

* Tonnage tax schemes: tax schemes under which
the tax payable is based on the tonnage of a vessel

» Specific shipping schemes: tax schemes with
beneficial tax provisions specifically aimed at the
shipping industry

» Taxation in other shipping countries of interest:
countries with no specific exemption for the
shipping industry, but which are to date commonly
used in shipping structures

In addition, we take a closer look at DTT benefits and
taxation of non-resident taxpayers.

For each of these categories, we highlight main
characteristics as well as significant exceptions. We
have made a special effort to identify general
patterns and to analyse whether and how differences
in taxation have consequences for the shipping
industry.

However, our research and the current publication
are not intended to be exhaustive and must not be
interpreted as advice. We always recommend that
you contact your PwC shipping contact to discuss
your specific needs.

Choosing your course
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Introduction »

Selection of countries

For our research, the selection of the countries was made on the basis of three criteria:

1. The importance of a country for the global shipping industry;
2. The overall relevance of the tax scheme; and

3. The availability of tax schemes specifically aimed at the shipping industry.

Tonnage tax schemes

Country Dutch model vs. Greek model Other shipping schemes
Australia - Yes
Barbados - No
Belgium Dutch model No
Bermuda - No
Brazil - Yes
British Virgin Islands - No
Bulgaria Dutch model No
Canada - Yes
China - Yes
Croatia Dutch model No
Cyprus Greek model No
Denmark Dutch model Yes
Estonia Dutch model No
Finland Dutch model No
France Dutch model Yes
Germany Dutch model Yes
Greece Greek model No
Hong Kong - Yes
India Dutch model No
Indonesia - Yes
Ireland Dutch model No
Isle of Man - Yes
Italy Dutch model Yes
Japan Dutch model No
Latvia Dutch model No
Luxembourg - No
Malaysia - Yes
Malta Greek model No
Mexico - No

Choosing your course
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Introduction »

Tonnage tax schemes

Country Dutch model vs. Greek model Other shipping schemes
Netherlands Dutch model No
Norway Dutch model No
Oman - Yes
Pakistan Greek model Yes
Philippines - Yes
Poland Dutch model Yes
Portugal Dutch model Yes
Republic Of (South) Korea Dutch model Yes
Singapore - Yes
Slovenia Dutch model No
South Africa - Yes
Spain Dutch model Yes
Sweden Dutch model Yes
Taiwan Dutch model Yes
Thailand - Yes
Turkey - Yes
United Kingdom Dutch model Yes
United Arab Emirates - No
United States of America Dutch model Yes

Choosing your course
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Tonnage tax schemes — general characteristics »

Most tonnage tax schemes have similar characteristics and requirements.
They could be regarded as a simplified and attractive tax system.

The main principle of tonnage taxation is that the tax payable is calculated on the basis of the tonnage of
vessels instead of the actual (accounting) profits from the exploitation of a vessel. Various countries have
introduced a tonnage tax scheme for taxpayers liable to tax in their country.

Internationally accepted tonnage tax schemes have allowed an attractive effective tax rate to be achieved,
allowing shipping companies to invest in a highly capital-intensive industry and compete on a level playing
field.

Most tonnage tax schemes have similar characteristics. In a tonnage tax scheme, the calculation of the
profit is based on the registered tonnage of the vessel, multiplied by a fixed amount of deemed profit per
ton per sailing day. All countries use a regressive scale system because smaller vessels tend to sail with a
higher profit margin per ton than larger vessels. Within the EU, the European Commission has established
guidelines for State Aid to maritime transport. That has created considerable uniformity, but there are still
differences in interpretation in individual countries. These are described in the following sections.

Qualifying activities

Only certain shipping activities qualify for a tonnage
tax scheme. Tonnage tax schemes usually apply to
‘maritime transport’, i.e. the international transport of
goods and persons by sea. Under some tonnage tax
schemes, vessels engaged in towage, cable and
pipe laying, dredging, wind farm and offshore
installation, supply and/or ship management
activities may also qualify.

Lock-in period

Some tonnage tax schemes are subject to a
so-called ‘lock-in period’, a period in which in
principle a taxpayer cannot switch schemes. Under
the tonnage tax schemes in most countries it is only
possible to enter the tonnage tax scheme for a fixed
period, usually ten years, after which in some
countries a new election to opt in or out must be
filed.

Choosing your course
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Tonnage tax schemes — general characteristics [>

Ownership (O

In order to qualify for a tonnage tax scheme, a
shipping company must have a certain form or
degree of ownership regarding the vessel. The
required form or degree of ownership differs
between the various tonnage tax schemes. The
conditions in this respect usually relate to the
following kinds of requirements:

» The shipping company must own a seagoing
vessel or it must have the right to use the vessel
under a bareboat charter arrangement

» The shipping company is permitted to charter out
vessels on time charter and in certain
circumstances on a bareboat charter

* The shipping company may apply the tonnage
tax scheme to some vessels that are time
chartered in

Conditions regarding the level of ownership are
typically used in combination with a requirement
that a certain level of management activities in
respect of the vessel is undertaken in the country
of which the company is tax resident.

Under most tonnage tax schemes, strategic and
commercial management must usually be
undertaken directly by the company that owns the
vessel or operates the vessel under a charter
contract.

Capital gains o

4

In some tonnage tax schemes, capital gains on the
sale of vessels and equipment related to
international shipping activities are not subject to
ordinary taxation. In comparing the different
schemes, the main points to note are the following:

* When entering the scheme, hidden reserves may
or may not be taxable and/or may result in
deferred tax liabilities.

 Leaving the scheme within the lock-in period
sometimes results in a direct tax liability.

* When leaving the scheme after the expiry of a
lock-in period, different rules may be applicable
regarding the valuation of the vessel for tax
purposes and the consequences resulting of that
valuation.

Choosing your course
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Most tonnage tax schemes require a link between
the flag a vessel is flying and the place of
residence of the company that owns the vessel.
For example, for EU resident companies, in
principle only EU and EEA flagged vessels qualify
for the application of the tonnage tax scheme.
However, many exceptions apply.

Management ,5—!—,5

The management requirements for applying a
tonnage tax scheme differ per country. In general,
four types of management are relevant:

+ Strategic management: the decisions regarding,
among other things, investment and divestment
of a vessel and also decisions regarding the way
other management activities are performed

« Commercial management: activities regarding
affreightment, chartering and the carrying of
cargo

» Technical-nautical management: activities to
keep the vessel in actual operation

+ Crew management: the hiring and setting to
work of seafarers

For most tonnage tax schemes, strategic and

commercial management should be exercised

directly by the vessel owning company. However,
sometimes ship management companies are also
eligible for a tonnage tax scheme. For example,
ship management companies may be able to apply
for the tonnage tax system if the company performs
the full technical-nautical and crew management.



Tonnage tax schemes — Dutch model »

Two different tonnage tax models can be distinguished:
+ the Dutch model, introduced in 1996
* the Greek model, introduced in 1957

The Dutch tonnage tax model =2

Under the Dutch tonnage tax model, the taxable base is calculated based on the net tonnage of the
vessels instead of the actual operating profits.

The Dutch model, first introduced in 1996 by the Netherlands and further developed throughout the
following years, is the most popular form of tonnage taxation. Belgium, Bulgaria, Croatia, Denmark,
Estonia, Finland, France, Germany, India, Ireland, Italy, Japan, Latvia, the Netherlands, the Republic of
Korea (South Korea), Norway, Poland, Portugal, Slovenia, Spain, Sweden, Taiwan, the UK, and the USA
have all implemented a basic structure based on the Dutch model.

In principle, the schemes can be applied by individuals and companies liable to tax in the respective
countries.

Calculating the taxable profit based on the Dutch tonnage tax model

In the Dutch model, the taxable operating profit of a vessel is based on the net tonnage of the vessel,
and not on the actual operating results. The main difference between the Dutch model and the ordinary
taxation method is the calculation of the profit related to the shipping activities of the shipping company.
The amount of deemed taxable profit is subject to ordinary CIT rates. Apart from that, the shipping
company and its non-qualifying shipping income is subject to regular taxation rules.

Calculating the profit and tax payable according to
the Dutch tonnage tax model for a 5-year-old cargo
ship with a gross tonnage of 20,000 and a net
tonnage of 18,000 that is operational all year.

€9.08 up to 1,000 net tons

€6.81 for the excess up to 10,000
€4.54 for the excess up to 25,000
€227 for the excess up to 50,000
€ 0.50* for the excess over 50,000

Amount of taxable profit per day per 1,000 net tons

*Under certain conditions.

Taxable profit 2022: 1 x€9.08 +9x€6.81 +8x€ [ .
4.54 = € 106 of taxable profit per day. Per year, the %

taxable profit amounts to € 106 x 365 = € 38,690. e

Based on a country-specific CIT rate of 25.8%, the S
CIT levied amounts to € 38,690 x 25.8% = € 9,982. ¢

Choosing your course
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Tonnage tax schemes — Greek model »

The Greek tonnage tax model S (IJEI

Under the Greek tonnage tax model, the taxable base is calculated based on the gross tonnage of
the vessels instead of the actual operating profits.

The Greek model was introduced in 1957 but has been subject to significant amendments. As a general
rule, the Greek model of tonnage tax applies to:

» Greek or foreign ship owning companies with vessels flying a Greek flag; and

* Foreign ship owning companies with vessels flying a foreign flag that maintain a ship management
company/office in Greece that is exclusively engaged in ship management activities that meet certain
criteria. Foreign ship owning companies with vessels flying a foreign flag that maintain a company or an
office in Greece that is engaged in activities other than ship management (i.e. brokerage, chartering,
insurance, etc.) are not subject to tonnage tax, but to an annual special contribution.

The Greek model is also used by Cyprus, Malta and Pakistan, but they apply slightly different calculation

methods. The Greek tonnage tax model covers all vessels and all shipping activities.

Calculating the taxable profit based on the Greek tonnage tax model

Under the Greek model, the taxable tonnage of a vessel is calculated based on coefficients using a
fixed number of tonnage size groups. The coefficients are multiplied by taxable gross tonnage.
Subsequently, the tax is calculated by using the tax rate that corresponds to the age of the vessel. No
other CIT is levied on shipping profits.

In the example below, the taxable tonnage and the
tax levied are calculated according to the Greek
tonnage tax model for a 5-year-old foreign flagged
cargo vessel operated by a Greek resident company,
operational all year with a gross tonnage of 20,000
and a net tonnage of 18,000. To calculate the taxable
tonnage using the Greek model, the following scales
can be used (2022 scales):

A’ Category vessels

Gross tonnage Rates
100-10,000 1.2
10,001-20,000 1.1
20,001-40,000 1
40,001-80,000 0.45
Exceeding 80,001 0.2

For a GRT 20,000 vessel this results in: 10,000 x
1.2 + 10,000 x 1.1 = 23,000 taxable tonnage. This
amount is multiplied by the respective tax rate
corresponding to the age of the vessel (2022 rates).

Choosing your course
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Tonnage tax schemes — Greek model »

A’ Category vessels (2022 rates)

Age of vessel Rates ($/ton)
0-4 0.496
5-9 0.889
10-19 0.870
20-29 0.824
Exceeding 30 0.636

CIT levied amounts to 23,000 x $ 0.889 = $ 20,447.

In Greece, the ship owner is not liable to ordinary
income tax with regard to the income derived from
the exploitation of the ship or capital gains arising
from the sale of a vessel flying the Greek flag (in
other words, the tonnage tax represents his entire
tax liability). If the owner is a company, this extends
to its shareholders.

If a foreign ship owning company uses a ship
management company in Greece to enjoy the Greek
tonnage tax scheme (with regard to vessels flying
either a Greek flag or a foreign flag), the tonnage tax
also exhausts the tax liability of this foreign company,
as well as of the shareholders thereof. No CIT or
dividend WHT is levied on the shipping profits of the
company. A credit is provided for any tonnage tax
that has already been paid abroad by the company.
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Tonnage tax schemes — detailed comparison »

The details of local tonnage tax schemes may differ. We describe the general rules
and the most important local deviations, allowing you to choose the best location
for your enterprise.

In the previous section, we described the general characteristics of the Dutch and Greek tonnage tax
models. We will now explain the main requirements in more detail, focusing on the following characteristics
of a tonnage tax scheme:

Method of calculating Qualifying vessels and
the tonnage tax ownership requirements

Flag and registration

: Qualifying activities
requirements

Who can qualify Lock-in period

Ship management

eI geliE activities

For each category of requirements, we will first describe the general rules under the Dutch tonnage tax
model and subsequently provide a list of additions to or deviations from these rules in the various countries
applying this model. After that, the same procedure will be followed for the same category of requirements
under the Greek tonnage tax model.

Choosing your course
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ﬁ Method of calculating the tonnage tax [>

Dutch tonnage tax model o

Under the Dutch tonnage tax model, a fixed (deemed) profit is calculated using regressive size groups
based on net tonnage. The calculated profit is taxed against the statutory CIT rate or, for individual
entrepreneurs, in most cases against individual income tax rates.

Below we have only highlighted those countries that have exceptions to the general Dutch model.

Exception to general rule

France The taxable amount is calculated based on net tonnage, increased by some specific items
such as: indirect subsidies from related parties that are not subject to tonnage tax, tax
results deriving form transparent subsidiaries, capital gains deriving from the sale of
eligible vessels or realised on some depreciable assets upon merger subject to favourable
tax scheme.

Latvia The amount of tonnage tax to be paid depends primarily on the net tonnage of the vessel
multiplied by coefficient of each scale of net tonnage and the days the vessel carries out
commercial activities. Latvia uses 4 size groups.

Tonnage tax calculation formula: Tonnage tax liability per ship = (net tonnage of the ship
x tonnage tax coefficient x days spent in international traffic) / 0.8 x 20%.

It must be noted in the calculations that ship's operating time (the time spent in
international traffic) does not include ship repair and ship lay-up time or the time during
which a ship is not operated due to arrest or circumstances caused by force majeure.

Netherlands Ship management companies get a reduction of 75% of the calculated tonnage tax profits.

In specific cases, the profit is increased by €1,77 per day per 1,000 net ton to the extent
that the net tonnage of the vessel exceeds 50,000.

For profit splits we refer to qualifying activities.

Norway The annual tonnage tax is a fixed fee in lieu of CIT. The tonnage tax is calculated per day
per vessel according to rates determined in the annual tax decree from the Parliament. The
tonnage tax rate is reduced with up to 25% for vessels that fulfil certain environmental
requirements set by the Norwegian Directorate of Shipping and Navigation.

Poland The shipping company's income from activities subject to tonnage tax is calculated as the
product of the daily rate — a regressive size group based on the net tonnage and the
operational period in a given month of all qualifying ships of the shipping company. The
calculated profit is then taxed at the statutory CIT rate.

Portugal Reductions of 50% and 25% of the taxable income are granted in the first and second year
of activity, respectively. Reductions of 10% to 20% apply for vessels with a capacity
exceeding 50.000 net tonnes, provided that they meet certain environmental requirements.

Choosing your course
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ﬁ Method of calculating the tonnage tax »

Exception to general rule
Republic of The shipping income per ship is calculated by the formula (tonnage per ship x profit per ton

Korea per day) x operating days x utilisation rate. If the company owns the ship or charters the

(South entire ship, the utilisation rate is 100%. If the company has chartered part of the vessel the
Korea) utilisation rate is the ratio of the company's loaded volume to the vessel's maximum cargo.
Spain For purposes of applying the size categories (based on net tonnage), those days of the tax

period shall be taken into account on which the vessels are at the disposal of the taxpayer
or on which the technical management and management of the crew are carried out,
excluding those days on which the vessels are not operational due to ordinary or
exceptional repairs.

USA US legislation generally allow corporations to elect a “tonnage tax” in lieu of the CIT on
taxable income from certain shipping activities. An electing corporation’s gross income will
not include its income from qualifying shipping activities, and deductions relating to such
income are disallowed. Qualifying income is then taxed at the maximum CIT rate on their
notional shipping income (net tonnage). Notional shipping income for each of its qualifying
vessels is equal to an amount derived by multiplying the daily notional shipping income
(calculated at the rate of 40 cents for each 100 tons of its first 25,000 net tons and 20 cents
for each 100 tons in excess of 25,000 net tons) by the number of days during the tax year
that the electing corporation operated a vessel as a qualifying vessel in U.S. foreign trade.

Choosing your course
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ﬁ Method of calculating the tonnage tax [>

Greek tonnage tax model

oooo

Under the Greek model, the taxable tonnage of a vessel is calculated based on coefficients using a fixed
number tonnage size groups. The coefficients are multiplied by taxable gross tonnage instead of the net
tonnage. Subsequently, the tax is calculated by using the tax rate that corresponds to the age of the
vessel. No other CIT or dividend WHT is levied on shipping profits. In addition to or in deviation from these
general rules, the following applies in specific countries with regard to the method of calculating the
tonnage tax.

Exception to general rule
Cyprus Cyprus uses 5 size groups and applies a 30% and 60% increase for non-community

vessels flying a flag in, respectively, the Grey list and the Black list of the Paris
Memorandum of Understanding.

In Cyprus, tonnage tax is calculated based on the net tonnage of the vessels.

As from 2021, legislation in Cyprus provides for a reduction of the annual tonnage tax
liability of up to 30% for owners of Cyprus and EU/EEA flagged vessels that use
mechanisms for the environmental preservation of the maritime environment and the
reduction of the effects of climate change.

Greece Greece uses 5 size groups. Exemptions provided from tonnage tax include, indicatively:

+ Exemption from tax for the first 6 years for vessels built in shipyards in Greece, under a
Greek flag

* 50% reduction for vessels operating regular routes between Greek/foreign ports or solely
between foreign ports

Malta Malta uses 8 size groups and applies a fixed amount of tax per group plus an amount of
tax for exceeding net tonnage. A reduction of up to 30% of the respective fees are
applicable for vessels 10 years or younger.

An increase in fees of between 5% to 50% is applicable for vessels older than 15 years.
Pakistan Vessels purchased or bareboat chartered flying the Pakistani flag pay tonnage tax
equivalent to USD 1 per Gross Registered Tonnage (GRT) per annum.

Vessels not registered in Pakistan and hired other than under bareboat charter pay
tonnage tax equivalent to USD 0.15 per GRT per voyage capped to 1 USD per annum.

A Pakistan resident company owning a seaworthy vessel flying the Pakistani flag and
registered with the Securities and Exchange Commission of Pakistan after 15 November
2019 pays tonnage tax equivalent to USD 0.75 per GRT per annum.

Choosing your course
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Dutch tonnage tax model

=gl Qualifying activities [>

=X

Under the Dutch tonnage tax model, the basic requirement is that the operation of a vessel in international
traffic at sea characteristically qualifies for the tonnage tax scheme. Dredging and towing activities can

also qualify under most systems, under the condition that more than 50% of these activities take place at

sea. Chartering a vessel to a third party under a bareboat charter usually does not qualify. The vessel
owner or bareboat charterer must usually exercise certain management activities with respect to the
vessel. Several countries require compliance with certain obligations in respect of the training of seafarers.

Non-qualifying activities are subject to the general CIT schemes. If there are both qualifying and
non-qualifying activities, a profit split must be made to determine the CIT due; this is based partly on the
tonnage tax scheme and partly on the general CIT scheme.

In addition to or in deviation from these general rules, the following requirements apply in specific countries
in relation to activities qualifying for tonnage tax under a Dutch tonnage tax model.

Exception to general rule

Belgium The following activities qualify for the tonnage tax scheme:

The transportation of goods and persons on (i) international sea routes or (ii) routes to
and from offshore installations for the exploration or exploitation of natural resources.
The scheme also applies to ancillary activities that are related to such exploitation if the
profits derived from those activities do not exceed 50% of the total profits derived from
such vessels

The transportation of material extracted from dredged material on the high seas in the
exploration or exploitation of natural resources at sea where more than 50% of the
vessel's operational time during the taxable period is spent transporting such dredged
material by sea

The performance of towage work on the high seas if concerns 50% of the activity
actually performed by that vessel during the taxable period

Bulgaria Certain additional requirements, such as training requirements, must also be met.

Additional requirements regarding entities managing vessels under a management
agreement are the following:

The company is established in EU/EEA

60% of the tonnage of the vessels is under Bulgarian or EU/EEA flag

The company must comply with the international conventions and EU law on health,
safety and environmental issues

More than half of the onshore personnel or the vessel’s crew should consist of EU/EEA
nationals

At least two-thirds of the tonnage of the vessels should be managed by companies that
are resident for tax purposes in an EU/EEA Member State

Choosing your course
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Qualifying activities [>

Exception to general rule

Croatia The shipping company has to carry out qualifying maritime activities (i.e. passenger and/or
cargo transport by sea outside the internal sea waters and territorial sea of the Republic of
Croatia, between ports in the Republic of Croatia and foreign ports or between ports in the
Republic of Croatia and offshore facilities outside the territorial sea of the Republic of
Croatia or between foreign ports or offshore facilities). Maritime activities also include other
ancillary activities.

Ship management services (for technical management and/or ship’s crew) qualify for
tonnage tax scheme in Croatia if:

+ atleast 51% of the employees are EU or EEA citizens

+ two-thirds of the managed ships are managed from the EU or EEA Member States,
regardless of whether management is performed from the manager's office or is
subcontracted to other service providers

* 60% of the managed ships are registered in Register of the EU or EEA Member States

« all other conditions stated in EU rules and guidelines on state aid to ship management
companies are met

Denmark Operation of at least 1 ship of minimum 20 GT used for transporting goods or passengers,
or hiring out of such vessels on time-charter for the same purpose. Bareboat out due to
temporary overcapacity is allowed one time per vessel and for a maximum of 3 years.

The following other vessel activities are also covered:

» Guard and supply vessels. All kinds of offshore supply activities may be covered by the
tonnage tax scheme, including support and service functions

* |lce management vessels. All kinds of offshore ice management activities are covered by
the Danish Tonnage Tax Act

* Wind turbine installation and construction vessels. Activities consisting of construction,
repair and dismantling of offshore wind turbines and other offshore installations, e.g.
breakwaters

+ Subsea pipeline and cable laying, inspection and repair

» Accommodation and Support Vessels with accommodation for personnel, storage of
spare parts or workshop facilities in connection with offshore activities

» supply vessels, including bunkering, Anchor hauling (AHTS), CTVs, OSVs, etc.

Finland The shipping enterprise has to carry out qualifying international maritime activities (detailed
list in the law) and undertake management of vessels in Finland.
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Qualifying activities [>

Exception to general rule

France

Germany

India

Ireland

Italy

Only companies deriving at least 75% of their turnover from qualifying ship operations can
opt for the French tonnage tax scheme.

The operations directly linked to the use of qualifying ships means the operations
necessary to carry out maritime transport operations of passengers or goods, including
when they are linked to any other activities carried out at sea, as well as maritime
operations of towage on the high seas, sea rescue, other maritime assistance activities or
the exercise of any other transport activities that need to be provided at sea.

Certain ‘incidental operations’ which are not necessary to the fulfilment of the maritime
operations mentioned above are excluded from qualifying operations.

Eligibility is reserved for commercial vessels that are managed from France from a
strategic and commercial point of view (this condition is deemed to be fulfilled if the vessel
flies the French flag).

Bareboat out to French affiliated companies that have themselves opted for the tonnage
tax system qualifies.

Almost all ship management activities must be performed from German soil (qualifying
presence in Germany).

Vessels operated for towing, salvage and the search for mineral resources may qualify.

Owned or chartered (self-equipped) seagoing vessels (when equipped vessels are
chartered both vessel charterer and owner can qualify for tonnage tax provided that the
operator also operates vessels of his own or vessels equipped by himself).

Certain additional requirements, such as transferring a minimum amount to reserve (i.e.
20% of the book profits derived from core and incidental shipping activities to be
transferred each year to tax tonnage reserve which is to be used for specified purposes
such as the purchase of new ships), training requirements, a proportion of chartering
activity (i.e. if profits from incidental activities > 0.25% of turnover from core activities;
excess profits from incidental activities are taxable under the normal provisions of Indian
Tax Law), should also be met.

In addition to the general rule as mentioned at the start of this chapter, other activities that
can be included in the Irish tonnage tax scheme include (among others):

+ the provision of certain services or goods on board the qualifying ship (such as cinema,
bars, restaurants, etc.) once they are ancillary to the transport of cargo/passengers

* transport services for services at sea (such as transport for cable laying activities)

 foreign exchange gains and forward freight agreements

Certain additional requirements, such as training requirements, must also be met.
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Qualifying activities [>

Exception to general rule

Latvia

Netherlands

Norway

Poland

The shipping company has to (1) carry out international carriage activities and activities
related thereto and (2) perform ship management activities in Latvia. The ship
management activities may be also provided to third parties.

A list of activities defined as international carriage may be found under Section 1(12) of the
Latvian CIT Act. The information on the requirements applying to vessels to be used in
international carriage in order to qualify for tonnage tax scheme is provided in the
‘Qualifying vessels/ownership conditions’ section

In addition to the vessels mentioned under the general rule, vessels used for the following

activities may also qualify:

* Vessels used for transportation of goods or persons in relation to the exploration or
exploitation of natural resources at sea

* Vessels used for support services related to exploration of the seabed

» Vessels used for dredging operations at sea

» Towing and support services at sea

» Transportation activities of cable laying vessels, pipe laying vessels, research vessels
and crane vessels

In addition, ancillary income may also qualify for the tonnage tax scheme as long as the

ancillary income arises primarily in connection with the qualifying activities.

The profit must generally be split between transport activities (tonnage tax scheme

applicable) and non-transport activities (regular profit scheme applicable).

Profits derived from the transport of persons or goods in international maritime traffic are

fully eligible for the tonnage tax regime. However, a profit split should be made in case the

revenue related to the non-transport activities exceed 50% of the revenue derived with the

exploitation of the vessel (relevant for cruise vessels, for example).

Companies within the tonnage tax scheme are only allowed to carry out activities that are
eligible under the tonnage tax scheme, and may only own assets necessary for carrying
out these activities. Eligible activities are ownership, leasing and operation of owned and
chartered-in vessels. In addition, the company can perform strategic and commercial
management, including daily technical operations and maintenance of vessels owned or
chartered in by the tonnage company itself and vessels owned or chartered in by
associated limited companies, associated partnerships and associated CFCs. There is no
general requirement for taxation within the tonnage tax scheme that the company must be
strategically and commercially managed from within the EEA. However, for companies
chartering out parts of the fleet on bareboat terms in the offshore sector, the strategic
management of all vessels chartered out must be from within the EEA. Furthermore,
ancillary activities closely connected to the transport activities are eligible for the tonnage
tax scheme, including the loading and unloading of goods, temporary storage of goods,
leasing out of containers, door-to-door transport, sale of goods and services for
consumption on board a vessel, operation of ticket offices and passenger terminals, etc.
Note that the Norwegian Ministry of Finance issued a consultation paper in September
2021 which entails that on certain terms a tonnage tax company may be able to carry out
both eligible and non-eligible activities/income without being disqualified from the scheme.
Income from non-eligible activities would be taxed at the ordinary CIT rate of 22%. There is
no concrete timeline as to when the proposal will be processed.

The general rule applies, including the rule concerning dredging and towing activities.
Additionally, seagoing rescue activities may also qualify.
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Qualifying activities [>

Exception to general rule

Latvia

Netherlands

Norway

Poland

The shipping company has to (1) carry out international carriage activities and activities
related thereto and (2) perform ship management activities in Latvia. The ship
management activities may be also provided to third parties.

A list of activities defined as international carriage may be found under Section 1(12) of the
Latvian CIT Act. The information on the requirements applying to vessels to be used in
international carriage in order to qualify for tonnage tax scheme is provided in the
‘Qualifying vessels/ownership conditions’ section

In addition to the vessels mentioned under the general rule, vessels used for the following

activities may also qualify:

» Vessels used for transportation of goods or persons in relation to the exploration or
exploitation of natural resources at sea

» Vessels used for support services related to exploration of the seabed

» Vessels used for dredging operations at sea

+ Towing and support services at sea

» Transportation activities of cable laying vessels, pipe laying vessels, research vessels
and crane vessels

In addition, ancillary income may also qualify for the tonnage tax scheme as long as the

ancillary income arises primarily in connection with the qualifying activities.

The profit must generally be split between transport activities (tonnage tax scheme

applicable) and non-transport activities (regular profit scheme applicable).

Profits derived from the transport of persons or goods in international maritime traffic are

fully eligible for the tonnage tax regime. However, a profit split should be made in case the

revenue related to the non-transport activities exceed 50% of the revenue derived with the

exploitation of the vessel (relevant for cruise vessels, for example).

Companies within the tonnage tax scheme are only allowed to carry out activities that are
eligible under the tonnage tax scheme, and may only own assets necessary for carrying
out these activities. Eligible activities are ownership, leasing and operation of owned and
chartered-in vessels. In addition, the company can perform strategic and commercial
management, including daily technical operations and maintenance of vessels owned or
chartered in by the tonnage company itself and vessels owned or chartered in by
associated limited companies, associated partnerships and associated CFCs. There is no
general requirement for taxation within the tonnage tax scheme that the company must be
strategically and commercially managed from within the EEA. However, for companies
chartering out parts of the fleet on bareboat terms in the offshore sector, the strategic
management of all vessels chartered out must be from within the EEA. Furthermore,
ancillary activities closely connected to the transport activities are eligible for the tonnage
tax scheme, including the loading and unloading of goods, temporary storage of goods,
leasing out of containers, door-to-door transport, sale of goods and services for
consumption on board a vessel, operation of ticket offices and passenger terminals, etc.
Note that the Norwegian Ministry of Finance issued a consultation paper in September
2021 which entails that on certain terms a tonnage tax company may be able to carry out
both eligible and non-eligible activities/income without being disqualified from the scheme.
Income from non-eligible activities would be taxed at the ordinary CIT rate of 22%. There is
no concrete timeline as to when the proposal will be processed.

The general rule applies, including the rule concerning dredging and towing activities.
Additionally, seagoing rescue activities may also qualify.
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Exception to general rule

Portugal

Slovenia

Spain

In Portugal, the eligible activities are:

» Maritime transport of persons and goods
» Sale of goods for consumption on board and supply of services closely related to the
maritime transportation activity, including services of lodging, catering, entertainment

activities and trade on board an eligible ship or vessel, provided these services are of an

ancillary nature in relation to the activity of transport of persons and goods

« Short-term investment of the capital, when it corresponds to the remuneration of the
applications of the company’s current treasury related to the covered activities in the
special scheme

» Advertising and sale, when it arises from the sale of onboard advertising spaces of ships

or vessels considered in this special scheme

» Ship Brokerage activity on behalf of the ships or vessels used and covered under the
special scheme

» Sale of operational assets related to the maritime transportation activity

* Deep-sea exploration activities

 Activities related to the setting up of cables and pipelines at a deep-sea level, as well as

crane operations

+ Activities related to strategic, commercial, technical, and operational management, as
well as crew management for the ships or vessels covered by the special scheme

» Towage activities, provided 50% of the annual operations concern maritime
transportation and exclusively in respect of these

» Dredging activities provided 50% of the annual operations concern maritime
transportation and exclusively in respect of these

» Chartering of ships or vessels when the taxpayer continues to control the functioning and

the crew members of the ship or vessel
* Indemnities and subsidies received in respect of the maritime transportation activity

A person liable to tonnage tax is any person who is liable to CIT under the CIT Act and has

acceded to the tonnage tax system in accordance with Tonnage Tax Act.

The tonnage tax scheme may not be applied unless all of the vessels are registered in
Spain or in another Member State of the European Union. Neither may vessels intended,
directly or indirectly, for fishing or sporting activities, nor recreational vessels, be covered
by this scheme.

This scheme shall also not be applicable during tax periods in which the following
circumstances occur simultaneously:

* The entity has the status of medium-sized or large company in accordance with the
provisions of Recommendation 2003/361/EC of the European Commission

» The entity receives State restructuring aid granted in accordance with the provisions of
Communication 2004/C244/02 of the European Commission

» The European Commission did not take into account the tax benefits deriving from the
application of this scheme when it took the decision on the restructuring aid
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Exception to general rule

Sweden

Taiwan

UK

Bareboat charter out is included if the charter period does not exceed 3 years in a 10-year
period and the gross tonnage of such vessels does not exceed 20% of the total qualified
vessels. The strategic and economic management of qualified vessels should be in
Sweden; however, not all decisions need to be taken in Sweden.

Qualifying income/activities include the following:

* Income earned from self-owned or bareboat, time or meter chartered vessels (excluding
vessels chartered to others as bareboats) that are actually operating, engaged in
passenger and cargo transportation business and other necessary activities that are
inseparable from the business. The ‘essential and inseparable activities' refer to the
services necessary for the smooth operation of the ship, including the transportation of
passengers and cargo, the provision of food to passengers during the voyage, or the
business of refrigerating or storing the cargo

* Income from services related to shipping business, including income from services such
as loading and unloading, consolidation, sub-packaging, temporary storage of goods or
rental of containers

» Surcharges and additional fees charged for operating the shipping business, such as
currency adjustment surcharge, fuel adjustment surcharge, port congestion surcharge,
over-length and overweight surcharge, transshipment surcharge, delay fee, lien fee,
change of destination fee or bill of lading

» Other necessary and related gains and losses for the operation of shipping business,
including gains and losses from interest rate contracts or foreign exchange contracts,
fuel contract gains and losses, and foreign exchange gains and losses related to the
operation of ships

A ship will qualify for the tonnage tax scheme with the following activities:

» Carriage of passengers by sea

+ Carriage of cargo by sea

» Towage, salvage or other marine assistance carried out at sea

» Transport in connection with other services of a kind necessarily provided at sea

Certain additional requirements, such as training requirements, must also be met.

There are special rules for charging profits from Offshore activities to Corporation Tax
under the normal rules, whilst leaving profits from activities elsewhere within the Tonnage
tax scheme. The special rules apply to all qualifying ships engaged in offshore activities,
unless they are of a type which is specifically excluded.

Choosing your course
PwC

J@>

24



Qualifying activities

Exception to general rule

USA Qualifying shipping activities consist of:
 core qualifying activities
 qualifying secondary activities
+ qualifying incidental activities
Core qualifying activities consist of the operation of qualifying vessels in US foreign trade.
Secondary activities include the active management or operation of vessels in US foreign
trade, and the provision of vessels, barge, container or cargo-related facilities or services.
Incidental activities are activities that are incidental to core qualifying activities and are not
qualifying secondary activities.

All of an electing entity’s core qualifying activities are excluded from gross income.
However, only a portion of an electing corporation’s secondary and incidental activities are
treated as qualifying income and, thus, are excluded from gross income.
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Greek tonnage tax model

Under the Greek tonnage tax system, it is difficult to provide a general rule for qualifying activities. We
refer to the country-specific rules outlined below.

Exception to general rule

Cyprus Operating vessels in international traffic qualifies. Dredging and towing activities can also
qualify under the condition that more than 50% of these activities take place at sea. Other
activities may also qualify.

This applies to the vessel owner (as well as the bareboat charterer - Bareboat charter out
agreements remain eligible for tonnage tax, with restrictions introduced for bareboat
charter agreements to third parties), the charterer and the manager (crew and/or technical
manager).

‘Ancillary services' fall under the tonnage tax scheme, provided that the income from these
does not exceed 50% of the total income generated from Maritime Transport Activities.

Greece In principle, qualification depends on ownership and on activities. The application of the
tonnage tax scheme has been extended beyond ship owning companies, also to bareboat
charterers and lessees in case of ship leasing arrangements. However, for foreign ship
owning companies with vessels flying a foreign flag, the maintenance of a ship
management company or office in Greece is important.

Malta The international maritime transport of goods and passengers qualify. Towage and
dredging may also apply under certain conditions.

Bareboat chartering out of vessels may only qualify in the case that such vessels are either
bareboat chartered to another shipping organisation forming part of the same group or in
the case that the ship was bareboat chartered out due to short-term over-capacity and the
term of the charter does not exceed 3 years, subject to the satisfaction of certain further
conditions.

Other activities may also qualify in line with EU guidelines and practice.

Ship management activities may also be eligible, provided that the applicable conditions
are satisfied, e.g. the ship manager has assumed responsibility for either or both of the
technical or crew management of the ship(s).

‘Ancillary activities' linked to maritime transport may also benefit under the tonnage tax,
provided that the revenues generated from such activities do not exceed certain stipulated
thresholds.

Pakistan Any person who is tax resident in Pakistan and engaged in the business of shipping is
subject to tonnage tax scheme. Ships and all floating craft including tugs, dredgers, survey
vessels and other specialised craft are covered.

Bareboat charter for vessels not registered in Pakistan is not covered.
Bareboat charter out and flying the Pakistani flag is covered for the charterer.
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Dutch tonnage tax model IWI

Under the Dutch tonnage tax model, all entrepreneurs may generally qualify for the tonnage tax scheme,
e.g. individual entrepreneurs, foundations, legal entities, partnerships, and permanent establishments. In
addition to or in deviation from these general rules, the following applies in specific countries with regard to
qualifying taxpayers.

Exception to general rule

Belgium

Bulgaria

Croatia

Denmark

Estonia

Finland

France

Germany

India

Only Belgian companies or Belgian branches can opt for the Belgian tonnage tax scheme if
they derive profits from ocean shipping activities.

Only corporate legal entities can opt for the tonnage tax system. Permanent
establishments of EU/EEA resident companies can also qualify.

Taxpayers of tonnage tax in Croatia are legal entities that have headquarters in Croatia or
if their place of effective management and supervision of the business is located in Croatia
and they opted to pay tonnage tax instead of CIT.

Only corporate legal entities can opt for the tonnage tax system. Permanent
establishments of EU resident companies can also qualify. Also, foreign companies with
their place of management and control in Denmark can opt for Danish tonnage tax.

The special tax scheme is primarily established for Estonian tax resident companies for
cargo vessels but under certain conditions can also be applied to dredgers and tugs, as
well as passenger ships providing regular service outside the European Economic Area
(EEA). In addition, the tonnage tax scheme could also be applied by resident companies
providing crew management and technical management services.

Limited liability companies and, under certain conditions, branches of companies resident
in another EU country with permanent establishments in Finland can opt for the tonnage
tax system.

Only legal entities subject automatically or under option to French CIT can opt for the
tonnage tax system (to be confirmed for French permanent establishments of foreign
companies).

All entrepreneurs may generally qualify for German tonnage taxation if the place of
effective management is in Germany and almost all ship management is carried out from
German soil (qualifying presence in Germany).

The tonnage tax benefit is available only to an Indian company having its place of effective
management in India and having as its main object carrying on the business of operating
ships and owning at least one qualifying ship. The tonnage tax payable is calculated based
on the net tonnage of the qualifying ship for the entire year or for the number of days in
part of the year in case the ship is operated by the company as a qualifying ship for only
part of the year.
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Exception to general rule

Ireland The Irish tonnage tax scheme only applies to ‘qualifying companies’. In order to be a
qualifying company the company must;

perform core qualifying activities

be within the charge to Irish tax (i.e. therefore be an Irish tax resident company or
operate the shipping business through an Irish branch)

operate (own, charter in, or manage) qualifying ship(s)

carry on the strategic and commercial management of those ships in Ireland

The company does not need to have been incorporated in Ireland.
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Exception to general rule

Italy Corporate legal entities and permanent establishments of foreign entities can opt for the
tonnage tax system. The tonnage tax option must apply for all companies belonging to the
same group.

Japan Only a legal entity can opt for the tonnage tax scheme.

Latvia Only a Latvian legal entity, having Latvian tax resident status can opt for the tonnage tax

scheme. More details on this aspect are given in the ‘Qualifying activities’ section on page
19, where comments on the activities that should be carried out by the shipping company
are provided and in the ‘Qualifying vessels/ownership conditions’ section on page 27,
where the information regarding qualifying vessels/ownership rights is given.

Netherlands Basically, the tonnage tax scheme can be applied by all entrepreneurs subject to tax in the
Netherlands. In partnership structures, activities performed by the (general) partners could
be attributed to the limited partners.

Norway Norwegian private and public limited liability companies may qualify for the tonnage tax
scheme. Eligible assets can also be held through partnerships, limited partnerships
(Norwegian or foreign) and CFCs. Companies similar to Norwegian limited liability
companies and registered in other EEA states, and which only carry out eligible shipping
activities in Norway, can also qualify for the tonnage tax scheme. In order to be eligible for
tonnage taxation, a company must own either an eligible vessel, or shares or interests in
limited liability companies, partnerships or CFCs that own such ships. The minimum
ownership share in partnerships, limited partnerships and CFCs is 3%. A tonnage taxed
company is not allowed to have income from non-tonnage-taxed activities except for
financial income. Companies and groups that are part of the tonnage tax scheme must
enter all their eligible vessels into the tonnage scheme.

Poland The Polish Tonnage Act excludes foundations from opting for the tonnage tax. Tonnage tax
applies to shipping companies operating in the field of international shipping as a key
factor.

Portugal Portuguese CIT-payers who mainly conduct commercial activities related to the

transportation of people or cargo may opt in to the scheme. At least half of the crew
members are required to be nationals from the EU, the EEA or Portuguese-speaking
countries.

A taxpayer that owns vessels or ships registered outside the EU or the EEA (except for
vessels or ships performing towage and dredging activities) may opt in to the scheme, as
long as all of the following conditions are met:

» Atleast 60% of the net tonnage of its fleet flies an EU or EEA Member State flag

+ Strategic and commercial management (control and risk of the maritime activity) of all of
its vessels occurs in the EEA territory

» The rules in force in the EEA concerning protection, safety, environment, and onboard
working conditions are complied with
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Exception to general rule

Republic Of A qualifying company is a domestic company that carries on ocean-going service under the

(South) Shipping Act.
Korea
Slovenia A company may request to be subject to tonnage tax instead of CIT if it meets certain

conditions (i.e. it operates in maritime transport in international shipping) and notifies the
tax authorities in advance.

Spain Only entities subject to CIT can opt to the tonnage tax scheme.

Sweden Companies can opt for the tonnage tax system. The term ‘companies' is broad and
includes, for example, partnerships and self-employed individuals.

Taiwan All shipping businesses with their head office established within the territory of Taiwan in
accordance with the Maritime Industry Law and approved by the Ministry of
Communications, that:

* engage in passenger or cargo transportation with the qualifying vessels and are
responsible for the business strategy and business management of such vessels

* have the registered ownership of more than one Taiwanese ship. The total net tonnage
of its own Taiwanese ships shall reach 15% of the total net tonnage of all vessels owned
by the enterprise and its directly or indirectly controlled subsidiaries (through 50% or
more ownership) since the end of the 3rd fiscal year to which the tonnage tax scheme is
applied. Since the end of the 5th fiscal year to which tonnage tax is applied, such
percentage shall reach 30%

+ employ more than 35 Taiwanese employees (including sea and shore staff) and,
according to the number of Taiwanese ships with a gross tonnage of more than 500, and
the total number of crew members to be equipped according to regulations, provide two
internships for every fifteen crew members. If there are more than 10 crew members
remaining, an additional internship will be provided to undertake the training obligations
of the crew of Taiwan

UK Companies within the charge to UK corporation tax, which operate qualifying ships carrying
out qualifying activities that are ‘strategically and commercially managed in the UK, can
elect in to the Tonnage Tax scheme. All qualifying members of a group have to come in
together.

USA It only applies to a qualifying vessel operator, which is any corporation that operates one or
more qualifying vessels and satisfies a specified shipping activity requirement.
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The Greek tonnage tax scheme generally allows entrepreneurs to apply the scheme, e.g. individual
entrepreneurs, foundations, legal entities, partnerships and permanent establishments. In addition to or in

deviation from these general rules, the following applies in specific countries with regard to qualifying
taxpayers.

Exception to general rule

Cyprus Persons who are tax resident in Cyprus can qualify as ship owners. Legal persons
who are tax resident in Cyprus can qualify as charterers or managers.

Malita A legal entity that qualifies as a ‘shipping organisation’ (limited liability company,
partnership, whether ‘en nom collectif’ or ‘en commandite’, trust or foundation, any
foreign body corporate or other entity enjoying legal personality that has
established a place of business in Malta) may apply to benefit from the tonnage
tax.

Pakistan Any person who is tax resident in Pakistan and engaged in the business of
shipping qualifies for the tax scheme.
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Estonia

Finland

Choosing your course
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Exception to general rule

In order to implement the tonnage scheme, the ships used by the resident company
and the undertakings belonging to the same group as the company and included in the
calculation of the tonnage scheme shall meet the following conditions:

At least 25% of the gross tonnage of the ships must be owned by the company and
the undertakings belonging to the same group as the company or used by them on
the basis of a bareboat charter party

+ At least 60% of the gross tonnage of the ships, including all dredgers and tugboats,
must be registered under the flag of a Contracting State

Legislation includes a detailed list of qualifying vessels. Under certain conditions also
bareboat chartered-in vessels qualify.




Qualifying vessels/ownership conditions

Dutch tonnage tax model p

Taxpayers using the Dutch tonnage tax model can generally apply the schemes to owned vessels and
vessels used under a bareboat charter arrangement. Vessels used under a time charter arrangement may
also qualify, but only if additional ownership requirements are met. In some cases, there are also
requirements with regard to the vessels themselves, such as a minimum tonnage.

In addition to or in deviation from these general rules, the following applies in specific countries in relation
to ownership. Vessels that are bareboat chartered out generally do not qualify.

Exception to general rule
Belgium A Belgian company or branch can opt for the tonnage tax if it:

* is the owner, co-owner or bareboat charterer of a seagoing vessel that is managed to a
considerable extent in the EEA and that is not bareboat chartered out to a third party

* is engaged in the crew and technical shipping management for third-party owners,
provided that the ship managers are entrusted with both the management of the entire
crew and the technical management of the seagoing vessel, and the company takes
over the full responsibility from the owner for the vessel’s operation and all the duties and
responsibilities. Certain other specific conditions must also be met

» has chartered seagoing vessels on a time charter or voyage charter provided that the
annual total of the net daily tonnage of the chartered vessels does not exceed three
times the annual total of the net daily tonnage of the vessels owned

Croatia Taxpayers in Croatia can apply the tonnage tax scheme to owned vessels, vessels in
ownership of domestic or foreign dependent shipping companies and vessels used under a
charter agreement. Vessels provided under charter agreement may also qualify if the share
of vessels leased to the third parties is not higher than 20% of the net tonnage of the
taxpayer’s fleet and percentage of the vessels taken under shipping contract is not higher
than 75% of the taxpayer’s fleet’s net tonnage, unless vessels taken under shipping
agreement are registered in the EU or EEA Register.

In addition, vessels whose net tonnage is included in the calculation of tonnage tax must
meet safety standards.

Furthermore, in the fleet of vessels participating in the ship tonnage tax system at least
60% of the total net tonnage of vessels must be Croatian or from one of the Member
States of the EU or the EEA.

Vessels participating in the tonnage tax system must have on board the minimum number
of deck or engine trainees, citizens of the Republic of Croatia or one of the Member States
of the EU or the EEA, as determined by the annual trainee plan.

Denmark No more than 80% of the fleet’s tonnage may consist of time chartered-in vessels without
purchase options (if a time charter vessel has a purchase option and is chartered for 1-7
years it is regarded as an owned vessel). Bareboat chartered vessels are also considered
as owned when calculating the ratio.
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Exception to general rule

France

Germany

India

Ireland

Italy

Eligibility is reserved for commercial vessels:

+ that have a gross tonnage equal to or greater than 50 UMS (Universal Measurement
System)

+ that are either fully owned or co-owned, with the exception of those vessels chartered on
a bareboat basis to companies that are neither directly or indirectly affiliated, nor to
affiliated companies that have not themselves opted for the system, or that are bareboat
in (or rented under qualifying financial lease or lease with a purchase option) or time
chartered

+ that have not been purchased from companies that are directly or indirectly associated
during the election period to this scheme and that have not themselves opted for this
scheme

A use and chartering out of chartered merchant ships shall only be considered as operation
of merchant ships in international traffic in the event that own or equipped merchant ships
are simultaneously operated in international traffic. In case chartered merchant ships are
not registered in a German seagoing vessels register this shall apply subject to the further
prerequisite that the net tonnage of the chartered merchant ships in the fiscal year is not
more than three times the merchant ships operated in international traffic (referred to as
‘charter basket').

A ship is a ‘qualifying ship' if it is a seagoing ship or vessel of fifteen net tonnage or more,
is registered or licensed under the Merchant Shipping Act 1958 and there is a valid
certificate in respect of such ship indicating its net tonnage. Certain types of vessels, e.g.
fishing vessels, factory ships, pleasure craft, harbour and river ferries, offshore
installations, a qualifying ship which is used as a fishing vessel for a period of more than
thirty days during a previous year, etc., are excluded from the definition of qualifying ship.

To fall within the Irish scheme, ships must be seagoing vessels of 100 tons or more gross
tonnage. They must also be certified by the competent authority of a country.

Certain ships are specifically excluded from the Irish scheme. The main category of
excluded ships include: fishing vessels/factory ships, harbour/river ferries, dredgers,
non-oceangoing tugs, fixed or mobile rigs, tankers used for petroleum extraction activities,
private recreational or sports vessels and vessels used to provide goods/services normally
provided on land (i.e. permanently moored ship used as a restaurant).

A note on chartering: There is a further requirement within Irish tonnage tax rules that no
more than 75% of the net tonnage of the qualifying fleet can be chartered in and operated
by qualifying companies, unless done so on bareboat charter terms. Ships chartered in on
bareboat charter terms qualify without restriction in the same way as ships owned by the
company.

Furthermore, any ship chartered out on bareboat charter terms is not treated as being
operated by the company unless (a) it is chartered out to a related Irish tonnage tax
company, or (b) the charter out is by reason of short-term overcapacity and the term of the
charter does not exceed three years.

No more than 50% of the fleet’'s tonnage may be time chartered in.
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Qualifying vessels/ownership conditions

Exception to general rule

Japan Vessels owned by a subsidiary of the Japanese shipping company (such as a vessel
owning SPV) can be brought under the tonnage tax scheme under certain conditions and
subject to government approval. The main conditions are:

» 3 vessels per increase of 1 Japan owned/flagged vessel in accordance with the plan for
increasing Japan owned/flagged vessels approved by the government

» The Japanese company has to commit to transferring the classified foreign vessels to
Japan if required by the government

Latvia The vessels that are used by the company (Latvian tax resident) for international carriage
can be owned, co-owned or held on the basis of bareboat charter contract. The minimal net
tonnage capacity of a vessel should be at least 100 units.

Norway Vessels eligible for tonnage tax are transport ships and support vessels in petroleum
activities. Ships in domestic traffic smaller than 100 gross registered tons, ferries in traffic
between Norwegian ports where the distance between the first and last port is less than
300 nautical miles and ships conducting stationary activities or other activities where the
sailed distance is less than 30 nautical miles, non-self-propelled vessels, pleasure and
fishing boats, etc. are not eligible for the tonnage tax scheme. Wind farm vessels active in
maritime transportation and vessels engaged in the construction, maintenance, repair and
disassembly of wind turbines at sea are also eligible for the tonnage tax scheme. A
tonnage tax company must either own an eligible vessel or a minimum of 3% of the shares
or interests in limited liability companies, partnerships or CFCs that own such ships. No
limitations apply to chartering in eligible vessels on bareboat terms. Chartering in on
voyage or time charter is limited to 90% of non-EEA flagged vessels.

Netherlands In addition to the main rule, voyage chartered-in vessels can also qualify for the tonnage
tax scheme, but only if additional ownership requirements are met.

The annual tonnage of vessels chartered in on a time charter or voyage charter basis and
not flying an EU/EEA flag may not exceed 75% of the total tonnage.

For qualifying ship management activities, please refer to the ‘Ship management activities’
section.

Pakistan The following vessels qualify for the scheme:

* Vessels purchased or bareboat chartered, flying the Pakistani flag
* Vessels not registered in Pakistan, hired under other than bareboat charter

Poland The decisive factor for the choice of tonnage taxation is whether the entity is a shipping
operator according to the provisions of the Tonnage Tax Act. Being the owner of a vessel is
one of the conditions for which a given entity may choose tonnage tax. Tonnage tax is
applied to shipping companies that use ships of gross tonnage over 100 units each.
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Qualifying vessels/ownership conditions

Exception to general rule

Portugal The special scheme only applies to the income from activities performed by vessels or
ships that: (i) fly an EU or EEA Member State flag; (ii) are strategically and commercially
managed from an EU or EEA Member State (control and risk of the maritime activity); and
(iii) carry on a qualifying activity (please see the section regarding qualifying activities).
Please see the section before (‘Who can qualify’) for vessels or ships registered outside
the EU or the EEA.

Additionally, chartered vessels or ships (bareboat or time charter — short term) may benefit
from the scheme, provided that the following conditions are met:

* The above-mentioned requirements are complied with

» The percentage of net tonnage of these vessels or ships does not exceed 75% of the
total fleet

* The income resulting from chartered vessels or ships is not higher than 4 times the
income derived from vessels or ships owned by the taxpayer

Chartered vessels or ships or those acquired under a leasing agreement (long term) are
considered owned ships.

Republic of The total tonnage of shipping operation per year by chartered ship (chartered less than 2

Korea years) shall be within 5 times of that of shipping operation per year by a standard ship
(South (owned by a company or chartered for 2 years or more)

Korea)

Slovenia Any taxable person may accede to the tonnage tax system provided that:

+ It deals with maritime transport in international navigation

* |t operates with one or more ships that meet the conditions referred to in Article 9 of
Tonnage Tax Act

» The ships referred to in the previous point are strategically and commercially operated
from the Republic of Slovenia

Spain No more than 75% of the fleet’'s tonnage may be time chartered in.

Sweden The following requirements must be met:

» Atleast 20% of the gross tonnage of qualified vessels must be owned or hired in on
bareboat charter

+ At least 20% of the total gross tonnage of qualifying vessels must be registered within
the EEA. At least 60% of the total gross tonnage of qualified vessels on group level are
registered within the EEA. If this requirement is not met, the share of EEA-registered
gross tonnage must be maintained or increased

Each vessel is qualified if the gross tonnage is at least 100, the strategic and economic
management is located in Sweden and the vessel is used mainly (at least 75%) in
international traffic.
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Exception to general rule

Taiwan Actually operating marine transport vessels of more than 300 gross tonnage that are
self-owned or chartered from others by bareboat, time or meter, including vessels used for
passenger and cargo transportation services, tugboats, salvage or other transportation
services at sea qualify. However, this does not include self-owned vessels leased to others
by bareboat.

It does not include ships used to provide land sales of goods or services (such as shopping
stores, restaurants, hotels, etc.), fishing boats, fishery processing vessels, yachts and port
handling vessels, work vessels, transportation vessels or port ferries in the port area.

UK A ship will not be a qualifying ship unless it satisfies all of the following conditions:

* It is seagoing

* |tis of 100 tons or more gross tonnage and it has a valid International Tonnage
Certificate or a valid certificate regarding its tonnage as measured in accordance with
domestic tonnage regulations

* |tis not used for the provision of goods or services of a kind normally provided on land

* |tis used for the qualifying activities (refer to ‘Qualifying activities’)

* Itis not the type of vessel excluded from being qualifying ships

* |tis a requirement of entering or remaining within the Tonnage Tax scheme that no more
than 75% of the tonnage operated by a company or group is chartered in otherwise than
on bareboat charter terms. Bareboat Charter terms are defined as ‘the hiring of a ship for
a stipulated period on terms which give the charterer possession and control of the ship,
including the right to appoint the master and crew’

* In practice this test is applied by comparing:

« the total tonnage of qualifying ships ‘chartered in’ across the ring fence, and

+ the total tonnage of the qualifying ships operated by the group

Bareboat charters, and charters between Tonnage Tax companies in the same group, are
ignored for this purpose.

This is a test that needs to be applied annually.

USA The scheme may apply to income from activities beyond the mere leasing or operation of
qualified vessels, provided certain requirements are met. However, for a company to
qualify for the scheme, it must operate one or more qualifying vessels and satisfy a
specified shipping activity requirement.

A person is treated as operating any vessel during any period if (i) such vessel is owned
by, or chartered (including a time charter) to, the person, or (ii) the person provides
services for such vessel pursuant to an operating agreement, and such vessel is in use as
a qualifying vessel during such period. A qualifying vessel is a self-propelled (or a
combination self-propelled and non-self-propelled) US flagged vessel of not less than
6,000 deadweight tons used exclusively in US foreign trade during the period that the
election is in effect.

A corporation will meet the shipping activity requirement for any taxable year only if, during
each of the two preceding taxable years, on average, at least 25% of the aggregate
tonnage of qualifying vessels used by the corporation were owned by or chartered to it on
bareboat charter terms.
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The Dutch tonnage tax model generally requires a choice to be made in the first year in which the taxpayer
is engaged in shipping activities and this choice is fixed for 10 years, regardless of whether one opts for
the tonnage tax scheme or not. Such a period is referred to as a ‘lock-in period’. Sanctions may apply if the
scheme is abandoned before the end of this period (if possible at all). In addition to or in deviation from
these general rules, the following applies in specific countries with regard to lock-in periods.

Exception to general rule

Belgium It is possible to opt in at any time; the choice is fixed for a 10-year period.
Bulgaria The choice is fixed for 5 years.
Croatia It is possible to opt in at least six months prior the commencement of the period for which

tonnage tax is determined. The lock-in period is 10 years.

Estonia It is possible to opt in at any time. The tonnage scheme should be applied until the
conditions for application thereof are met, but no longer than the expiry of the respective
decision of the European Commission authorising the granting of the State aid.

Finland An application should be filed within three months after registration of a new company and
the choice is fixed for 10 years.

France The tonnage tax scheme is applicable upon election, which can be done during the year
the company becomes eligible, or the following year (an exception applies for qualifying
companies that become members of a tax group including entities that have elected the
tonnage tax scheme). Once the option is granted, it is valid for 10 years with penalties
applying for abandoning the scheme before the end of the 10-year period.

Germany The choice is fixed for 10 years. If a company abandons the tonnage tax system before
expiry of the 10-year period, it will be excluded from further tonnage taxation for the
duration of the initial lock-in period.

India The choice for the tonnage tax scheme must be made by making an application to the tax
authorities within three months from the date of incorporation of the Indian company, or the
date on which it becomes a ‘qualifying company,’ as the case may be. Once the choice is
exercised, it is fixed for 10 years.
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Exception to general rule

Ireland

Italy

Japan

Latvia

Netherlands

Norway

Poland

Portugal

Republic of
Korea
(South
Korea)

Slovenia

Spain

The election to enter the tonnage tax scheme must be made within 3 years from the date
on which the company first qualifies for the scheme. The election is valid for 10 years, but it
is possible to make a renewal election for 10 years at any time whilst in the scheme and
the renewal will supersede all previous elections.

If part of a group and other companies within the group also qualify to elect in to the Irish
tonnage tax scheme, then all such group companies must jointly elect in.

It is possible to opt in at any time; the choice is fixed for a 10-year period. If the option is no
longer applicable due to the failure to satisfy the legal requirements, the company will no
longer be able to opt for the tonnage tax scheme before the expiry of the original lock-in
period and in any case not before the fifth tax period subsequent to the one in which the
option has ceased to apply.

The tonnage tax scheme can apply for the period from government approval to the end of
the planned period (please also refer to ‘Flag and registration requirements’). Generally,
the period approved by the government is 5 years. This can be extended subject to
approval from the government.

The lock-in period is 10 years as of the date of acquiring tonnage taxpayer status.

The request for applying the tonnage tax scheme should be done in the first year in which
the enterprise derives income from shipping. The lock-in period is 10 years.

The tonnage tax scheme is available to eligible companies upon election in the tax return
for the preceding year. The choice is fixed for a 10-year period. If a company abandons the
tonnage tax system before expiry of the 10-year period, it will be excluded from re-entering
the scheme until the 10-year period has expired.

It is possible to opt in at any time. The choice is fixed for a 10-year period. In the event of
termination of the activity subject to tonnage tax during the taxation period, the re-selection
of tonnage taxation may take place not earlier than after 3 years, counting from the end of
the calendar year in which the shipping entrepreneur ceased to operate.

There is a 5-year lock-in period.

A shipping company that elects to be taxed on the tonnage taxation system will be subject
to the system for the consecutive five years beginning from the business year in which it
wished this scheme to be applied.

The taxable person may not withdraw from the tonnage tax system before the expiry of the
10-year period unless it ceases in full to operate in international shipping vessels, of which
fact it must notify the tax authority within eight days. In this case, it cannot re-enter the
tonnage tax system until the end of the ten-year period.

It is possible to opt in at any time; the choice is fixed for a 10-year period. If the company
abandons the tonnage tax scheme, there is an exclusion from the scheme for the next 5
years.
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Exception to general rule

Sweden Tonnage taxation is granted in advance and applies for a lock-in period of 10 fiscal years.
The company needs to request to opt out at least 4 years prior to the beginning of the 10th
fiscal year, otherwise the company automatically enters into a new 10-year period.

Taiwan Tonnage tax shall apply starting from the year in which the approval letter is obtained from
the authorities concerned or the year following that. It shall continue to apply for ten years
and shall not be changed.

UK Companies electing in will do so for an 8-year period (for elections made prior to 1 April
2022, this period was 10 years) and that election may be renewed (on a rolling basis) at
any time during the 8 years.

USA There is no fixed period for applying the tonnage tax scheme. Generally, a qualifying vessel
operator may elect in to the tonnage tax scheme and the election is made in the form
prescribed by the Treasury. An election is only effective if made before the due date
(including extensions) for filing the corporation’s return for the first applicable taxable year.
Once made, an election is effective for the taxable year in which it was made and for all
succeeding taxable years of the entity until the election is terminated. However, an election
may be revoked voluntarily. Also, an election will be automatically terminated on the date
the electing corporation ceases to be a qualifying vessel operator. Regardless of how the
election is terminated, a qualifying vessel operator (and any successor operator) cannot
make another election for five years without the consent of the IRS.
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Greek tonnage tax model

The Greek tonnage tax system is generally mandatory for qualifying taxpayers. In addition to or in
deviation from this general rule, the following applies in specific countries with regard to lock-in periods.

Exception to general rule

Cyprus There is an optional system (mandatory for vessels flying the Cypriot flag).
Upon adoption of the tonnage tax scheme, the taxpayer must stay in the
system for at least 10 years unless there is a valid reason for exit.

Greece There is a mandatory system for vessels flying the Greek flag; foreign ship
companies with vessels flying a foreign flag are only subject to Greek
tonnage if they elect to establish a ship management company or office in
Greece.

Malita Payment of tonnage tax is mandatory for 'tonnage tax' ships. However, a
shipping company that applied to benefit from the Maltese tonnage tax may
subsequently opt out of the Tonnage Tax Regulations and its income would
then be subject to the normal CIT rate. Election to opt out is irrevocable.

Pakistan No option. The scheme is presently applicable till 30 June 2030.
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Dutch tonnage tax model o S

Va

Under the Dutch tonnage tax model, capital gains are not subject to additional tax. Deferred tax liabilities
may appear as a result of valuation at fair market value upon entry into the scheme and due to claw-back
rules on hidden reserves realised during the lock-in period. The deferred tax liabilities disappear after the
lock-in period. In some countries no such rules with regard to hidden reserves are present, so that no
deferred tax liabilities arise.

In addition to or in deviation from these general rules, the following applies in specific countries with regard
to capital gains.

Exception to general rule

Belgium The tonnage tax basis is an all-in tax basis, hence the lump-sum tonnage tax profit is
assumed to include the capital gain/loss on a vessel. Capital gains are however taxable
under the normal scheme at the standard tax rate of 25% if one of the following situations
OCCuUrs:

* The percentage of net tonnage of these vessels or ships does not exceed 75% of the
total fleet

» avessel is sold within 24 months (to a non-related entity) after the first application of the
tonnage tax scheme

+ the net tonnage is permanently reduced by 30% after 1 January 2018, or

» the tonnage tax activities after 1 January 2018 are wholly or partially terminated within 9
years of the first application of the scheme

The tonnage tax scheme still remains applicable despite a sale within 24 months if certain
conditions are met (inter alia, sale to a related company).

Bulgaria No exception for capital gains. Any calculated gains on sale of vessels are considered
ancillary income. If the total ancillary income for the year exceeds 50% of the total turnover
in the company (shipping income + ancillary income and other income), then the amount
above the 50% threshold will be treated as normal income subject to CIT.

Croatia No deferred tax liabilities arise.

Denmark The Danish Government and its supporting parties have decided that the ancillary income
turnover also includes income from capital gains on the sale of vessels from 2020 (which
was actually made tax-exempt in 2007 for vessels acquired after 1 January 2007), even
though this is not required by the EU Commission. Any gain (acquisition price+additions vs.
sales price) will be included in the 50% of total ancillary income (turnover) versus total
turnover calculation for the year, and any ancillary total income exceeding the 50%
threshold will be added to the taxable income for that year.

Finland There are detailed rules on the monitoring and reporting of residual value of machinery and
equipment (including the vessels), which are adjusted according to specific rules.
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Exception to general rule

Germany

France

India

Ireland

Italy

Japan

Latvia

Norway

Poland

Capital gains on the disposal of merchant ships and the assets directly serving their
operation qualify for tonnage tax.

Capital gains are subject to the regular statutory tax rate. The determination of the
gain/loss resulting from the sale of vessels eligible to the French tonnage tax scheme is
subject to certain specific rules, and can notably benefit from rebates depending on how
long the vessel has been owned and subject to the tonnage tax scheme.

Profits or gains arising from the transfer of a vessel are not eligible for tonnage tax.
Instead, such gains are taxable under the normal provisions of the Indian tax laws.

Full exemption from capital gains tax on any gains arising from the disposal of assets used
wholly and exclusively for the company’s tonnage tax activities. This is ideal for companies
planning to expand or replace their fleet.

Where companies have used the assets for both qualifying and non-qualifying activities, an
apportionment must be done and assets must be held for a continuous period of at least 1
year. Sanctions can apply if the lock-in period is broken.

The gain or loss realised upon the sale of one or more vessels is included in its entirety
within the tonnage tax base (and therefore not subject to ordinary taxation) if the vessels
are both acquired and sold during a period in which the tonnage tax scheme applies. If a
vessel is acquired at a moment when the tonnage tax scheme does not apply yet, and sold
when the scheme does apply, a part of the capital gain is subject to ordinary taxation. The
capital gain cannot be less than the difference between the normal value and the net book
value (cost - cumulated tax depreciation) as of the last tax period prior to election to join
the tonnage tax system, net of the income relating to the ship sold realised during the
effectiveness of the option.

Capital gains are subject to the regular statutory tax rate.

On capital gains from the sale of ships and related equipment, including real estate used
for its business activities by the tonnage taxpayer, CIT is calculated under the tonnage tax
scheme. It will not result in an additional tax leakage for the taxpayer.

No claw-back on capital gains realised during the lock-in period.
Capital gains on the sale of vessels are taxed at a flat rate of 15%. A tax exemption applies

if this is reinvested in a purchase, co-ownership, modernisation, renovation or rebuilding of
the shipping fleet within 3 years of the moment of sale of that vessel.
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Exception to general rule

Portugal

Republic of
Korea
(South
Korea)

Slovenia

Spain

Sweden

Taiwan

UK

USA

If a taxpayer adopts the tonnage tax scheme during the period of depreciation of the
assets, the computation of any capital gains or losses should be made by using the
minimum quotas of depreciation or amortisation (as defined by domestic legislation).

Capital gains on the disposal of vessels are included in the tonnage tax base. But some
portion of capital gains of vessels purchased prior to the tonnage tax system are subject to
regular CIT.

No deferred tax liabilities arise.

There are two possible scenarios:

1. If the shipping company did not have ownership of the vessel prior to enjoying the
tonnage tax scheme, the gain or loss arising from the disposal of qualifying vessels
would be included in the tonnage CIT base.

2. The shipping company had the ownership of the vessel prior to enjoying the tonnage tax
scheme, or acquired used vessels during the enjoyment of said special tax scheme:

In the first tax period in which the tonnage tax scheme is applicable or the used vessels are

acquired, the shipping company (i) would record a non-distributable reserve amounting to

the positive difference between fair market value and net book value of each vessel, or (ii)

would show said difference — separately for each vessel and during the FY in which the

shipping company has the ownership of them — in the Statutory Accounts (specifically in

the accompanying Notes). A breach of this requirement would be subject to a penalty (5%

on this difference).

In the FY in which the vessel is transferred, the amount of the positive reserve and, if

appropriate, the positive difference between the tax depreciation and the accounting

depreciation — in the date of the transfer of the vessel — would be added to the shipping
company’s tonnage CIT base.

As long as all requirements are met at all times, capital gains as a result of the sale of
vessels are included in the qualified income. There are specific rules on deferred tax
liabilities if the book value exceeds the tax value on vessels and other assets when
entering in to the tonnage tax system. In order to avoid taxation, the company must
allocate the difference to a specific reserve. If the company does not increase the net
tonnage of qualifying vessels every fifth year, a share of the specific reserve should be
reversed to ordinary taxation. Final reversal of the reserve could occur when opting out of
the tonnage tax system.

Capital gains are subject to the regular statutory tax rate.

Certain gains (arising on the disposal of assets used in a tonnage tax trade) which would
otherwise have been chargeable gains are excluded (wholly or partly) from the charge to
tax. That is, only the gain or loss referable to the time when it was not a tonnage tax asset
is brought into account for tax purposes as a chargeable gain or allowable loss.

Under the tonnage tax scheme, if any qualifying vessel operator sells or disposes of any
qualifying vessel in an otherwise taxable transaction, the operator may elect not to
recognise gain if a qualifying replacement vessel is acquired during a limited replacement
period except to the extent that the amount realised upon such sale or disposition exceeds
the cost of the replacement qualifying vessels.
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Greek tonnage tax model

Under the Greek tonnage tax model, capital gains on vessels are not taxed. In addition to or in deviation
from this general rule, the following applies in specific countries with regard to capital gains.

Exception to general rule
Cyprus No deferred tax liabilities arise.

Greece Capital gains on the sale of vessels flying a Greek flag are not taxed.
Although there is no similar explicit exemption for vessels flying a foreign
flag, the shipping community in practice has always tended to treat such
gains as exempt. Capital gains arising from the sale of shares held in all
vessel owning companies are not taxable.

Malta No deferred tax liabilities arise.

Pakistan Profits or gains arising from the transfer/disposal of a vessel are not eligible
for tonnage tax. Instead, such gains are taxable under the normal provisions
of Pakistani tax law.
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Dutch tonnage tax model /=

In general, it is obligatory to sail under the flag of the country in which the tonnage tax model is applied. In
EU countries using the Dutch tonnage tax model, an EU or EEA flag is usually required for the application
of the tonnage tax scheme. However, many exceptions apply. In certain EU countries, under
country-specific circumstances it is permitted to use flags other than EU or EEA flag.

In addition to or in deviation from these general rules, the following applies in specific countries with regard
to flag and registration requirements.

Exception to general rule

Belgium For the transportation of goods/passengers, the required EEA flag link can be waived if the
conditions set out in the European Commission-Community Guidelines on State Aid to
Maritime Transport of 2004 are complied with. Briefly, this means that a company
benefiting from the Belgian tonnage tax scheme that also has vessels flying a non-EU flag
commits itself to increasing or, at least, maintaining its tonnage fleet flying the flag of one of
the Member States.

Bulgaria At least 60% of the net tonnage of the vessels should be under a Bulgarian, EU or
EEA flag.
Denmark During the income year, shipping companies that have elected to use the tonnage tax

system must, on average:

Main rule: Maintain or increase the percentage of owned gross tonnage registered in an
EU/EEC registry.

Exemption: This does not apply if:

+ the average EU/EEC registered tonnage of all the shipping companies using the Danish
tonnage tax system has not been decreased, or
+ the average EU/EEC gross tonnage of the specific shipping company is at least 60%

The baseline for measuring the level of EU/EEC flagged ships is the level that the shipping
company had when it first entered the tonnage tax system, i.e. if the company did not have
any EU flagged ships, the baseline that needs to be maintained or increased every year

is 0%.

France There is no legal requirement for the vessels to fly the French flag. However, the election is
only valid if the shipping company undertakes to maintain or increase, during the course of
the ten-year period, the proportion of net tonnage operated under European Economic
Area flag on the opening of the first fiscal year of application of the tonnage tax scheme. In
addition, at least 25% of the eligible fleet tonnage must fly a French or EEA flag (whether
owned, time or bareboat chartered).

Germany There is no flag requirement. However, the ship has to be registered in a German
ship register.
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Exception to general rule

India The qualifying ship is a ship registered under the Merchant Shipping Act, 1958, or a ship
registered outside India in respect of which a license has been issued by the
Director-General of Shipping under the Merchant Shipping Act, 1958. Qualifying ships
owned by the Indian company generally need to be flagged in India.

Ireland Quite unusually, the Irish tonnage tax scheme is FLAG BLIND, meaning there is no flag
obligation or local territory registration obligation in Ireland. The vessel owner retains the
freedom to choose under which registry they wish to flag their vessels under. The principal
requirement is that the ships are strategically and commercially managed in Ireland.

Japan In order to apply the tonnage tax scheme, the Japanese shipping company has to obtain
approval from the government on its plan for increasing Japan owned/flagged vessels.

Latvia Although the CIT Act and the Cabinet of Ministers regulation No. 40 “Rules on the granting
of tonnage taxpayer status and the tonnage tax return” of 16 January 2018 do not explicitly
specify whether the vessels have to be registered under Latvian flag, tonnage tax will
certainly be applied to vessels under Latvian flag. However, ships under different flags may
also be included if they are owned, co-owned or held on the basis of a bareboat charter
agreement by companies registered in Latvia.

Netherlands The basic principle of the tonnage tax scheme is that vessels must fly an EU/EEA flag.
There are three exceptions to this general rule, which ensures a wider application of the
tonnage tax scheme. The first two exemptions relate to the composition of the company's
fleet; the last exemption takes into account the composition of the fleet at national level.
However, on this basis, it could happen that a taxpayer applies the tonnage tax scheme
without having a vessel flying an EU/EEA flag. Therefore, as part of the EU objective of
getting more ships under EU/EEA flags, since 2020 a taxpayer that would like to apply the
tonnage tax scheme is required in any case to have at least one vessel flying an
EU/EEA flag.

Norway In order for company groups to be eligible for tonnage tax, a link with the flag of one of the
EEA States is required as a basic principle. However, fleets comprising vessels flying other
flags are also eligible, provided that the eligible companies commit themselves to
increasing or at least maintaining the share of the tonnage operated under EEA flags. The
EEA tonnage share requirement does not apply to undertakings operating at least 60% of
their tonnage under an EEA flag, or if the EEA flagged share of the total tonnage eligible for
tax relief in Norway did not decrease on average the previous year.

Finland A maximum of 40% of the gross tonnage can be vessels registered in countries other than
EU countries.

Poland There are no obligations resulting from the regulation of the Tonnage Tax Act that its
application is conditional upon.
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Exception to general rule
Republic of There are no flag requirements.

Korea

(South

Korea)

Slovenia A ship intended for the transport of passengers or goods by sea may be included in the
tonnage tax system, regardless of the flag, unless otherwise provided in the Tonnage Tax
Act.

The tonnage taxpayer must increase or at least maintain the share of the total tonnage of
ships under the flag of the Republic of Slovenia or other Member States with which it
operated on the day of accession to the tonnage tax system and which it included in the
tonnage tax system. This provision does not apply to taxable persons operating ships
whose share of the total tonnage of ships flying the flag of the Republic of Slovenia or a
Member State is at least 60% of the total tonnage of all ships operating and included in the
tonnage tax system.

Spain There is no flag requirement. However, the ship or entity has to be registered in the
Spanish or Canarian Ships and Shipping Entities' register.

Sweden Refer to the ‘Qualifying vessels/ownership conditions’ section.

Taiwan Refer to the ‘Who can qualify’ section.

UK On 1 April 2022, all flagging requirements in respect of qualifying vessels were removed as
a requirement under the scheme. As such there are no restrictions on the flagging of a
vessel. A UK flag will be taken into consideration and may be an important factor when
determining whether a company satisfies the strategic and commercial management
requirement test.

USA Applies only to US flagged vessels. A US flagged vessel is any vessel documented under

the laws of the United States.
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,Q Flag and registration requirements »

Greek tonnage tax model

Exception to general rule

Cyprus The system is mandatory for owners
of Cyprus flagged vessels and
optional for other owners, charterers
and ship managers. A minimum
share of 60% EU/EEA flagged
vessels is required for entry of
non-EU vessels. However, the fleet
will continue to qualify with at least
one EU/EEA vessel, but in that case
the share of EU/EEA vessels will be
monitored.

Greece Greek and foreign flagged vessels
qualify. In the case of foreign flagged
vessels, a ship management
company or office engaged in ship
management activities should be
established in Greece. In addition,
tonnage tax is applicable to certain
categories of vessels flying a flag of
EU/EEA member states. In such
case, the application of the tonnage
tax scheme does not have as a
prerequisite that the management of
such vessels be exercised in Greece.

Malita EU/EEA flagged vessels qualify.
Non-EU flagged vessels may also
qualify subject to certain conditions
and thresholds.

Pakistan A Pakistan resident company owning
a seaworthy vessel flying the
Pakistani flag and registered with
Securities and Exchange
Commission of Pakistan after 15
November 2019 shall pay tonnage
tax equivalent to USD 0.75 per GRT
per annum.
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&TE‘:& Ship management activities [>

Under the Dutch tonnage tax model, ship management activities generally do not qualify for tonnage tax
schemes. Exceptions to this general rule apply in various countries.

Exception to general rule

Belgium

Bulgaria

Croatia

Denmark

Estonia

Germany

India

Ireland

Ship management activities on behalf of third parties may qualify for the Belgian tonnage
tax scheme, provided that the taxpayer is entrusted with the technical and crew
management of a sea-going vessel and assumes the full responsibility for the operation of
the vessel for the account of a third party. In addition, they must take over from the owner
all the duties and responsibilities with respect to international maritime safety and pollution
prevention.

Furthermore, the following conditions will have to be fulfilled in order to be allowed to apply
the tonnage tax system:

» At least 75% of the number of seagoing vessels managed by third parties must be
registered in the Belgian Register of Shipping

» The companies must have the management of seagoing vessels as their exclusive
activity

Performing commercial management activities for third parties may qualify.

Ship management services (for technical management and/or crew management) may
qualify.

Performing technical and crew management for another company may qualify.

Additional conditions apply to bring ship management activities under the tonnage tax
scheme (detailed list in the Income Tax act art 52 prime (13)).

Performing technical and crew management for another company may qualify.

Income from certain incidental activities (such as maritime consultancy, loading and
unloading of cargo, ship management fees or remuneration received for managed vessels,
maritime education and recruitment) are also eligible for tonnage tax.

The provision of ship management services for qualifying ships operated by the company
may qualify. Unlike in other jurisdictions, there are no ownership or bareboat charter
requirements in Ireland; a company can provide these ship management services to both
related and/or third parties without having any interest in the ships themselves (however
arm’s length principles apply).

For example, income from pool operating companies can benefit from this category. For
ship management services to qualify, the Irish company must have possession and control
of the ship(s) in question and must have control of the management of day-to-day,
technical, safety, training and bunkering/provisioning matters.

Choosing your course
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&TE‘:& Ship management activities [>

Exception to general rule

Latvia Ship management services (for strategic, commercial, technical and crew recruitment
management) may qualify. The detailed description of the ship management services is
given in the Cabinet of Ministers regulation No. 40 “Rules on the granting of tonnage
taxpayer status and the tonnage tax return” of 16 January 2018.

Netherlands Commercial management of ships owned by another party can also qualify for the tonnage
tax scheme, but only if additional ownership requirements are met.

Ship management (entire crew and technical management) also qualifies, if the vessel is
flying an EU/EEA flag.

Norway A tonnage taxed company can perform strategic, commercial/crewing and technical
management services for other group companies (more than 50% joint ownership) or pools
in which the tonnage taxed companies or other group companies participate. The company
must have at least one qualifying asset (a vessel or at least 3% of another tonnage taxed
company or partnership with at least one qualifying asset).

Poland Performing commercial and crew management activities for third parties may qualify.

Portugal Activities related to strategic, commercial, technical and operational management, as well
as crew management for the ships or vessels covered by the special scheme are eligible.

Republic of Performing technical and crew management for another company may qualify.
Korea

(South

Korea)

Spain Performing technical and crew management for another company may qualify.

Slovenia Technical crew management and ship management services might apply.

Sweden Ship management activities may qualify, but not on a standalone basis. Only if such
activities are necessary for or performed in close connection to a transportation at sea and
are included in the remuneration for the transportation service, may it be seen as qualified
income.

UK At Autumn Budget 2021, the UK government announced that it would be reforming the

UK’s Tonnage Tax scheme to ensure that the UK shipping industry remains competitive in
the global market. As part of this, the government has committed to reviewing whether to
include ship management within scope of the tonnage tax scheme.
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&TE‘:& Ship management activities »

Greek tonnage tax model

Under the Greek tonnage tax model, ship management activities generally do not qualify for the tonnage
tax scheme. However, alternatives are often available.

Exception to general rule

Cyprus

Greece

Malta

Pakistan

A Cyprus tax resident company that performs crewing and/or technical management
services may (provided certain conditions are met) be taxed under the Cyprus Tonnage
Tax System (commercial management is not considered a qualifying activity). Ship
management companies pay 25% of the normal tonnage tax rates. In Cyprus there is no
requirement for the ship management company to own the vessel.

Ship management activities are not taxed if put under a special scheme.

Ship management activities may qualify for tonnage tax benefits provided certain
conditions are satisfied.

Ship management activities fall under the domain of services and are subject to minimum
tax at the rate of 8 per cent.

Choosing your course
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Specific shipping schemes »

Many countries offer corporate tax and other incentives to the shipping industry,

creating a global level playing field.

In this section, CIT incentives (other than tonnage tax schemes) are discussed. The form of the incentives
differs and their effectiveness can vary. Tax incentives decrease the tax burden for shipping companies by
narrowing the tax base, lowering the tax rate, or providing complete tax exemption. We will discuss
separately jurisdictions with CIT incentives specifically designed for the shipping industry.

Many countries also offer tax schemes for seafarers and have a specific treatment for VAT. Examples of
countries with beneficial schemes for seafarers are: Cyprus, Denmark, Germany, Latvia, Netherlands and
Norway. The scope of this section is, however, limited to CIT schemes.

Y pustraia

Australia's shipping tax incentive scheme
(commonly known as the freight tax scheme)
applies to ships carrying passengers, live-stock,
mail or goods in Australia where the ship operators
(owners or charterers) have a principal place of
business outside of Australia.

The scheme applies to shipments from Australia,
whether the shipments are delivered to another
Australian location or a foreign location. However,
the application of Australia's Double Tax
Agreements can apply to limit Australia's taxing
rights only to voyages wholly within Australia in
some cases.

Eligible ship owners and charterers under the
scheme are deemed to have taxable income of 5%
of the amount paid or payable in respect of carriage
passengers, livestock, mail or goods, regardless of
whether this amount is payable in or out of
Australia. The standard corporate tax rate is then
applied to that taxable income (typically 30%,
though it can be lower for groups with low
aggregated turnover). There are no other
deductions available against the deemed income.
This effectively gives rise to a 1.5% tax on the
gross proceeds for the relevant voyage.

Foreign-based ship operators eligible for this freight
tax scheme are required lodge an Overseas Ships -
Voyage Return Form and pay any assessed tax
liability.
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Australia has a number of concessions applicable
to the shipping industry. However, given the broad
scope of exclusions to the concessional scheme,
these concessions are not commonly applied in
practice.

For eligible entities/vessels, the scheme broadly
provides the following concessions:

» Exemption from income tax if incidental income is
less than 0.25% of core shipping income

» Depreciation concessions on vessels, including
capped 10-year effective life and disposal
rollover concessions

* Royalty WHT exemption on vessel payments

oo

Shipping companies that have not elected to be
taxed under the tonnage tax, and hence are subject
to the general corporate tax scheme, can
nevertheless benefit from certain specific tax
incentives:

1. an optional system of accelerated depreciation
for new vessels and for second-hand vessels
that come into possession of a Belgian taxpayer
for the first time;

2. atax exemption of capital gains on the sale of
vessels, subject to certain conditions, such as a
reinvestment condition;

3. an investment deduction of 30% of the purchase
price of new vessels or of second-hand vessels
that come into possession of a Belgian taxpayer
for the first time.
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9} Brazil

The Brazilian shipping sector is subject to the
merchant marine renew contribution (AFRMM). The
AFRMM is due by the consignee of the cargo on
the unloading of goods in a Brazilian port. In
specific circumstances, an exemption from the
AFRMM can be claimed, such as for cargo related
to oil and gas exploration on the Brazilian shore
and the importation under special customs scheme.

Freight revenues relating to the exportation of
goods from Brazil are exempt from federal
contributions such as PIS and COFINS (generally
levied at a 9.25%).

S_Z Canada

The Canadian tax system has two shipping
incentive schemes: the first provides an exemption
from tax for income from certain branch operations
in Canada (referred to as the ‘Branch Exemption’)
and the second allows a foreign shipping company
to be operated or managed from Canada without
subjecting the company to Canadian tax (referred
to as the ‘Residency Exemption’).

The Branch Exemption allows a non-resident of
Canada to earn income in Canada from
international shipping or any activity incidental or
pertaining to international shipping without being
subject to Canadian income tax as long as their
home country provides Canadian companies with a
comparable exemption. To qualify for this
exemption, the non-resident (or a related person)
must have possession, control and command of the
ship for which the exemption is claimed.

The Residency Exemption deems a company that
is common law resident in Canada to be a
non-resident of Canada provided that: (i) the
principal business of the company is international
shipping; (i) a minimum percentage of its assets
and income relate to investments in entities
involved in international shipping; or (iii) a minimum
percentage of its income relates to services
provided to certain international shipping
companies. This deeming rule means that income
earned by these entities will not generally be
subject to Canadian tax even if their central
management and control is in Canada.
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@ Canary Islands (Spain)

For CIT purposes, there is a tax allowance
amounting to 90% of the taxable turnover arising
from the exploitation of ships registered with the
Special Registry ‘REBECA'. Law 11/2021 contains
amendments for tax periods starting from 1
January 2021, mainly:

a. Ships registered in another Member State of the
European Union (or of the EEA) will be
considered as registered in the Special Register
for the purposes set out in the tax incentives,
provided that they belong to shipping
companies registered in the REBECA and
comply with the same requirements and
conditions as those set out in our regulations for
registration.

b. The limit that the amount of the tax incentives
together with the other aid received for maritime
transport may not exceed the limit laid down in
the EU guidelines on State aid to maritime
transport.

c. Tax losses arising from the activities that give
rise to the right to apply this scheme cannot be
offset against tax losses arising from the rest of
the entity's activities, either in the current year
or in subsequent years.

Alternatively (both incentives cannot be applied at
the same time), there is a Special tax scheme in
the Canary Islands Zone (ZEC) through which
entities carrying out activities as maritime transport
services, among others, and meeting certain
requirements can apply a reduced CIT rate of 4%
to the income derived from these activities.
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For foreign international shipping companies,
shipping income derived from outbound
transportation shipment (exportation) departing
from Chinese ports is subject to the deemed profit
rate to be assessed and determined by the
Chinese tax authority (i.e. no less than 15%). The
deemed profit would be taxed at the standard
Chinese CIT rate of 25%, unless it is qualified for
an exemption under the respective DTT and
international transportation agreements signed
between China and overseas countries/regions.

Y France

Vessels used by shipping companies, including
second-hand vessels, can be depreciated using the
declining balance depreciation method. Therefore,
a vessel may be depreciated using the declining
balance depreciation method by each of its
successive owners provided that the depreciation
period is at least 8 years (exception to this rule is
that vessels that are subject to a refinancing
operation between related entities more than 24
months after their delivery may not benefit from this
favourable depreciation method).

It is also accepted that a vessel may be
depreciated as soon as the end of the financial
year preceding the one in which delivery took place
upon condition that keel laying of the vessel
occurred before the closure date (subject to
specific conditions).

Between 1 January 2020 and 31 December 2024,
commercial vessels flying an EU/EEA flag can
benefit, subject to specific conditions, from
additional tax deduction related to green
investments (notably for expenses directly linked to
the installation of new equipment using hydrogen,
low-carbon fuel, LNG, etc.). Entities subject to the
tonnage tax scheme cannot benefit from this
additional tax deduction.

Choosing your course

Specific shipping schemes [>

All entities exercising a professional activity in
France are liable to CVAE (made up of two
elements: the company land contribution (CFE) and
the company value added contribution (CVAE)),
even if they are subject to the tonnage tax scheme
for CIT purposes.

In terms of the requirements of the CVAE, shipping
companies that carry out activities in France and
abroad at the same time do not need to account for
the added value from operations linked directly to
the operation of vessels for activity carried out in
France. A decree from the French Conseil d’Etat
specified the methods for applying this rule which
allow the shipping companies concerned to only be
subject for the CVAE in respect of the portion of
their added value from operations carried out within
the limits of the national territory.

SZ Hong Kong

The standard profits tax rate is 16.5%. A group of
connected entities can nominate one entity within
the group to enjoy the two-tiered rates under which
the first HK$2 million of assessable profits will be
taxed at 8.25%.

Shipping companies deriving freight income are
tax-exempt in Hong Kong if there is no carriage
shipped in Hong Kong.

As a tax incentive, for shipping companies with
ships flying a Hong Kong flag, freight income
related to cargo uploaded in Hong Kong and
navigated to international waters is still exempt
from Hong Kong profits tax.

Companies deriving charter hire income from the
operation of ships would also generally be
tax-exempt unless the ships are: (a) navigated
solely or mainly within Hong Kong waters; or (b)
between Hong Kong and Pearl River Trade waters.

The shipping incentive scheme is subject to a
substantial activity requirement measured by
various indicators, such as the number of fulltime
employees in Hong Kong with the necessary
qualifications and the amount of operating
expenditure incurred in Hong Kong.
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S’Z Hong Kong (continued)

Concessionary tax schemes are available for
qualifying ship lessors* and qualifying ship leasing
managers. The applicable tax rate for qualifying
ship lessors is 0% and the applicable tax rate for
qualifying ship leasing managers is 0% or 8.25%.
The tax concession is subject to a substantial
activity requirement measured by various
indicators, such as the number of fulltime
employees in Hong Kong with the necessary
qualifications and the amount of operating
expenditure incurred in Hong Kong.

*A qualifying ship lessor cannot be a ship operator

Starting from 1 April 2022, concessionary tax
schemes are available for qualifying ship agents,
ship managers and ship brokers. Qualifying profits
can enjoy a profits tax exemption or a
concessionary rate of 0% or 8.25%. The tax
concession is subject to a substantial activity
requirement measured by various indicators, such
as the number of fulltime employees in Hong Kong
with the necessary qualifications and the amount of
operating expenditure incurred in Hong Kong.

S_Z Indonesia

The Indonesia Income Tax Law stipulates that
income from the shipping industry is subject to a
final income tax with the following tax rates

applying:

* 1.2% of gross revenue for domestic shipping
taxpayers

* 2.64% of gross revenue for foreign shipping
taxpayers

The gross revenue consists of income received or
acquired from the transportation of passengers
and/or cargo, including from ship’s charter. If the
shipping taxpayers receive income other than the
above-mentioned income, it will be subject to a
normal income tax scheme.

The gross revenue shall qualify for this final tax
scheme for the following routes:
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For domestic shipping taxpayers:

* From an Indonesian port to other ports in
Indonesia

* From an Indonesian port to ports outside
Indonesia and vice versa, and

* From a port outside Indonesia to other ports
outside Indonesia

For foreign shipping taxpayers:

* From an Indonesian port to other ports in
Indonesia, and

* From an Indonesian port to ports outside
Indonesia

Domestic shipping taxpayer is defined as an
individual who is domiciled or an entity which is
established and domiciled in Indonesia and which
carries out shipping services, while a foreign
shipping taxpayer is a shipping company which is
established overseas and conducts its operations
through a Permanent Establishment in Indonesia.

o

By Ministerial Decree, even companies who have
not made use of the tonnage tax scheme, and/or
companies dismissed from the tonnage tax
scheme, can still make use of some facilities. For
CIT purposes, the most important facility is that
income arising from the use of vessels registered in
the International Italian Registry is 80% tax exempt
for Italian CIT purposes.

Qe

There is no special shipping incentives scheme
except a beneficial scheme for seafarers.
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S’Z Malaysia

Non-exempted shipping income is taxed at the
prevailing corporate income tax rate of 24%.

Tax exemptions are given to Malaysian resident
persons undertaking shipping business using
Malaysian ships provided that the qualifying
conditions are met. Under the main legislation, the
exemption is given for 70% of the statutory
shipping income. However, the Government has via
an exemption order provided for a full income tax
exemption up to Year of Assessment (‘YA) 2020.
Via a letter to the industry, the Malaysian Ministry of
Finance has further extended the full income tax
exemption for another 3 years i.e. until YA 2023,
subject to the Malaysian ship owner complying with
the minimum requirements in terms of annual
operating expenditure and number of full-time
employees being installed (i.e. substance
requirements). At this juncture, the Gazette order
for the extension (together with detailed
requirements) has not yet been made available.

Currently, there is also WHT exemption provided
for certain charter hire payments made to
non-residents by a qualifying Malaysian shipping
company.

In the same letter, the Government indicated its
intention to introduce a new scheme of tax based
on the tonnage tax concept; no further details have
been made available at this stage.

A Malaysian ship is defined for tax purposes as a
sea-going ship registered as such under the
Malaysian Merchant Shipping Ordinance 1952,
other than a ferry, barge, tug boat, supply vessel,
crew boat, lighter, dredger, fishing boat or other
similar vessel.
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SZ Netherlands

Shipping companies that do not use the tonnage
tax scheme but are subject to the ordinary CIT
scheme can apply an accelerated depreciation to
vessels that would have qualified for the tonnage
tax scheme. This facility allows taxpayers to use up
to 20% of a vessel's depreciation potential per year.

For (new and used) maritime ships to which the
tonnage tax scheme is not applied, declining
balance depreciation is allowed.

Investment allowances and/or accelerated
depreciation are available for specific
environmentally friendly or energy efficient vessels
(to which the Dutch tonnage tax scheme is not or
only partly applied).

i orar

Income accruing to any establishment owned by an
Omani natural person or an Omani company from
carrying on its activity in the field of shipping shall
be exempted from tax.

Income accruing to any person, other than provided
for above, from carrying on its activity of shipping or
air transport, shall be exempted from tax, provided
that a similar treatment is accorded on a reciprocal
basis in the country in which the juristic person is
incorporated or in the country where the effective
management and control are exercised on the
person or in the country of which the natural person
is a national.

o patistan

The provisions regarding income tax withholding at
import stage on vessels purchased or bareboat
chartered by a Pakistani entity and flying the
Pakistani flag are not applicable.

The provisions regarding income tax withholding
while making payments to resident shipping
companies for the cargo charges of goods
transported are not applicable.
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S’Z Panama

The statutory tax rate in Panama is 25%.
Companies in the international transportation
industry will be taxed over the freight, ticket,
merchandise and other services when the port of
origin and destination is Panama.

For companies in the international maritime
industry, the taxable base will be the number of
miles travelled within Panama.

Vessels registered under Panamanian flag are not
subject to tax when the income relates to
international maritime commerce.

Companies in the international maritime industry
can determine their net income in two ways:

* 3% of the gross income, or
« following the regular system contemplated in the
Tax Code

Cruise companies who have their home port in
Panama will not be subject to tax over the income
generated by the tickets sold.

)| pnilippines

International shipping companies doing business in
the Philippines are liable to income tax of 2.5%
based on Gross Philippine Billings and percentage
tax of 3% on quarterly gross receipts.

The 2.5% tax rate may be reduced using the
preferential tax rate pursuant to the applicable DTT
to which the Philippines is a signatory. This is
subject to compliance with certain requirements
and the filing of either a request for confirmation, or
a tax treaty relief application (TTRA) with the
Philippine tax office (Bureau of Internal Revenu

or BIR).

The filing of a request for confirmation or a TTRA
with the BIR within the time prescribed is a
regulatory requirement, such that non-compliance
may result in the imposition of penalties under the
Philippine Tax Code. However, based on existing
jurisprudence, treaty benefits may be enjoyed

provided that the conditions under the relevant DTT

are complied with.

Choosing your course

Specific shipping schemes [>

In 2020, the Philippine Supreme Court confirmed
the validity of a revenue regulation issued in 2013
which explicitly excludes from Gross Philippine
Billings the detention and demurrage fees and
other charges of international carriers as income
derived from transportation of persons, goods
and/or mail due to their nature, subjecting these to
regular CIT (i.e. 25% beginning 1 July 2020).

@ rons

Certain favourable regulations for shipbuilding
entrepreneurs, including flat-rate tax in the event of
building or reconstruction of a ship are included in
the Polish Act on the activation of the shipbuilding
industry and complementary industries.

Qv

Portugal grants an incentive for ship owning
companies of the national merchant marine, in
which they are only taxed on 30% of the profit
related to sea transport activities and are exempt
from stamp duty on financing operations for the
acquisition of vessels, containers and other ship
equipment
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Q sogwer

The prevailing Singapore CIT rate is 17%.
However, ship operating companies can benefit
from tax exemption under the Maritime Sector
Incentives (MSI). Under the MSI, there are two
main tax exemption schemes:

1. MSI - Singapore Registry of Ships (MSI-SRS):
To promote the Singapore registry, shipping
enterprises (i.e. companies that own and/or
operate Singapore-flagged ships) are granted
an automatic tax exemption on qualifying
shipping income derived from the operation of
Singapore-flagged ships in international waters.
There is no expiry date for this incentive as long
as the ships that the shipping enterprises
operate to derive qualifying shipping income
continue to be Singapore flagged.

2. MSI - Approved International Shipping
Enterprise (MSI-AIS): This scheme was
introduced to encourage international ship
owners and ship operators to establish their
commercial shipping operations in Singapore.
To qualify for the MSI-AIS incentive, a company
must substantiate that it will have substantial
operations in Singapore and meet stringent
quantitative criteria. This includes having to
perform vessel management activities in
Singapore and demonstrate that the control and
management of the company is exercised here
in Singapore. The company looking to apply for
the MSI-AIS incentive has to be committed to
making significant use of the maritime
ecosystem (e.g. banking facilities) in Singapore
as well as contributing to manpower
development in Singapore.

Unlike the MSI-SRS incentive, the MSI-AIS
incentive has to be applied for and approval has to
be granted by the Maritime Port Authority of
Singapore. Incentive period is limited to 10 years
(subject to a 5th year review), but extendable up to
a maximum of 40 years (subject to incremental
economic commitments).

Companies under the above two main schemes
can also enjoy the following:
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» Tax exemption on qualifying income (e.g. income
derived from foreign exchange and risk
management activities carried out in connection
with and incidental to qualifying shipping
operations); and gains on the sale of ships
(including shares in a wholly-owned ship owning
SPV).

« WHT exemption on interest and related
payments made to non-residents in respect of
qualifying financing arrangements (subject to
meeting certain conditions).

 WHT exemption on charter fee payments to
non-residents for the chartering of ships as well
as withholding exemptions on payments to
non-residents that are treated as finance lease
payments for Singapore tax purposes (available
to MSI companies only).

@ South Africa

International shipping income received by an
international shipping company after 1 April 2014
will be exempt from normal tax. In order to qualify
for this exemption, the international shipping
company must be resident in South Africa.
Qualifying companies are also exempt from capital
gains tax, dividends tax and cross-border WHT on
interest. There are also special allowances and
depreciation rules for movable assets, such

as ships.
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A favourable scheme applies to ‘international
shipping companies’, being companies that are tax
resident in South Africa and that operate one or
more South African ships that are utilised in
international shipping.

For this purpose, ‘international shipping’ means the
conveyance, for compensation, of passengers or
goods by means of the operation of a South African
ship mainly engaged in international traffic.

The international shipping income of any
international shipping company is exempt from
income tax. For this purpose, ‘international shipping
income' generally means receipts and accruals
derived from international shipping mainly from the
operation of one or more ships that are South
African ships.

In addition, capital gains or losses of an
international shipping company determined in
respect of the disposal of a South African ship
engaged in international shipping are disregarded
in determining liability to capital gains tax.

Dividends paid by an international shipping
company from income derived from international
shipping are not subject to dividends tax.

Interest paid by an international shipping company
in respect of debts utilised to fund the acquisition,
construction and improvement of a South African
ship utilised for international shipping is exempt
from the interest WHT.

52 Sweden

Income from international shipping activities is
exempt from Swedish CFC taxation under certain
circumstances. However, recent case law regarding
the participation exemption rules should be
carefully assessed in connection to this.

An employer may receive shipping subsidy
amounting to 99 % of paid social security
contributions and preliminary income tax for
Swedish seafarers. Several conditions on activities,
route patterns, etc. must be fulfilled.
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Qe

Any profit-seeking enterprise having its head office
outside Taiwan, engaged in international transport
in the Taiwan territory of which the cost and
expenses are difficult to calculate, may apply for
approval from the Ministry of Finance to consider
10% of its total revenue generated in Taiwan as its
income derived within Taiwan regardless whether
or not it has a branch office or business agent in
Taiwan. In such cases, however, the regulation
regarding the deduction of carried forward losses
cannot be applied.

Business revenue derived by an international
transport enterprise within Taiwan as provided in
the paragraph above, in the case of a marine
transport enterprise, refers to all ticket fares or
transportation charges for outbound passengers
and cargo accepted for carriage inside the territory
of Taiwan.

5‘2 Turkey

According to the Turkish International Ship Registry
Law, a registration fee and an annual tonnage fee
is applicable for vessels registered in the Turkish
International Vessel Registry (TIVR). There is no
additional registration fee for the lease holder.
There is no other tax than fixed fees.

The fee for each vessel to be registered in the
TIVR is $10,000 in addition to $1 per ton.

The annual tonnage fee is $1 for each net ton for
each calendar year in which the vessel is
registered in the TIVR.

Purchases and sales of ships that are registered in
the TIVR are exempt from CIT, stamp duty, duties
and banking and insurance transaction tax.

Salaries for ship crew who work in vessels
registered in the TIVR are exempted from the
income tax.
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@ United Kingdom

The UK has introduced a number of Freeports.
Freeports are special areas within the UK’s borders
where different economic regulations apply.
Freeports in England are centred around one or
more air, rail or seaport(s), but can extend up to
45km beyond the port(s).

The UK Freeports model includes a comprehensive
package of measures, comprising tax reliefs,
customs, business rates retention, planning,
regeneration, innovation and trade and investment
support.

Eligible businesses in Freeports enjoy a range of
tax incentives, such as enhanced capital
allowances, relief from stamp duty and employer
national insurance contributions for additional
employees. These tax reliefs are designed to
encourage the maximum number of businesses to
open, expand and invest in Freeports and so boost
employment.
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n Taxation in other shipping countries of interest »

Certain jurisdictions are commonly used in shipping structures even though they

do not have specific shipping schemes.

There are several countries that do not offer specific tax incentives for their shipping industry but where,
instead, the general tax laws apply to shipping companies as they do for any other company. We have
included these countries, because these countries are commonly used in shipping structures (e.g. as a flag

state).

Companies resident in Barbados are taxed on all
sources, whether generated within or outside of
Barbados. The applicable corporate tax rates in
Barbados are:

* 5.5% on taxable income up to US$0.5M

+ 3.0% on taxable income exceeding US$0.5M but
not exceeding US$10M

» 2.5% on taxable income exceeding US$10M but
not exceeding US$15M, and

* 1% on taxable income in excess of US$15M

However, shipping corporations incorporated under
the Shipping Corporation Act Cap.296B are exempt
from the application of the Barbados Income Tax
Act and are therefore exempt from all income
taxes.

Shipping is one of the relevant activities targeted by
the Companies (Economic Substance) Act,
2019-43. Resident companies carrying on shipping
business are required to meet the applicable
economic substance test in full. The economic
substance test is satisfied when:

 the relevant activity is directed and managed
from Barbados

+ the core income generating activity (CIGA) is
directed and managed from Barbados

+ the resident company has an adequate number
of employees and adequate premises in
Barbados, and

* adequate expenditure is incurred in Barbados

Capital gains are not taxed. It is also possible to
apply for foreign tax credits.

There is no tax on dividends received by a
Barbados resident company from a non-resident
company where:

Choosing your course
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« the Barbados resident company owns > 10% of
the capital of the non-resident company, and

+ the investment is not held as a portfolio
investment

Dividends paid out of foreign-sourced income to a
non-resident shareholder are exempt from WHT in
Barbados.

There is no property transfer tax or stamp duty on
the sale of shares to a person who is resident
outside of Barbados, whether or not the transferor
is resident in Barbados, where the assets of the
company concerned consists of foreign assets and
its income is derived solely from sources outside
Barbados.

Shipping corporations have access to the
Barbados’ DTT network.

Vessels are depreciable assets for Barbados tax
purposes as long as the resident company has the
burden of wear & tear.

o

Except for registration fees and an annual tonnage
fee, shipping companies incorporated in Bermuda
are not required to pay any income tax on profit,
capital gains or personal income in Bermuda, if
they are registered as an ‘exempted company’.
Annual tonnage fees are payable both upon
registration and every year thereafter by 31 March.
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9} Bermuda (continued)

For registering, certain requirements apply, most
notably regarding the strategic and commercial
management of the business. Exempted
companies in Bermuda can enter into agreements
such as a lease/tenancy agreement for a period of
up to 50 years for business purposes. Currently,
newly formed exempted companies are granted an
exemption from any income, profits and/or capital
gains taxes, in the event any such taxes are
enacted, until March 2035 under the Exempted
Undertakings Tax Protection Act 1966.

Shipping is a 'relevant activity' under the Economic
Substance Act. As defined in the sector-specific
Guidance Notes, an entity will be carrying on the
relevant activity of ‘shipping' if it engages in specific
activity. Shipping entities within the scope of the
economic substance legislation are required to
maintain a substantial economic presence in
Bermuda, and in that regard comply with full
economic substance requirements.

1| British Virgin Islands

In principle, companies incorporated in the BVI or
managed and controlled there are liable to CIT.
Under the Business Company Act of 2004,
however, companies incorporated under the BVI
Companies Act are exempt from all income taxes.
These companies only pay an annual license fee.

Amounts paid or distributed by BVl companies to
non-resident persons are exempt from the
application of the BVI Tax Ordinance.

No capital gains tax in the BVI.

Shipping business is one of the relevant activities
targeted by the Economic Substance (Companies
and Limited Partnerships) Act, 2018. Legal entities
carrying on shipping business are required to meet
the applicable economic substance test in full. The
economic substance test would be satisfied when:

+ the relevant activity is directed and managed
from the BVI

+ the core income generating activity (CIGA) is
carried on in the BVI

Choosing your course

+ the legal entity has an adequate number of
employees and adequate premises in the BVI,
and

» adequate expenditure is incurred in the BVI

The Government of the BVI has implemented
Country by Country Reporting (CbCR) from 1
January 2018. CbCR applies to MNE Groups with
an annual consolidated group revenue of not less
than seven hundred and fifty million euros (€750
million) in the preceding fiscal year.

o esonia

Under the existing Estonian CIT scheme, all
undistributed corporate profits are tax-exempt. This
exemption covers both active (e.g. shipping) and
passive (e.g. dividends, interest, royalties) types of
income, as well as capital gains on sales of all
types of assets, including shares and immovable
property. This tax scheme is available to Estonian
companies and branches of foreign companies that
are registered in Estonia.

The moment of taxation on corporate profits is
postponed until the profits are distributed as
dividends, other payments from equity or deemed
profit distributions. Distributed profits are generally
subject to 20% CIT.
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@ Isle of Man

Companies resident in the Isle of Man (loM) are
taxed on their worldwide income. With limited
exceptions, such companies are liable to CIT on
their profits, but the CIT rate is 0%. This also
applies to companies carrying on shipping-related
activities. There are no annual tonnage dues.

The IoM has economic substance requirements
(‘the substance requirements’) for certain loM tax
resident companies, effective for accounting
periods commencing on or after 1 January 2019.
This includes loM companies that are engaged in
shipping, being ‘the operation of ships in
international traffic for the transport of passengers
or cargo’. Shipping companies within scope of the
economic substance requirements are required to
demonstrate that they have sufficient substance in
the Island and comply with economic substance
requirements.

S_z Luxembourg

There is no tonnage tax scheme in Luxembourg.
Vessels are usually acquired by an entity formed
under Luxembourg rules (‘LuxCo’) which, under
conditions, is subject only to the CIT i.e. 17%
(18.19% inclusive of the solidarity tax applicable to
LuxCos). No Municipal Business Tax is due from
shipping companies. In practice, the effective tax
rate could be reduced significantly due to:

+ the Investment tax credit mechanism a LuxCo
can get in case of eligible investment assets and
which is credited against the CIT; and/or

+ the financing/operational costs of the vessels that
may create tax losses. Tax losses incurred before
1 January 2017 might be carried forward for an
unlimited period of time, whereas those
generated as from 1 January 2017 can be carried
forward for a maximum period of 17 years.

In addition, Luxembourg could be considered a
stable environment because dividend distributions
to be made to shareholders could be exempt from
WHT: by means of either the domestic rules, i.e.,
participation exemption scheme, or by application
ofa DTT.

Choosing your course

Qo

Norway has introduced withholding tax of 15% on
certain lease payments (ships and other physical
assets) to related parties in low-tax jurisdictions.
There is an exemption for payments to low-tax
jurisdictions within the EEA, provided that the
receiving company is genuinely established and
fulfils an overall substance test. The application of
WHT on lease payments may be limited by existing
Norwegian tax treaties. Payments from Norwegian
tonnage taxed companies are, however, exempt
from the new withholding tax rule.

SZ United Arab Emirates

The UAE currently does not have a system of
federal income taxation. Instead, most of the
Emirates have their own CIT decrees that allow for
CIT to be imposed on the income from business
activities carried out in the relevant Emirates.

In practice, CIT is currently only enforced on foreign
oil companies and branches of foreign banks.

Most of the UAE free zones provide exemptions
from Emirate-level taxation for entities established
within their territory for renewable periods of
between 15 and 50 years.

On 31 January 2022, however, the UAE Ministry of
Finance announced the introduction of a federal
CIT in the UAE that will be effective for financial
years starting on or after 1 June 2023.

UAE CIT will apply to all business and commercial
activities alike, except for the extraction of natural
resources, which will continue to be subject to
Emirate level taxation. The corporate tax rates
proposed are as follows:

* 0% for taxable income up to AED375,000
* 9% for taxable income above AED375,000

+ Adifferent tax rate for large multinationals that
meet the criteria under ‘Pillar Two’ of the OECD
BEPS project
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@ United Arab Emirates (continued)

Free zone businesses will be within the scope of
UAE CIT, but will continue to benefit from CIT
holidays/0% taxation if they comply with all
regulatory requirements and do not conduct
business with mainland UAE.

Further details of the UAE Corporate tax scheme
are expected in the second half of 2022.

A b S S
car o
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. Tax treaty benefits and taxation of
M non-resident taxpayers

If your business is active across the world, taxation outside your country of

residence is highly relevant. Tax treaties as well as domestic rules may provide
benefits.

Whether an international shipping company can make optimal use of a tonnage, or other, tax scheme in its
country of residence depends to a large extent on the way the company and its activities will be taxed in
the countries in which it is not resident. The most important instrument for securing a company’s tax
treatment in this respect is the tax treaty network of its country of residence.

In view of the special nature of international traffic, the OECD model treaty contains an article that under
certain circumstances allocates the taxation of international shipping income to the country in which the
enterprise (its place of effective management) is located.

In addition, domestic legislation of particular countries provides for an exemption or beneficial treatment of
non-resident shipping companies.

In the current section, we will first discuss the OECD model treaty and subsequently a number of countries
that have such special rules for non-resident shipping companies.

The OECD model treaty

The shipping industry operates globally. Effective means of avoiding double taxation are required. This is
acknowledged by the OECD. Hence, Article 8 of the OECD model treaty provides that profits from the
operation of ships in international traffic shall be taxable only in the Contracting State in which the
(effective management of the) enterprise is situated. In a number of (older) tax treaties this also applies to
the operation of vessels engaged in inland waterways transport (not included in the latest model
convention). By means of tax treaty agreements containing this article, shipping enterprises may rely on
(the majority of) their shipping income only being taxed in their country of residence, even if they would
have a permanent establishment in another country under the ordinary rules. In such a way, double
taxation is avoided.

A crucial notion in Article 8 is, of course, ‘international traffic’. This term refers to any transport by a ship
except when the ship is operated solely between places in one state. ‘Profits from the operation of ships'
consist of profits directly obtained from the transportation of passengers or cargo, profits from activities
directly connected with such operations and profits from ancillary activities. Ship leasing, ground transport,
pick-up/drop-off services, ticket sales, onboard advertising as well as leasing and storage of containers are
examples of activities that may qualify as directly connected activities or ancillary activities.

Domestic rules for non-resident shipping companies
In the following paragraphs, we will discuss a number of countries that have introduced specific rules for

non-resident shipping companies in their domestic tax laws.

| 2 > > >

> > > >

Choosing your course
PwC 66



non-resident taxpayers

§ | s

The Australian shipping freight tax scheme typically
applies to all carriage of passengers, livestock, mail
or goods from a location in Australia by a foreign
ship operator, whether the goods are dispatched in
or outside Australia. However, the scheme could be
impacted by some DTTs. In particular, some DTTs
limit Australia's taxing rights over shipping income
to activities carried out wholly within Australian
waters. These DTTs may therefore limit application
of the freight tax scheme to coasting trade in
Australia (being the shipping and discharging of
carriage goods between Australian ports). Under
such DTTs, shipments from Australia to a foreign
location may not be subject to Australian tax.

However, separate to consideration of the freight
tax scheme, many of Australia's DTTs deem a
vessel owner and/or operator to have a taxable
permanent establishment (PE) in Australia
depending on the facts and circumstances of the
shipping arrangements. This risk is often
heightened particularly for vessels operating in the
resources industry, in which case a taxable PE can
be deemed to arise after as little as 30 days under
some DTTs. Some of Australia's DTTs also deem a
PE to exist from the first day of operation in
Australia. This usually applies in the case of
bareboat charters where the applicable DTT
provides that a foreign entity is deemed to be
carrying on a business (from day one) where
substantial equipment generates revenue by, for or
under contract such as a lease agreement. The
conclusion will depend on precisely which DTT
applies (and whether a DTT exists with the relevant
country at all).

Australia also applies a Foreign Contractor WHT to
certain construction-related activities, which
includes offshore construction (e.g. pipe laying
vessels). This non-final 5% withholding tax can be
reduced to nil by reference to certain DTTs, upon
application to the Australian Taxation Office.

Choosing your course
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With respect to capital gains, Australia has a
‘clawback’ rule whereby if a vessel has been used
in a PE in Australia at any time and is later sold by
the vessel owner/operator for a gain, some of that
gain may be considered to be attributable to the
historic PE as a clawback of any depreciation
claims previously made. The application of this rule
can also be impacted by the terms of any relevant

DTTs.

9

Barbados has an extensive DTT network.

Non-resident companies are generally only taxed
on income derived from sources and operations
conducted within Barbados.

Branch profits paid out of income derived from
sources outside of Barbados are exempt from WHT
in Barbados.
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As a general rule, a non-resident corporation is not
subject to local corporate income taxation in Brazil
as long as there is no permanent establishment
locally.

There is also a WHT exemption that is generally
applied to payments made to a non-resident in
respect of charter agreements. Limits were
established for the application of this WHT
exemption in cases related to the exploration of
O&G when the charter contract is executed
simultaneously with a service contract and where
the Charterer and the Service Provider were
considered related parties.

Current limits imposed to the WHT exemption on
charter payments (as of 2018):

» 70% for vessels with floating systems of
production or storage and offloading

* 65% for vessels with rig systems for drilling,
completion and maintenance of wells

* 50% for other types of vessels, and

» 60% for maritime vessels used in the
transportation, transfer, storage and
regasification of liquefied natural gas

Vessels used for maritime support navigation are
not subject to the above limits.

Qoo

Under DTTs concluded by Bulgaria, revenues from
international transport are taxed in the country
where the effective management of the enterprise
operating the vessel is located.
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Qe

The Canadian tax system has two shipping
incentive schemes: the first provides an exemption
from tax for income from certain branch operations
in Canada (referred to as the ‘Branch Exemption’)
and the second allows a foreign shipping company
to be operated or managed from Canada without
subjecting the company to Canadian tax (referred
to as the ‘Residency Exemption’). Please refer to
Chapter 5 (‘Specific shipping schemes’) for an
extended description of these incentives.

Qo

For foreign international shipping companies,
shipping income derived from outbound
transportation shipment (exportation) departing
from Chinese ports is subject to a favourable
Chinese CIT rate of 1.25% (instead of the standard
Chinese CIT rate of 25%), if not eligible for treaty
protection.

S_Z France

Profits realised by foreign shipping companies
arising from the operation of foreign vessels are
exempt from CIT in France subject to the condition
that a reciprocal and equivalent exemption be
granted to French companies of the same nature.
Such reciprocity may only result from a diplomatic
agreement stated in a specific decree or from DTTs
that generally include specific provisions related to
shipping companies.
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Non-resident shipping companies can be charged
an additional levy against the freight earnings
(voyage charter, time charter hire or bareboat hire)
derived from international transport activities, when
accessing German harbours (‘freight tax’).

The same applies if the non-resident shipping
company carries out these activities via a German
permanent establishment. However, these rules do
not apply if a mutual DTT has been concluded
(Germany has entered into over 90 treaties) or in
case of reciprocity in connection with the stipulation
of innocuousness (i.e. a tax exemption from freight
tax) by the German ministry of transport.

If freight tax applies in relation to certain countries
for lack of a treaty protection or reciprocity, 5% of
the freight costs are deemed to be taxable income
and are subject to the usual German income tax
rates in the case of individuals or partnerships or
the German corporate tax rates in case of
corporations. In case of permanent establishments,
trade tax might also apply.

Y o

Shipping income of a foreign shipping company is
calculated on a presumptive basis at 7.5% of
freight income.

However, if the DTT provides for an exemption
under the Shipping Article, then the provisions of
the DTT will override the presumptive tax
provisions under the domestic law.

9) Indonesia

Some Indonesian DTTs grant taxing rights to the
source country for international traffic with a 50%
reduction of tax, whilst the others only grant taxing
rights to the resident country for profits from the
operation of ships in international traffic.
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o

There are no additional regulations for non-resident
shipping companies in domestic legislation.

The CIT Act prescribes that WHT is applicable to
the following payments made to non-residents:

» remuneration for management and consultancy
services — 20% of the amount of remuneration

* remuneration for alienation of immovable property
located in Latvia — 3% of the amount of
remuneration (under the certain criteria the sale
of shares could be treated as the sale of real
estate)

» remuneration for rent of immovable property
located in Latvia — 5% of the amount of
remuneration

« any payments or dividends paid to entities
located, set up or established in a low-tax or
tax-free country or territory, except for the
payments for supply of goods and purchased
publicly traded securities of the European Union
or European Economic Area if such goods and
securities are purchased at a market price (value)
— 20% of the total amount of payments/dividends

Q wore

Shipping income of a foreign shipping company is
generally calculated on a deemed basis at 1.2% of
freight income.

However, if the DTT provides for an exemption
under the Shipping Article, then the provisions of
the DTT will reduce the tax under the domestic law.
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In terms of general principles of Maltese income tax
legislation, a company which is incorporated and
tax resident exclusively outside Malta should be
liable to income tax in Malta solely on its income or
gains that are deemed to arise in Malta for tax
purposes.

Accordingly, to the extent to which the income
derived by the foreign entity from its shipping
related activities is deemed to 'arise in Malta', such
income should be liable to tax in Malta in terms of
Maltese domestic tax law.

That said, the Maltese tax liability on the profits
arising in Malta may be reduced in a number of
ways including:

+ Maltese tonnage tax system - If the corporation is
established in the EU/EEA, it is possible that the
entity's income derived from 'shipping activities'
may benefit from an exemption from income tax
in Malta (subject to satisfying the relevant
statutory provisions discussed above)

* Reciprocity exemption - The Maltese Income Tax
Act provides that the profits of a
non-Malta-resident ship owner should be exempt
from tax in Malta where the country to which the
non-resident ship owner/charterer belongs
extends a similar exemption to Maltese ship
owners who are not resident in that country

* The DTTs concluded by Malta generally allocate
the right to tax profits derived from the operation
of ships (and aircraft) in international traffic to the
state in which the place of effective management
of the enterprise is situated
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SZ Netherlands

Dutch domestic CIT law contains an exemption for
non-resident companies engaged in the transport
of persons or goods by sea between places inside
and outside the Netherlands or between places
outside the Netherlands.

The exemption is subject to the condition that the
management of the shipping enterprise does not
take place in the Netherlands. In addition, there is
the requirement that the tax laws in the company’s
country of residence contain a similar provision
(reciprocity).

S_Z Norway

Foreign ship owners engaged in shipping activities
managed from Norway will as a starting point be
liable to tax in Norway. However, if certain
conditions are met, these companies may be
exempted from Norwegian tax liability.

In order to benefit from the tax exemption, the
taxpayer must prove that the conditions are met,
and also fulfil certain documentation requirements.

A

Income accruing to any person (including
non-resident companies) from carrying on its
activity of shipping or air transport shall be
exempted from tax, provided that a similar
treatment is accorded on a reciprocal basis in the
country in which the juristic person is incorporated
or in the country where the effective management
and control are exercised on the person or in the
country of which the natural person is a national.
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9) Pakistan

Shipping income of a non-resident shipping
company is calculated on a presumptive basis as
follows:

+ 8 percent of the gross amount received or
receivable anywhere for the carriage of
passengers/cargo embarked in Pakistan
(outbound)

+ 8 percent of the gross amount received or
receivable in Pakistan for the carriage of
passengers/cargo embarked outside Pakistan
(inbound)

However, if the DTT provides for an
exemption/reduced rate under the Shipping Article,
then the provisions of the DTT will override the
presumptive tax provisions under the domestic law.

J9lll Philippines

International shipping companies doing business in
the Philippines are liable to income tax of 2.5%
based on Gross Philippine Billings and percentage
tax of 3% based on gross receipts.

International carriers doing business in the
Philippines, however, may make use of a reduced
preferential rate or exemption from the tax on their
gross revenue derived from the carriage of persons
and their excess baggage on the basis of an
applicable DTT or international agreement to which
the Philippines is a signatory or on the basis of
reciprocity such that an international carrier whose
home country grants income tax exemption to
Philippine carriers shall likewise be exempt from
the tax imposed under the regulations.

Further, the reduced preferential rate or exemption
is subject to compliance with certain requirements
and the filing of a request for confirmation or a tax
treaty relief application (TTRA) with the Philippine

tax office (Bureau of Internal Revenue or BIR).
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SZ Republic of Korea (South Korea)

In most Korean tax treaties, income from the
operation of ships or aircraft in international traffic
shall be exempt from tax by the other Contracting
State. But the use of or the right to the use of on a
bareboat charter is deemed as income from the
rental ships.

Q sogwer

Income derived by non-resident shipping
companies from the uplift of goods in Singapore
are tax-exempt under domestic law except where
such carriage arises solely from transshipment
from Singapore. (Note: The tax exemption does not
apply to income derived from the operation of
Singapore-flagged and foreign-flagged ships solely
in Singapore waters.)

SZ South Africa

South Africa provides the following income tax relief
measures for a non-resident who carries on a
business as an owner or charterer of ships:

* When a non-resident embarks passengers, loads
livestock, mail or goods in South Africa (‘the
business'), the taxable income derived from this
business is deemed to be 10% of the amount
payable to it or any agent on its behalf (in/outside
South Africa). However, if the non-resident
discloses its actual income derived from the
business and the South African Revenue Service
is satisfied with these accounts, the amount
disclosed will be used as its taxable income

* An income tax exemption is available to a
non-resident ship owner/charterer if a
similar/equivalent exemption is granted to South
African residents carrying on the same type of
business in the non-resident's country of
residence as a ship owner/charterer
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9) Spain

Shipping entities from countries where no DTT
applies, but that have a reciprocity agreement with
Spain (Lebanon, Paraguay, Peru, Seychelles and
Zaire) and owning ships that touch Spanish territory
may be exempt according to domestic non-resident
income tax rules for the income obtained, even if
they have consignees or agents in Spain.

The exemption applies to income obtained in the
Spanish territory of shipping entities without a
permanent establishment in Spain, deriving from
lease, cession or transfer of containers or ships
under a bareboat charter and which are used in the
international traffic regarding shipping transport
according to domestic non-resident tax rules.

If no DTT or exemption is applicable, according to
domestic non-resident tax rules a tax rate of 4% is
applicable to shipping entities tax resident abroad
whose ships touch Spanish territory.

o

Business income obtained from the operation
inside the territory of Taiwan by a foreign enterprise
engaged in international transportation is exempted
from tax, provided that reciprocal treatment is
accorded by the foreign country concerned to an
international transport enterprise of Taiwan
operating in its territory.

Taiwan has an extensive treaty network that serves
as the basis for the aforementioned.

Please also refer to the tax incentives section for
the deemed profit ratio in favour of a foreign
enterprise operating international transportation
and generating revenue within the territory of
Taiwan.
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J98| Thailand

A non-resident shipping company is subject to CIT
on its transportation business as follows:

 For the transportation of passengers, both
inbound and outbound, the tax rate is 3% of the
fares, fees and any other benefits collected in
Thailand before the deduction of any expenses

 For the transportation of goods from Thailand, the
tax rate is 3% of the freight, fees and any other
benefits collected, either within or outside of
Thailand, before the deduction of any expenses

These rates are reduced under the provisions of
certain double tax treaties that Thailand has
entered into with other countries.

Qe

In accordance with the Turkish CIT Law, tax base
calculation of foreign transportation companies is
performed according to a special provision
determined by Article 23 of the Corporate Tax Law.
The earnings of foreign transportation companies
that would constitute the tax basis shall be
calculated by applying the average equivalent
ratios to the revenue. Average equivalent ratios of
15% shall apply to corporations that operate in
Turkey permanently or incidentally for marine
transportation. The Company should declare
prepaid and collect export revenues as CIT
declaration. The CIT rate is 23% for the year 2022.
In addition to that, WHT will be applicable at the
rate of 10% for the amount transferred abroad. As a
consequence of the above taxation regulation, the
total tax burden will be approximately 4.6% on
export shipments revenue.

SZ United Kingdom

Non-resident companies are generally only taxed
on income derived from sources and operations
conducted within the UK.
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9) United Arab Emirates

At present, most non-resident entities (including
those engaged in shipping businesses) are not
subject to CT in the UAE.

The MOF Public Consultation Document on the
proposed CT scheme provides that non-residents
will be subject to UAE CT on taxable income from
their Permanent Establishment in the UAE.

All other UAE-sourced income will be subject to 0%
withholding tax.

The Consultation Document also specifically
exempts income earned by a non-resident from
operating or leasing ships (and associated
equipment) used in international transportation
from CT provided the same tax treatment is granted
to a UAE business in the relevant foreign
jurisdiction under the reciprocity principle.
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For non-resident corporations, an exemption from
federal income tax is available for income from the
international operation of ships if it is the object of a
reciprocal exemption, i.e. where the country of
residence of the non-resident corporation provides
an exemption to US shipping companies under its
domestic laws, a reciprocal shipping agreement, or
a DTT. Certain documentation and filing
requirements apply. State and local taxes may in
some cases apply, although many states provide
special rules and reduced taxes for shipping
companies.

A similar exemption is available to non-resident
alien individuals (i.e. who are not US citizens)
engaged in the international operation of ships.

Non-resident corporations and individuals not
eligible for exemption under the above rules are
generally subject to a 4% tax on US-sourced gross
transportation income (i.e. 50% of income from
US-foreign or foreign-US voyages), as long as the
income is not attributable to a US office or fixed
place of business.

The regular federal CIT rate, plus applicable state
or local taxes, applies where income from the
international operation of ships is not eligible for an
exemption and the income is attributable to a US
office or fixed place of business.
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The specific circumstances of your enterprise are all-important when you have to make important
business-related choices. Our dedicated shipping professionals can give you the detailed perspective you
need in order to decide how to best organise your shipping business.

Our PwC network of highly experienced and dedicated shipping professionals can give you the detailed
perspective you need in order to decide how to best organise your shipping business.

Contact us for an informal discussion about your individual situation and considerations. You can find the
contact details of our global shipping team members and our global Transportation & Logistics network
below.

Socrates Leptos-Bourgi Erwin van den Bree
+30 210 687 4630 +31 88 792 3404
socrates.leptos.-.bourgi@gr.pwc.com erwin.van.den.bree@pwc.com

PwC has established a Global Shipping Network of industry experts. Within this network, a dedicated team
of assurance, tax and advisory professionals provide advice and support to businesses like yours. Through
our network of local specialists, PwC can offer the solutions you need to manage your business on a local
and global basis. The Shipping Network has strengthened its commitment to exchange experience through
our global databases and regular meetings, allowing all members to share knowledge and find solutions
that fit your needs. No matter where you are navigating, PwC has a Shipping team ready.

Choosing your course
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Country Contact 1 Contact 2
Australia Rob Bentley
+61 (8) 9238 5202
robert.k.bentley@pwc.com
Barbados Javier Lemoine Gloria Eduardo
+246 626-6661 +1 246 626 6753
javier.lemoine@pwc.com gloria.eduardo@bb.pwc.com
Belgium Pascal Janssens Michaél Vangenechten
+32 476 875224 +32 474 56 03 00
Pascal.janssens@pwc.com Michael.v.vangenechten@pwc.com
Bermuda Karl McDonagh
+1 (441) 299-7254
karl.t.mcdonagh@pwc.com
Brazil Jaime Andrade Carlos Coutinho

British Virgin Islands

Bulgaria

Canada

China

Croatia

Cyprus

Denmark

Estonia

Finland

Choosing your course
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+55 21 98129 1632
jaime.andrade@pwc.com

Javier Lemoine

+246 626-6661
javier.lemoine@pwc.com
Orlin Hadijiiski

+359 293 55 142
orlin.hadjiiski@bg.pwc.com

Susan McKilligan
+1 604 806 7420
susan.mckilligan@pwc.com

Cathy Kai Jiang
+85222895659
cathy.kai.jiang@hk.pwc.com

Hrvoje Jelic
+385 1 6328 888
hrvoje.jelic@pwc.com

Zenonas loannou
+357 - 25555223
zenonas.ioannou@pwc.com

Lars Koch Vinther
+45 2321 1367
lars.koch.vinther@pwc.com

Hannes Lentsius
+37256911698
hannes.lentsius@pwc.com

Mirva Laaksonen
+358207877261
mirva.laaksonen@pwc.com

J@I>

+55 11 3674 3276
carlos.coutinho@pwc.com

Gloria Eduardo

+1 246 626 6753
gloria.eduardo@bb.pwc.com
Vladislav Handzhiev

+359894333076
vladislav.handzhiev@pwc.com

Scott Collinson
+1 416 687 8188

scott.collinson@pwc.com

Tracy Wu
+85222895821
tracy.yh.wu@hk.pwc.com

Ivan StipiSic¢
+385 99267 1641
ivan.stipisic@pwc.com

Cleo Papadopoulou
+357 - 25555000
cleo.papadopoulou@pwc.com

Saren Jrjan Jensen
+45 3038 0284
soren.orjan.jensen@pwc.com

Juha Laitinen
+358207877409
juha.laitinen@pwc.com
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Contc: S

Germany

Hong Kong

Indonesia

Isle of Man

Luxembourg

Choosing your course
C

Contact 1 Contact 2
Emmanuella Veras Frank Vanhal
+33 6 83811710 +33 6 32 64 52 94

emmanuella.veras@avocats.pwc.com

Marcus Blomer
+494063788435

marcus.bloemer@pwc.com

Socrates Leptos-Bourgi

+30 21 0687 4630
socrates.leptos.-.bourgi@pwc.com
Agnes Wong

+85222893816
agnes.hy.wong@hk.pwc.com

Nikhil Rohera
+919967517115
nikhil.rohera@pwc.com

Suyanti Halim
+62811811089

suyanti.halim@pwc.com

Mary Honohan
+35317928609
mary.honohan@pwc.com

Kevin Cowley

+44 (0) 1624689689
kevin.cowley@pwc.com
Egidio Filetto

+390817161411
egidio.filetto@pwc.com
Mitsumasa Wada
+818091739709
mitsumasa.x.wada@pwc.com

Zlata Elksnina-Zascirinska
+371 6709 4400
zlata.elksnina@pwc.com

Laurent Paquet
+352 621335389
laurent.paquet@Ilu.pwc.com

Steve Chia Siang Hai
+60 (3) 21731572
steve.chia.siang.hai@pwc.com

Neville Gatt
+35625646711
neville.gatt@pwc.com

J@I>

frank.vanhal@pwc.com

Ingo Bauer
+492014381107

ingo.bauer@pwc.com

Stavroula Marousaki

+ 30 21 0687 4027
stavroula.marousaki@pwc.com
Cindy Wan

+852 2289 3098
cindy.sm.wan@hk.pwc.com

Manish Sharma
+919810550851
manish.r.sharma@pwc.com

Nicola Somers
+353 (0) 86 8122712

nicola.somers@pwc.com

Andrew Dunn
+44 (0) 1624689694
andrew.dunn@pwc.com

Raffaele Menzione
+390817161411

Raffaele.menzione@pwc.com

Yusuke Yamada
+81352512580
vusuke.yvamada@pwc.com

Zlata Elksnina-Zascirinska
+371 6709 4400
zlata.elksnina@pwc.com

Angeliki Maria Xygka
+352 621335151
angeliki.maria.xygka@lu.pwc.com

Mark Lautier
+356 2564 6744
mark.lautier@pwc.com

76


mailto:emmanuella.veras@avocats.pwc.com
mailto:frank.vanhal@pwc.com
mailto:marcus.bloemer@pwc.com
mailto:ingo.bauer@pwc.com
mailto:socrates.leptos.-.bourgi@pwc.com
mailto:stavroula.marousaki@pwc.com
mailto:agnes.hy.wong@hk.pwc.com
mailto:cindy.sm.wan@hk.pwc.com
mailto:nikhil.rohera@pwc.com
mailto:manish.r.sharma@pwc.com
mailto:suyanti.halim@pwc.com
mailto:mary.honohan@pwc.com
mailto:nicola.somers@pwc.com
mailto:kevin.cowley@pwc.com
mailto:andrew.dunn@pwc.com
mailto:egidio.filetto@pwc.com
mailto:Raffaele.menzione@pwc.com
mailto:mitsumasa.x.wada@pwc.com
mailto:yusuke.yamada@pwc.com
mailto:zlata.elksnina@pwc.com
mailto:zlata.elksnina@pwc.com
mailto:laurent.paquet@lu.pwc.com
mailto:angeliki.maria.xygka@lu.pwc.com
mailto:steve.chia.siang.hai@pwc.com
mailto:neville.gatt@pwc.com
mailto:mark.lautier@pwc.com

Contc: S

Country Contact 1 Contact 2
Mexico Fernando Lorenzo Ivan Victor Flores
+525539661817 +525548884020
fernando.lorenzo@pwc.com ivan.victor.flores@pwc.com
Netherlands Erwin van den Bree Julian Marelis
+31651045653 +31 (0)6 22 90 60 93
erwin.van.den.bree@pwc.com julian.marelis@pwc.com
Norway Hilde Thorstad Marius Mansika-Aanstad
+4795260548 +4740639551
hilde.thorstad wc.com marius.aanstad@pwc.com
Oman Gaurav Kapoor
+968 9389 1546
gaurav.x.kapoor@pwc.com
Pakistan Amin Malik Waqas Igbal
+92 314 2190103 +92 321 929 2727
amin.malik@pwc.com wagqgas.igbal@pwc.com
Philippines Malou Lim Kathrine Joy Capales
+63(2) 8459 2016 +63 (2) 917 728 1001
malou.p.lim@pwc.com kathrine.joy.capales h.pwc.com
Poland Andrzej Jacek Jarosz
+48 502184608
andrzej.jarosz@pwc.com
Portugal Jorge Figueiredo Francisco Raposo de Magalhaes

Republic Of (South)
Korea
Singapore

Slovenia

South Africa

Spain

Sweden
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+351 917 627 293
jorge.figueiredo@pwc.com
Haejung Oh

+82 (2) 3781-9347
haejung.oh@pwc.com

Elaine Ng
+6582231126
elaine.ng@pwc.com

Tamara Drnovsek
+386 51 373 539
tamara.drnovsek@pwc.com

Kyle Mandy
kyle.mandy@pwc.com

Oscar Alonso Albarran
+34915684276
oscar.alonso@pwc.com

Ulrika Lundh Eriksson
+46 (0)10 2131417

ulrika.lundh.eriksson@pwc.com

J@I>

+351 916 493 837
francisco.raposo.magalhaes

Bong-Jun Baeg
+82 (2) 7090657
bong-jun.bae

Chris Woo
+65 9118 0811
chris.woo@pwc.com

WC.CoOm

Tamara Drnovsek
+386 51 373 539
tamara.drnovsek@pwc.com

Reyneke Adelheid
reyneke.adelheid@pwc.com

Carlota Nunez
+34638474852
carlota.nunez.nunez@pwc.com

Johan Malmqvist
+46 317931132
johan.malmqvist@se.pwc.com

t.pwc.com


mailto:fernando.lorenzo@pwc.com
mailto:ivan.victor.flores@pwc.com
mailto:erwin.van.den.bree@pwc.com
mailto:julian.marelis@pwc.com
mailto:hilde.thorstad@pwc.com
mailto:marius.aanstad@pwc.com
mailto:gaurav.x.kapoor@pwc.com
mailto:amin.malik@pwc.com
mailto:waqas.iqbal@pwc.com
mailto:malou.p.lim@pwc.com
mailto:kathrine.joy.capales@ph.pwc.com
mailto:andrzej.jarosz@pwc.com
mailto:jorge.figueiredo@pwc.com
mailto:francisco.raposo.magalhaes@pt.pwc.com
mailto:haejung.oh@pwc.com
mailto:bong-jun.baeg@pwc.com
mailto:elaine.ng@pwc.com
mailto:chris.woo@pwc.com
mailto:tamara.drnovsek@pwc.com
mailto:tamara.drnovsek@pwc.com
mailto:kyle.mandy@pwc.com
mailto:reyneke.adelheid@pwc.com
mailto:oscar.alonso@pwc.com
mailto:carlota.nunez.nunez@pwc.com
mailto:ulrika.lundh.eriksson@pwc.com
mailto:johan.malmqvist@se.pwc.com

Contc: S

Contact 1

Contact 2

United Kingdom

United Arab Emirates

United States of
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Elaine Hsieh
+886 2 2729 6666 ext 25809
elaine.hsieh wc.com

Paul Stitt
(66) 2844 1000 ext 1119
paul.stitt@pwc.com

Ersun Bayraktaroglu
+902123266474

ersun.bayraktaroglu@pwc.com

Julian Redwood
+44 (0)7764 481 972
julian.j.redwood wc.com

Jochem Rossel
+971 (0) 50 25 6909
jochem.rossel@pwc.com

Mike Muldon
+1 904 610 3944

michael.j.muldoon@us.pwc.com

J@I>

Sherry Hsieh
+886 2 2729 6666 ext 21986
sherry.s.hsieh@pwc.com

Tolga Baloglu
+902123765334

tolga.baloglu@pwc.com

Ciaran Redmond
+44 (0)7703 563 583
ciaran.m.redmond@pwc.com

Charles Collett
+971 (0) 54 79 34780
charles.c.collett@pwc.com

Jonathan Kletzel
+1 312 298 6869

jonathan.kletzel@us.pwc.com
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This publication has been prepared for general guidance on matters of interest only, and does not constitute professional advice. You should not act upon the
information contained in this publication without obtaining specific professional advice. No representation or warranty (express or implied) is given as to the
accuracy or completeness of the information contained in this publication and, to the extent permitted by law, PricewaterhouseCoopers does not accept or
assume any liability, responsibility or duty of care for any consequences of you or anyone else acting, or refraining to act, in reliance on the information
contained in this publication or for any decision based on it.

© 2022 PwC. All rights reserved. Not for further distribution without the permission of PwC. “PwC” refers to the network of member firms of
PricewaterhouseCoopers International Limited (PwCIL) or, as the context requires, individual member firms of the PwC network. Each member firm is a
separate legal entity and does not act as agent of PwCIL or any other member firm. PwCIL does not provide any services to clients. PwCIL is not responsible or
liable for the acts or omissions of any of its member firms nor can it control the exercise of their professional judgment or bind them in any way. No member firm
is responsible or liable for the acts or omissions of any other member firm nor can it control the exercise of another member firm’s professional judgment or bind
another member firm or PWCIL in any way.
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