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INTRODUCTION

The French Parliament adopted several new corporate tax, individual income tax and tax litigation measures in the 2020
Finance Bill, which was passed on 28 December 2019. Most of these new tax rules came into force on 1 January 2020. This is
the third and final linked articles focussing on specific aspects of France’s 2020 Finance Bill we believe will be of the special

interest to our readers. This article explores the new depreciation regulations for green investments in the maritime sector.

NEW EXCEPTIONAL DEPRECIATION FOR “GREEN”
INVESTMENTS FOR SHIPOWNERS AND LESSORS

"The exceptional

deprecmhon for As a reminder, the 2019 Finance Bill introduced the new exceptional depreciation

n n ;
reen” investments ) ) ) .
g described below for “green” investments made by shipowners and lessors (Article 39

decies C of the FTC):

for ships has been

amended to comply

with EU rules.”
Companies subject to French individual income tax or CIT could, subject to satisfying

certain conditions, deduct from their taxable basis an amount equal to:

e 30% of the historical value (excluding finance expenses) of goods- or people-carrying ships that use hydrogen or any other
low-carbon fuel if the shipbuilding contract is entered between 1 January 2019 and 31 December 2021;

o 25% of the historical value of goods- or people-carrying ships that use liquefied natural gas (“LNG”) if the shipbuilding

contract is entered between 1 January 2019 and 31 December 2021; and

e 20% of the historical value of new goods acquired for installing on an operating ship and used for the supply of electricity
during stops by the on-shore network or by means of auxiliary engines using LNG or any low-carbon fuel, as well as goods

enabling the main propulsion of the ship by low-carbon fuel.

Under the 2019 rules, exceptional depreciation was accounted for on a straight-line basis on the normal period of use of each
asset. It only applied to commercial vessels that flew the flag of an EU or EEA Member State and which, for each year of the
normal period of use, stopped in French ports more than 30% or where 30% of navigation time was spent within the French
exclusive economic zone. It was also applicable to the lessor in a “crédit-bail” operation, subject to certain conditions being

satisfied.
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If, during the normal period of use of a vessel, the taxpayer ceased to satisfy the conditions described above, it lost the right to
this additional tax deduction and any sums deducted during that year and any prior years were disallowed in calculating the

taxable profits of the company.

Part of the 2019 rules were considered contrary to EU rules. Consequently, the 2020 Finance Bill amends the exceptional

depreciation regime as follows:

Companies subject to French individual income tax or CIT may, subject to satisfying certain conditions, deduct from their taxable

basis additional depreciation for the following amounts:

e 125% of the additional expenditure accounted for as assets in their balance sheet (excluding finance expenses) which are
directly linked to the installation of new equipment, using hydrogen or any other low-carbon fuel as the main propulsive fuel,

for (i) ships carrying goods or persons or (ii) the production of electrical energy used as main propulsion;

e 105% of the additional expenditure accounted for as assets in their balance sheet (excluding finance expenses) which are
directly linked to the installation of new equipment using LNG as the main propulsive fuel, for (i) ships carrying goods or

persons or (ii) the production of electrical energy used as main propulsion;

e 85% of the additional expenditure accounted for as assets in their balance sheet (excluding finance expenses) which are
directly linked to the installation of a new device for the treatment of sulphur dioxide, nitrogen oxide and fine particles

included in exhaust gas; and

e 20% of the historical value of a device (excluding financial expenses) acquired for installing on an operating ship and used for
the supply of electricity during stops by the on-shore network or by means of auxiliary engines using LNG or any low-carbon

fuel as well as devices.

The “additional expenditure” accounted for as assets mentioned above is equal to
"The ”permiHed the difference between (i) the historical value (excluding finance expenses) of the
maximum intensity” new equipment and (ii) the historical value (excluding finance expenses) of similar
is equql to the equipment using heavy fuel oil or marine diesel as the main propulsive fuel of the

income tax rate of ship, or necessary to comply with EU law (as the case may be).

the company (e.g.
28%) mu|tip| ied by This exceptional depreciation is subject to a new “permitted maximum intensity”

the tax rates limitation defined as the following:

mentioned above
(20% to 125%)." e 60% of the eligible expenditure for small companies (fewer than 50 employees and

annual turnover or total assets lower than €10 million);

e 50% of the eligible expenditure for medium-sized companies (between 50 and 250

employees and annual turnover between €10 million and €50 million or total assets of up to €43 million); and

e 40% of the eligible expenditure for all other companies.

The “permitted maximum intensity” is equal to the income tax rate of the company (e.g. 28%) multiplied by the tax rates

mentioned above (20% to 125%).
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In addition, this exceptional depreciation cannot exceed €15 million per company and per investment project.

The new measure applies to shipbuilding contracts entered into between 1 January 2020 and 31 December 2022. The 2020
Finance Bill provides that, for lease agreements, the lessor can benefit from the new rules described above provided that the

corresponding tax advantages are fully transferred to the lessee.

READ PART ONE HERE OR READ PART TWO HERE.
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DISCLAIMER

Watson Farley & Williams is a sector specialist international law firm with a focus on the energy, infrastructure and transport sectors. With offices in Athens,
Bangkok, Dubai, Dusseldorf, Frankfurt, Hamburg, Hanoi, Hong Kong, London, Madrid, Milan, Munich, New York, Paris, Rome, Seoul, Singapore, Sydney and Tokyo
our 700+ lawyers work as integrated teams to provide practical, commercially focussed advice to our clients around the world.

All references to ‘Watson Farley & Williams’, ‘WFW’ and ‘the firm’ in this document mean Watson Farley & Williams LLP and/or its affiliated entities. Any reference
to a ‘partner’ means a member of Watson Farley & Williams LLP, or a member, partner, employee or consultant with equivalent standing and qualification in WFW
Affiliated Entities. A list of members of Watson Farley & Williams LLP and their professional qualifications is open to inspection on request.

Watson Farley & Williams LLP is a limited liability partnership registered in England and Wales with registered number OC312252. It is authorised and regulated by
the Solicitors Regulation Authority and its members are solicitors or registered foreign lawyers.

The information provided in this publication (the “Information”) is for general and illustrative purposes only and it is not intended to provide advice whether that
advice is financial, legal, accounting, tax or any other type of advice, and should not be relied upon in that regard. While every reasonable effort is made to ensure
that the Information provided is accurate at the time of publication, no representation or warranty, express or implied, is made as to the accuracy, timeliness,
completeness, validity or currency of the Information and WFW assume no responsibility to you or any third party for the consequences of any errors or omissions.
To the maximum extent permitted by law, WFW shall not be liable for indirect or consequential loss or damage, including without limitation any loss or damage
whatsoever arising from any use of this publication or the Information.

This publication constitutes attorney advertising.
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