
"Wi t h  ba c k i ng  f rom
t he  n ew  US
adm in i s t ra t i o n  and
t h e  G7  na t i o n s ,
amb i t i o u s  p ropo sa l s
f rom  t h e  OECD  t o
re s t r u c t u re  t h e
s y s t em  o f  g l oba l
t a xa t i o n  o f
mu l t i na t i o na l
compan i e s  a re
ga i n i ng  rea l
momen t um .  The
p ropo sa l s  may  e v en
ga i n  po l i t i c a l
app ro va l  i n  J une
2021 .  "

A  G L O B A L  M I N I M U M  TA X
R AT E  –  H O W  S P E C I A L  I S
S H I P P I N G  ( A N D  D O E S
A N Y O N E  C A R E ) ?
1 JUNE 2021 ARTICLE

Proposals  for  g lobal  tax re form have the potent ia l  to  undermine the tax pol ic ies  appl ied to

shipping.

The OECD, with increasing support from the G7, plans radical reform of taxa�on of
large mul�-na�onal companies;

The introduc�on of a “global minimum tax rate” seeks to prevent tax compe��on
between states and the shi�ing of profits to low-tax jurisdic�ons;

Its applica�on to shipping would undercut the policies behind tonnage tax systems;
and

Shipping has sought, but has not yet been granted, an industry exemp�on from the
rules.

In 2012, the UK Government sought to simplify its complicated VAT rules and

proposed the withdrawal of a hard to explain exemp�on for freshly baked takeaway

food.

A tax with fewer exemp�ons is simpler, easier to apply and less likely to leave groups

feeling unfairly treated. And we all want a tax system which is simple, easy to apply

and gives everyone the impression it is fair.

That par�cular tax change never made it off the ground, mainly because of a media

backlash against a perceived right to eat cheaper takeaway food.

Currently, the shipping industry finds itself in the same posi�on as Bri�sh pie makers and keen to gain an exemp�on from a

change in tax rules. But will it get the same result?

HOW IS  THE  SH IPP ING INDUSTRY TAXED TODAY?

During the 1920s, the UK and US promoted the idea of shipping companies being taxed only in their jurisdic�on of residence.
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"Sh i pp i ng  ha s  a s ked
f o r,  b u t  ha s  no t  y e t
b een  g ran t ed ,  an
i ndu s t r y  e xemp t i on
f rom  t h e  g l oba l
m i n imum  e f f e c t i v e
t a x  ra t e . "

Ships, then and now, can transport goods and people around the world without triggering corporate tax charges in their ports of

call (there may, of course, be freight taxes and port charges) with the shipping company’s home state retaining the right to tax

profits.

Shipping companies then discovered flags of convenience and offshore jurisdic�ons which were prepared to forgo their right as

the home state to impose corporate taxa�on.

More recently, EU tonnage tax regimes and similar shipping tax incen�ve regimes in Singapore and Hong Kong have used tax to

compete with the various offshore centres. In exchange for carrying out a sufficient level of economic and onshore mari�me

management ac�vity in their jurisdic�on, countries with high corporate tax rates are prepared to effec�vely give up their home

state taxing right.

While not true of every shipping company, for many in the industry there is no corporate tax in the places where their services

are provided and limited taxa�on in their home states.

SHIPP ING CYCLES  –  A  MESSY EFFECT IVE  TAX RATE
CALCULAT ION

Tonnage tax systems replace the actual income and expenses of a shipping business

with a deemed daily profit based on the tonnage of ships that are operated in that

business. On the whole, tonnage tax rules work by subjec�ng this low daily profit

figure to a country’s standard tax rate.

No tax relief is given for the large sums spent on ships, fuel, offices and people, and

no tax deduc�ons are available for the interest costs incurred in financing

opera�ons.

Tonnage tax creates a predictable, consistent and usually low tax expense. If you know the tonnage of a ship, you can work out

the corporate tax bill it will generate, fairly accurately, over a ten-year period.

An “effec�ve tax rate” compares a company’s profits for a period with the tax bill it actually paid, so when a tonnage tax

company is very profitable in any given year its effec�ve tax rate is likely to be very low.

But how many shipping companies are profitable each and every year over a ten-year cycle?

In a year where profits are low, or losses are high, the corporate tax bill remains the same as in the best of years. So, an effec�ve

tax rate assessed over a longer period, and especially over the course of one or two turns of the shipping cycle, may end up

being much higher.

Over a longer period, once you combine the impact of losses, deprecia�on for the costs of buying ships and tax deduc�ons for

the costs of financing and opera�ng ships, the difference in the effec�ve tax rates of a company opera�ng within the mainstream

corporate tax rules and a tonnage tax company in the same jurisdic�on is likely small.
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" I f  app l i ed  t o
s h i pp i ng ,  t h e  p l an s
wou l d  c u t  t h rough
c l o s e  t o  a  hund red
yea r s  o f  t a x  po l i c y . "

A GLOBAL  MINIMUM EFFECT IVE  TAX RATE?

With backing from the new US administra�on and the G7 na�ons, ambi�ous

proposals from the OECD to restructure the system of global taxa�on of

mul�na�onal companies are gaining real momentum. The proposals may even gain

poli�cal approval this month, in June 2021.

The complexity of the task should not be underes�mated and the number of

countries who will need to agree on the measures means many challenges lie ahead.

On the other hand, complex tax rules are not new; there is a global need for countries to generate larger tax receipts and the

idea of having very large mul�na�onals pay more tax is poli�cally a�rac�ve to most people.

Shipping seems likely to be le� out of one limb of the new proposals, which is aimed primarily at online businesses and seeks to

have companies pay a propor�on of their tax bills in the jurisdic�ons where their customers are based.

The other limb of the proposals is the imposi�on of a new global minimum effec�ve tax rate that would apply to groups with

annual gross revenues in excess of US$750m. A tax rate has not been agreed upon but a minimum figure of 15% has been

proposed.

The idea is to render pointless as a tax planning technique a�empts to shi� group profits into low tax jurisdic�ons. Accordingly,

countries will be prevented from using their own tax systems to a�ract investment. The tax advantage of basing your sales office

in Ireland with its 12.5% corporate tax rate is par�ally lost if the parent company must top up their own corporate tax bill such

that those profits arising in Ireland are eventually taxed at an effec�ve tax rate of 15%.

Shipping has asked for, but has not yet been granted, an industry exemp�on from the global minimum effec�ve tax rate.

It is understood that Germany, among others, is reluctant to risk damaging the integrity of the new tax system by gran�ng

individual industry exemp�ons. There may be a queue of other industries asking for similar treatment if one is singled out for

special treatment, and feelings of unfairness for those le� in the new system or for jurisdic�ons which do not have large

mari�me clusters.

If applied to shipping, the plans would cut through close to a hundred years of tax policy. Profits would no longer be subject to

tax only in the place of effec�ve management of a shipping company. No longer could countries use their tax systems to support

their ambi�ons to be “mari�me na�ons”, develop their own mari�me clusters, bolster their ship registries, build up mari�me

exper�se across a range of services and train a steady stream of new recruits for their mari�me industry.

That the rules will be horrendously complicated to apply (and that this complexity is almost bound to generate unexpected

opportuni�es for those seeking a compe��ve tax advantage) will not work to gain shipping an exemp�on, because the rules will

be complicated for everyone who has to apply them.
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"G i v en  t h e  wo r l d
need s  s h i pp i ng ,  and
need s  i t  t o  i n v e s t
h ea v i l y  i n  imp ro v i ng
i t s  e n v i ronmen t a l
impac t ,  now  s e ems
an  un f o r t u na t e  t ime
t o  t h row  comp l ex  t a x
r u l e s  i n t o  t h e  m i x . "

But shipping has very strong economic, social and environmental arguments as to

why it is not an industry that needs these tax avoidance rules applied to it – the

OECD, EU and G7 all seem to agree that tonnage tax systems are helpful and are to

be encouraged, rather than being unacceptable, harmful tax prac�ces. Tax havens

can be dealt with by economic substance rules.

WILL  SH IPP ING GAIN AN EXEMPT ION?

Given the world needs shipping, and needs it to invest heavily in improving its

environmental impact, now seems an unfortunate �me to throw complex tax rules

into the mix that will generate fluctua�ng and unpredictable tax bills for shipping

groups; especially when, over �me, these new rules seem unlikely to actually

generate any more tax payments from the industry.

The shipping industry may well find itself swept along with these plans for the perceived sake of the greater good of the

integrity, simplicity and sense of fairness of this massive global tax reform.

However, for the shipping industry, the measures seem unnecessary (in that they will not generate greater tax revenues),

unhelpful (in that they will detract from essen�al investment) and detrimental to those coastal na�ons that have posi�oned

themselves as mari�me centres.
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The informa�on provided in this publica�on (the “Informa�on”) is for general and illustra�ve purposes only and it is not intended to provide advice whether that
advice is financial, legal, accoun�ng, 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 Informa�on provided is accurate at the �me of publica�on, no representa�on or warranty, express or implied, is made as to the accuracy, �meliness,
completeness, validity or currency of the Informa�on and WFW assume no responsibility to you or any third party for the consequences of any errors or omissions.
To the maximum extent permi�ed by law, WFW shall not be liable for indirect or consequen�al loss or damage, including without limita�on any loss or damage
whatsoever arising from any use of this publica�on or the Informa�on.

This publica�on cons�tutes a�orney adver�sing.
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