WATSON FARLEY & WILLIAMS

UK TONNAGE TAX -
BREXIT: ONE LESS
PROBLEM TO SOLVE

27 MARCH 2019 e ARTICLE

With near perfect timing, the administrators of UK tonnage tax have cleverly and conveniently solved one potential Brexit
problem - the tonnage tax flagging rules which can require new ships to be registered on an EU or EEA flag are not to apply

for the next financial year.

This move solves a potential Brexit headache. Without another legislative change, the UK’s tonnage tax rules could, oddly, have
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required new ships entering the regime to fly an EU or EEA flag which, in a “no deal” scenario would have excluded the UK flag

from our own flagging rules.

The HMRC tonnage tax team were aware of this Brexit-oddity and had other plans to solve it if needed. The announcement that
the percentage of the tonnage tax fleet that is “community-flagged” has not decreased, such that the flagging rules can be

disapplied for the coming year, happily side-steps that issue, for now.

Many UK shipping companies have covenants in their financing documents, or even financing structures, such as Spanish leases,
which require their vessels to fly an EU flag and so have already taken pre-emptive action to move vessels from the UK register

and have them re-registered elsewhere in the EU (with the Cyprus register a popular destination).

Whilst Brexit uncertainty is clearly unhelpful to shipping businesses, UK tonnage tax should survive whatever Brexit-outcome
materialises. HMRC, the Government and the shipping industry are all keen to ensure its continued success and there is an

ongoing dialogue to explore ways to both safeguard and improve the regime.

Our “short guide to UK tonnage tax” can be found_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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