Corporate taxation of the shipping industry around the globe
We have distinguished three categories of tax regimes:

1. Tonnage tax regimes (tax regimes under which the tax payable is based on the tonnage of a vessel),

2. Shipping incentives regimes (tax regimes with beneficial tax provisions specifically aimed at the shipping industry),

3. Tax efficient regimes (tax regimes that make no specific exemption for the shipping industry, but are generally characterized by their low effective tax rate).
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1. The main principle of tonnage tax is that the payable tax is based on the tonnage of vessels instead of the actual accounting profits from the exploitation of a vessel. Various countries have introduced a tonnage tax regime
The main advantage of tonnage tax regimes is the very low effective tax rate of on average < 1%, when the shipping business is doing well.
Capital gains on the sale of vessels and equipment related to international shipping activities are in some tonnage tax regimes not subject to ordinary taxation. In comparing the different regimes, the main points to note are the following:

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

· When leaving the system within the lock-up period, penalties sometimes result in a direct tax liability.

· When leaving the system after the expiry of a lock-up period, different rules may be applicable regarding the valuation of the vessel on the opening balance sheet.
Most tonnage tax regimes demand 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 regime. However, many exceptions apply.
The management requirements for applying a tonnage tax regime differ per country. In general four types of management can be distinguished:

· Strategic management: the decisions regarding investments and disinvestments 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.
Two different tonnage tax models can be distinguished:

· the Dutch model, introduced in 1996 in advance of the EU guidelines;

· the Greek model, introduced in 1957.

The Dutch model, first introduced in 1996 by the Netherlands, is implemented by Belgium, Bulgaria, Denmark, Finland, France, Germany, India, Ireland, Italy, Japan, Republic of Korea (South Korea), the Netherlands, the Netherlands Antilles, Norway, Poland, South Africa, Spain, Sweden, the UK, and the USA. The taxable operating profit of a vessel is based on the tonnage of the vessel, and not on the actual operating results. The amount of deemed taxable profit is subject to ordinary (corporate) income tax ('CIT') rates. The main difference between the Dutch model and the ordinary taxation method is the calculation of the profit related to the shipping activities. Apart from that, the shipping company and its non-qualifying shipping income is subject to regular taxation rules.

Example Calculating the profit and tax 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.

Amount of PROFIT per day per 1000 net tons per day

€ 8.00 

up to 1.000 net ton

€ 6.00 

for the excess up to 10,000

€ 4.00 

for the excess up to 25,000

€ 2.00 

for the excess over 25,000

Taxable profit: 1ton x € 8.00 + 9 ton x € 6.00 + 8 ton x € 4.00 = € 94 per day = € 34.310 per year

Corporate tax rate = 30%. Corporate tax levied amounts to € 34.310 x 30% = € 10.293.
Capital gains are not subject to additional tax. Deferred tax liabilities: valuation at fair market value upon entry into system and claw-back rules on hidden reserves realized during lock-up period. Deferred tax liabilities disappear after the lock-up period.

Exceptions are:

· US, France: capital gains are subject to regular statutory tax rate.
· Poland: capital gains on sale of vessels will be taxed against a flat rate of 15%. A tax exemption applies when reinvested in a purchase, co-ownership, modernization, renovation or rebuilding of the shipping fleet within 3 years from the moment of sale of that vessel.

· Denmark: capital gains on vessels (or contracts for vessels) are tax exempt for all vessels that are introduced into the tonnage tax system after January 1, 2007. Gains on vessels introduced prior to that date are generally taxed at the standard corporate income tax rate of 25%.

· UK: no deferred tax liabilities.

· South Africa: it is proposed that between 50% and 100% of the gain will be subject to ordinary CIT at 28%, based on a formula.

· Norway: No claw-back on hidden reserves realized during lock-up period except during the transitional period lasting no longer than the end of 2012 depending on whether the company has moved over from ordinary taxation to the tonnage tax system with effect from 2007, 2008, or 2009 (3-year lock-up period).

The Greek model was introduced in 1957 and is implemented by Greece, Cyprus and Malta. The calculation methods applied by Cyprus and Malta differ slightly from the Greek one. The Greek model is mandatory for vessel owners who derive income from shipping activities. First the taxable gross tonnage must be calculated by multiplying coefficient rates by each scale of gross registered tonnage. This taxable tonnage is multiplied by an age corrected rate. Basically, in this model the shipping activity is taxed. In addition to that, no matter how many intermediate holding companies are imposed, all distributions are exempt from taxation up to the beneficial owner. The Greek tonnage tax model covers all vessels and all shipping activities..
In terms of Maltese law, the tonnage tax regime is mandatory for vessel owners only in the sense that the registration fee and annual tonnage tax are payable irrespective of whether or not the vessel owner / charterer makes use of the benefits and concessions contained in the Maltese tonnage tax regime.

The example below calculates the profit and tax according to the Greek tonnage tax model for a 5 year old 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.

For Greece, for calculating the taxable tonnage the scales are:

Gross registered tonnage ('GRT') 

Coefficient

100-10.000 





1.2

10.001-20.000 




1.1

20.001-40.000 




1.0

40.001-80.000 




0.9

Over 80.001 





0.8

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.

Age of the vessel in years.
Rates for passenger and cruise vessels etc.
Rates for tankers, cargo vessels, etc. (USD) 




(GRT > 1.500 ton) (USD)

0-4 



$1.124 



$0.318

5-9



$2.014 



$0.57

10-19 



$1.972 



$0.558

20-29 



$1.866 



$0.528

Over 30 


$1.442




$0.39

Corporate tax levied amounts to 23.000 x $ 0.57= $13.110 (€ 10.000).

In Greece, the tonnage tax extinguishes the tax liability of the owner and if the owner is a company this extends to its shareholders. Tonnage tax also extinguishes the tax liability in relation to operating profits, capital gains arising out of the vessel sale as well as liquidation proceeds.No deferred tax liabilities.
2. Many countries offer tax and other incentives to the shipping industry. The form of corporate income tax incentives (other than tonnage tax regimes) differs and their effectiveness can vary. However, the incentives generally have in common the reduction in tax burden. Tax incentives reduce the tax burden for shipping companies by either narrowing the tax base, or lowering the tax rate or providing complete tax redemption.
3. Several countries do not offer special tax incentives for their shipping industry. Instead, the general tax laws apply as they do for any other company. Locating your shipping activities in these countries, even though there are no incentives specifically targeted at the shipping industry, might still be interesting. Other aspects of the tax regime may increase the attractiveness of a jurisdiction, like tax holidays for foreign investment, or the possibility of applying accelerated amortization schemes for seagoing vessels. In those cases, such a country deserves to be mentioned in a global shipping industry brochure.
Conclusion

Your decision on the most suitable tax regime, how to structure it and where to locate your shipping activities will depend on the circumstances and your activities. Usually it will be based on a combination of the tax system, ship financing, freight taxes and wage cost deduction for seafarers, among other things.

