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The French Finance Act for 2022 amended Article 39 decies C of the French Tax Code, which
promotes energy transition in the maritime transport sector. As of 1 January 2020, shipowners and
lessors may apply an exceptional tax depreciation when acquiring equipment using decarbonised

energy for the main or auxiliary propulsion of a vessel.

1 EXTENSION OF THE SCOPE

"The French Finance
Act for 2022 extends
the scope of

1.1 New energies eligible for the main propulsion

French companies can, subject to satisfying certain conditions, deduct from their

equipment eligible

. . taxable basis an amount equal to:
for the application of

the 105% exceptional
tax depreciation.”

e 125% of the additional costs accounted for as assets on their balance sheet

(excluding financial costs) which are directly linked to the installation of new

equipment, using hydrogen or any other decarbonised propulsion as the primary
propulsive energy for (i) ships carrying goods or persons or (ii) the production of

electrical energy used for main propulsion; and

e 105% of the additional costs accounted for as assets on their balance sheet (excluding financial costs) which are directly

linked to the installation of new equipment using liquefied natural gas (LNG) as the main propulsive energy as per above.

The additional costs accounted for as assets as mentioned above are equal to the difference between (i) the historical value
(excluding financial costs) of such new equipment and (ii) the historical value (excluding financial costs) of similar equipment
using heavy fuel oil or marine diesel as the main propulsive energy for a vessel, or (iii) as required to comply with EU law (as the

case may be).

The French Finance Act for 2022 extends the scope of equipment eligible for the application of the 105% exceptional tax
depreciation to equipment allowing the use of liquefied petroleum gas, compressed natural gas, ammonia, methanol, ethanol or
dimethyl ether as a vessel’s main propulsion energy. This measure applies to contracts for the acquisition of equipment or the
construction of vessels concluded from 1 January 2022 to 31 December 2024. It also applies to new equipment leased under a

financial lease contract (French “crédit-bail” or “location avec option d’achat”) concluded during this same period.
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1.2 Increase of depreciation right for eligible auxiliary propulsion equipment
In addition to the exceptional tax depreciation mentioned above, companies can also deduct:

o 85% of the additional costs accounted for as assets on their balance sheet (excluding financial costs) which are directly linked
to the installation of new equipment for the treatment of sulphur dioxide, nitrogen oxide, and fine particles included in

exhaust gas; and

e 20% of the historical value of equipment (excluding financial costs) acquired to be installed on an operating ship and used for

the supply of electricity during stops by the onshore network or by means of auxiliary engines using LNG.

According to the French Finance Act for 2022, equipment enabling to complete the main propulsion of the ship by a
decarbonised propulsion system is entitled to an exceptional tax depreciation of 85% of their original value (previously 20%).
This measure applies to equipment acquired from 1 January 2022 until 31 December 2024. It also applies to new equipment

leased under a financial lease contract concluded during this same period.

1.3 Simplification of the conditions of eligibility

Prior to French Finance Act for 2022, only vessels flying the flag of an EU country or

n Equipmenf enab|ing of the European Economic Area and which fulfilled one of the following conditions

to complete the main could benefit from the exceptional tax depreciation:

propulsion of the

e 30%+ of stops on any given journey being in French ports; or

ship by a
decarbonised o 30%+ of total navigation time on any given journey being in the French exclusive
propulsion system is economic zone.

entitled to an

exceptional tax The above two conditions have now been removed by the French Finance Act for
depreciaﬁon of 85% 2022. However, the requirement relating to a vessel’s flag remains applicable.

of their original

value." 2 NEW CAPS

The French Finance Act for 2022 provides two caps on additional costs eligible for

the exceptional tax depreciation, that are assessed independently:

e acap of €15m per ship on additional costs benefiting from the 105% exceptional tax depreciation mentioned above; and

e acap of €10m per ship on additional costs benefiting from the 85% exceptional tax depreciation mentioned above. The
historical value of equipment newly benefiting from the exceptional tax depreciation at this rate (equipment acquired to

complete the main propulsion of the ship by a decarbonised propulsion) is also included in the cap.

3 SIMPLIFICATION OF THE CONDITIONS FOR THE APPLICATION TO LESSORS
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Prior to the French Finance Act for 2022, for equipment covered by a financial lease contract, tax depreciation could be made by
the leasing company. The lessor could also benefit from the regime provided that (i) the benefits of the exceptional tax
depreciation were passed on in full to the lessee in the form of rent reductions granted at the same time and at the same rate as

the depreciation was made and (ii) the lessee did not benefit from the exceptional tax depreciation.

The French Finance Act for 2022 removes this second condition which is replaced by the condition that the lessee elects for the
French tonnage tax, which still has the consequence of excluding the ability for the lessee to use the exceptional depreciation.

The condition that the lessor pass on the benefits to the lessee by means of rent reductions is maintained.

4 APPLICATION PERIOD

Initially scheduled to end on 31 December 2022, this regime has been extended by two years by the French Finance Act for 2022
until 31 December 2024.
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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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