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"The German

shipping industry

can look back at
almost 20 years of
successful operations
under the regime in
a globally
competitive tax

environment."

The German tonnage tax regime offers shipping companies fixed and low taxation on
the profits from their international operations. It was implemented into German tax
law as of 1st January 1999. According to the preamble of the introductory act it was
intended to maintain and secure jobs in the German maritime sector. Today, the
German shipping industry can look back at almost 20 years of successful operations

under the regime in a globally competitive tax environment.

Technically, tonnage tax is not a tax itself. Rather, the term “tonnage tax” describes a
calculation method to determine a deemed taxable profit based on the capacity and
operating days of an eligible vessel. This calculation method replaces the general

determination rules for taxable profits. The lump sum tax base is subject to ordinary

income taxation in Germany with corporate or individual income tax and trade tax.

This briefing provides an overview on the key aspects of the German tonnage tax system.

CHARACTERISTICS OF THE REGIME

Under the tonnage tax regime, businesses and individuals with seagoing vessels can elect to be taxed on the basis of a deemed

profit related to the ship’s tonnage instead of its actual operating results. The basis for the calculation of the deemed profit is an

amount per net ton and the operating day of the ship in international traffic. Under the German tonnage tax system, taxable

profit is fixed at a specified amount which is usually much lower than the average profit calculated on the basis of the regular

rules of profit determination. All profits, including capital gains from the disposal of the vessel as well as losses from the shipping

business, are covered by this lump sum profit. Effectively, the lump sum allows a company to enjoy near tax-free income from its

shipping business.

The lump sum is calculated on the basis of the net tonnage (Nettoraumzahl) and the actual days of operation. The valuation

factor for net tonnage decreases in four stages:

€0.92 per 100 net tons up to 1,000 net tonnage

plus: €0.69 per 100 net tons between 1,000 and 10,000 net tonnage
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plus: €0.46 per 100 net tons between 10,000 and 25,000 net tonnage

plus: €0.23 per 100 net tons for more than 25,000 net tonnage

The total of the valuation based on net tonnage has to be multiplied by the number of operational days to calculate the tax base.
Said result is subject to ordinary income taxation and trade tax. Currently, the applicable income tax rates for individuals are
between 14% to 45%, while for corporations a fixed rate of 15% applies. A 5.5% solidarity surcharge is levied in addition on the
effective income tax amount. Furthermore, a shipping business is subject to trade tax with local tax rates varying between 7%
and 18%.

For example, a container vessel with a capacity of 6,500 TEU and a net tonnage of 45,000 tons is taxed for 365 operating days on
the basis of a deemed profit in the amount of €65k. The tax burden for a corporation on such profit amounts to (with an

approximately 30% total tax rate) €20k pa.

REQUIREMENTS

In order to qualify for the German tonnage tax system the following requirements must be fulfilled:

o operation of merchant ships in international traffic (see (a) below);
e qualifying presence in Germany (see (b) below); and

e irrevocable application (see (c) below).
(a) Operation of merchant ships in international traffic

Merchant ships are operated in international traffic, if owned or chartered (self- equipped) seagoing vessels fulfil the registration
and the transportation requirements. This means that the vessels are required to be predominantly registered during the
business year in a German ship register although it is not necessary to fly the German flag or a flag of a European Union Member
State. Furthermore it is mandatory that such vessels are used in this business year for transportation of goods or passengers
with or between foreign ports, within foreign ports or between a foreign port and the high seas during more than half of their
total operating time. Other qualifying ship types are vessels used for towage, salvage or exploration of natural resources. For

cruise ships an individual tax ruling is recommended.
(b) Qualifying presence in Germany

The requirements for a qualifying presence in Germany are that the effective place of management of a shipping company be
located in Germany and that said shipping company has to undertake almost all of the strategic, personal, technical and

commercial ship management services from Germany.

(c) Irrevocable application
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Switching to the German tonnage tax system is optional, though the application is irrevocable. The application has to be filed in
the business year during which the ship was built or bought (commissioning), with effect from the beginning of the respective
business year and including any related profits from previous years. Election is binding for a period of ten years. Operational

losses can neither be set off nor carried forward.

OPERATIONAL ASPECTS

"Switching to the
An operating fleet of vessels under the tonnage tax regime can be expanded by German tonnage tax

vessels chartered in from another ship owner. In cases where the chartered vessels system is optional,
are not registered in Germany, a specified proportion of foreign registered to fhough the

German registered vessels must not be exceeded. The law explicitly expands the qpplicqﬁon is

tonnage tax regime to vessels provided on time charter in cases where the above irrevocable.

mentioned requirements are met and ship management is performed by a charterer
in Germany. However, income from bareboat charters out does not qualify for the

tonnage tax regime.

According to recent case law, an intention to operate the vessel on a long term basis is required in order to benefit from the
tonnage tax system. In cases where a qualifying vessel is sold within the first year following acquisition, such a long-term

perspective is denied unless the taxpayer is able to show that they had a long-term perspective when acquiring the vessel.

EUROPEAN PERSPECTIVE

The German tonnage tax regime is based on the European guidelines for state aid to maritime transport. It has been approved
by the European Commission in accordance with the state aid provisions of the Treaty on the Functioning of the European Union
(TFEU).

Many other members of the European Union have established similar regimes to support their domestic shipping industries. This

fact underlines the common view that the German tonnage tax system will remain available for — at least — the next 20 years.

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.
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This publication constitutes attorney advertising.
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