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Hong Kong Tax Newsflash
Proposed tax concessions for shipping-
related activities
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A new tax concession for maritime businesses will be introduced into the
Legislative Council next week. The Inland Revenue (Amendment) (Tax
Concessions for Certain Shipping-Related Activities) Bill 2022 (the Bill)
seeks to give profits tax concessions to certain ship agents?, ship
managers? and ship brokers? (collectively "shipping commercial
principals").

Key features of the proposed tax concession regime
The Bill proposes that, subject to conditions, the profits derived by a

qualifying shipping commercial principal from carrying out a qualifying
activity in Hong Kong will be subject to:



e profits tax rate at 8.25%;

e if the qualifying activity is carried out for an associated ship
lessor / ship leasing manager, which is entitled to a
concessionary tax rate of 0%* or 8.25%>, the same concessionary
tax rate (i.e. 0% or 8.25%) applies to the qualifying shipping
commercial principal;

e f the qualifying activity is carried out for an associated ship
operator / ship owner, whose income are exempt from tax®, the
same income exemption applies to the qualifying shipping
commercial principal.

A written election for the tax concession is required. Once the election is
made, it is irrevocable.

A qualifying shipping commercial principal is required to exercise central
management and control in Hong Kong. It should be a standalone
corporate entity solely carrying out qualifying activities or satisfying the
safe harbour rule (i.e. the percentage of profits and assets related to
qualifying activities should not be lower than 75% of its aggregate profits
and assets).

A ship agency, ship management or ship broking activity carried out by a
qualifying shipping commercial principal is a qualifying activity if the
activity is carried out in the ordinary course of the principal’s business
carried on in Hong Kong.

A qualifying shipping commercial principal is required to carry out core
income generating activities in Hong Kong. The proposed minimum
requirements of employee and operating expenditure are as follows:

Number of full-time qualified Annual operating expenditure
employees in Hong Kong in Hong Kong
Not less than 1 Not less than HKD 1 million

e Any business transactions between a qualifying shipping commercial
principal and its associated party must be on an arm's length basis.

e [f the main purpose, or one of the main purposes, of the
arrangement is to obtain a tax benefit for profits tax or under a tax
treaty, the profits tax concession will be denied.

e Tax deduction for service fee paid by a payer to its connected
qualifying shipping commercial principal subject to the preferential
tax treatment would be reduced so that no overall tax benefit can be
obtained.



Subject to the enactment of the legislation, the proposed tax
concessions will apply to sums received or accrued on or after 1 April
2022.

Our comments

With a view to consolidating Hong Kong's position as an international
maritime centre, the Government has spared no efforts in formulating
strategies to facilitate business operations of the maritime industry in
recent years. Ship-owners, ship operators, ship leasing businesses and
marine insurance businesses can enjoy favourable tax treatments in
Hong Kong under the current tax law. The introduction of the above Bill
expands the scope of the tax concessions and provides a more
comprehensive concessionary tax regime for the maritime sector. We
believe the proposed tax concessions would enhance Hong Kong's
competitiveness in attracting more maritime enterprises to establish a
presence and develop high end maritime services in Hong Kong, and
foster Hong Kong's position as a leading international maritime centre.

1 Ship agents refer to parties who represent ship owners, charterers or ship lessors at ports to
facilitate efficient port calls of ships. Typical ship agency services include handling cargo
operation matters with the port, seeking clearance for ships from relevant authorities and
provision of port and husbandry services.

2Ship managers provide management services for a ship to render it fit and safe for operation
and voyage. Such services usually relate to the management of technical, crew and commercial
aspects of a vessel, as well as its insurance arrangements.

3 Ship brokers act on the interests of different ship users including but not limited to ship owners,
charterers, ship lessors, prospective ship buyers or lessees to facilitate the conclusion of business
deals relating to a ship among different ship users.

4 Qualifying ship lessors and ship leasing managers can enjoy concessionary tax rate of 0% on
profits derived from qualifying ship leasing activities (include operating lease (head lease and
sub-lease) and funding lease exceeding 1 year) / qualifying ship leasing management activities to
associated qualifying ship lessors under sections 14P(1) and 14T(1) of the Inland Revenue
Ordinance (IRO).

5 Qualifying ship leasing managers can enjoy concessionary tax rate of 8.25% on profits derived
from qualifying ship leasing management activities to non-associated qualifying ship lessors

under section 14T(1) of the IRO.

6 Certain shipping income are exempt or excluded from tax under section 23B of the IRO.

Tax Newsflash is published for the clients and professionals of Deloitte Touche Tohmatsu.
The contents are of a general nature only. Readers are advised to consult their tax advisors
before acting on any information contained in this newsletter.
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