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Foreword
This is the fourth offering in our sectorial 
series that began last year – reports on 
“E-commerce”, “Construction and real estate” 
and “Pharmaceutical” being the first three. The 
implementation of Goods and Services Tax (GST) 
has impacted a wide range of sectors and this 
report seeks to evaluate its impact on the shipping 
sector. The report looks at tax issues bedevilling 
the shipping industry and possible policy measures 
for capitalizing on the opportunities created by the 
GST induced one tax, one market.

One of the key objectives of this report is to identify 
the tax pain points in the shipping industry which 
can be taken up with the government for redressal. 
We hope that this report will trigger collective 
brainstorming on the problems of this sector. 

This report, like the previous ones, owes a lot to the 
dedicated research efforts and the valuable inputs 
provided by the Knowledge and Solutions team for 
Indirect Taxes headed by Nilesh Vasa. The inputs 
provided by Samir Kanabar, Partner, Business Tax 
Advisory, and his team have also been very useful. 
Thanks are also due to the contributions made 
by Deepraj Pathak from the Tax and Economic 
Policy Team. Finally, a special thanks to Mr. Ravi 
Vaidhyanathan from the Indian National Shipowners 
Association for his insightful inputs.

V S Krishnan
National Leader, Tax and Economic 
Policy, EY India
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Understanding  
the shipping 
industry

This sectorial paper will discuss ship building, ship 
breaking and freight, with more focus on the latter. 

01

Shipping is a global industry whose prospects are 
intricately linked to the world economy. The economy 
has a direct impact on the industrial activity, which in 
turn impacts the demand for the raw materials. This 
effects the imports/exports and as a consequence, 
impacts the shipping industry for being the primary 
form of international transportation. As a result of 
such complexities of demand, this industry is cyclical 
in nature and therefore the freight rates generally tend 
to be highly volatile.

Shipping is a conglomerate of various industries 
covering both goods and services. Indian shipping 
industry can broadly be classified into two segments:

a.  Goods segment – Ship building and ship breaking

b.  Service segment – Logistics (freight, etc.), coastal 
shipping services (freight), port services and ship 
repair services

Goods Stream

Shipping Segment

Ship Building Coastal Shipping
Ship Breaking Port Services

Ship Repair
Inland Waterways

Shipping Business

Services Stream
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1 https://www.ibef.org/industry/ports-india-shipping.aspx
2 https://www.ibef.org/industry/ports-india-shipping.aspx
3 IBEF Ports report March 2018

Indian context 

India is the 16th largest maritime country in the world, 
with a coastline of about 7,517km which gives a huge 
advantage to the Indian shipping industry. Most cargo 
ships that sail between East Asia and America, Europe 
and Africa pass through the Indian territorial waters1.

India has 12 major and 200 notified minor and 
intermediate ports. The Indian government has 
encouraged the shipping industry through various 
measures. Up to 100% foreign direct investment 
(FDI) under the automatic route is allowed for port 
and harbor construction and maintenance projects. 
Enterprises engaged in developing, maintaining and 
operating ports, inland waterways and inland ports 
can enjoy a 10-year tax holiday2. The government 
has also initiated National Maritime Development 
Programme (NMDP) to develop the maritime sector 

along with a planned outlay of US$11.8 billion. The 
total investment in Indian ports is expected to reach 
US$43.03 billion by 20203.

Objectives of the Indian shipping  
sector

The broad objectives are:

(i)   Encouraging the coastal movement for 
transportation of raw materials and consumer 
goods like cars, electronic items to leverage the 
lower cost of transportation by ships as compared 
to other modes like rail or road

(ii)   Ensuring a greater connectivity between coastal 
shipping and inland water ways to exploit the 
opportunities of a large common market provided 
by the GST
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(iii)  Building a robust domestic ship building industry 
covering both commercial and defense vessels

(iv)  Creating a strong ship repair industry to support 
the domestic ship building and service the foreign 
ships coming into India

Employment opportunities

Maritime Agenda, has set a target for the decade 
2010-20 to generate additional employment for 
2.5 million persons (0.5 million direct and 2 million 
indirect) by 2020 in the core shipbuilding as well as the 
ancillary and supporting industry sector. The Sagarmala 
consultants have estimated that the projects proposed 
as part of the National Perspective Plan (NPA), April 
2016, will create approximately 10 million new jobs, 
including four million direct jobs in the next 10 years. 

As per the Statistics of India’s Ship Building and 
Ship Repair Industry 2014-15, the total number of 
employees under the eight public sector shipyards were 
18,568 and that in 15 private sector shipyards was 
13,053 as on 31 March 2015. 

As per the basic Port Statistics of India 2013-14 (as on 
31 March 2014), there are 41,322 employees in the 
major ports, 3,521 in dock labor board of major ports 
and 6,027 in non-major ports.

A strong merchant fleet can be built based on 
acquisition and registration under the Indian flag. This 
will be preferable than a “built and flag” model, which is 
capital intensive and has a cheaper cost of acquisition. 
In this approach, the appropriate model is on the civil 

aviation side, where instead of building aircrafts in India 
domestically, the acquisition route is adopted.

Ship building

Ship building is a capital intensive industry. Harbors with 
large spaces are ideally suited for this industry. 

At present, there are four main centers of ship building 
industry at Vishakhapatnam, Kolkata, Kochi and 
Mumbai, all in the public sector.4

Freight

Transport by water is cheaper than air travel and it 
is the only option for transporting huge volumes of 
raw materials such as iron ore and oil. Although the 
importance of sea travel for passengers has decreased 
due to aviation, it is still popular for pleasure cruises and 
short trips.  

India’s strategic location flanking the important global 
shipping routes along with a long coastline, makes it a 
major maritime nation. 

As on 31 December 2017, 443 Indian registered 
vessels of 10.885 million gross registered tonnage 
(GRT) were deployed on overseas trade. Among the 443 
vessels for overseas trade, the maximum number (146) 
were over 20 years old with GRT of 3.09 million tons.

A relatively minor proportion of India’s cargo is 
transported via its network of inland waterways as the 
volume of freight carried by this means is dwarfed by 

4 EXIM report 2010
5 Indian Shipping Statistics 2017 by Ministry of Shipping
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road and rail freight volumes. India has 14,500km of 
navigable waterways. Of these, 5,200km are on major 
rivers and 485km are on canals suitable for mechanized 
vehicles6.

Given the relatively large size of India’s inland waterway 
network, it constitutes a minute proportion of total 
inland freight traffic. The total cargo moved by inland 
waterways is under 0.1% of the total inland traffic in 
India, compared to the corresponding figures of 20% 
for Germany and 32% for Bangladesh. The organized 
transportation of cargo is confined to a few waterways 
in Goa, West Bengal, Assam and Kerala. Expansion 
of the use of inland waterways could provide a viable 
alternative to congested roads and limited rail density in 
the long term.7

Ship breaking8 

Ship breaking or ship demolition is a type of ship 
disposal involving the breaking up of ships as a source 
of parts. Most modern ships have a lifespan of 25 years 
before corrosion, metal fatigue and lack of parts render 
them uneconomical to run. The various dismantled 
parts can be sold for re-use, or for the extraction of raw 
materials, mainly scrap. 

Ship breaking allows the materials from the ship, 
especially steel, to be recycled and made into new 
products. The recycled steel covers 10% of India’s steel 
requirements thus lowering the demand for mined iron 
ore and reducing the energy required in the steelmaking 
process. The equipment on board the vessel is also 
reused.

6 https://en.wikipedia.org/wiki/Inland_waterways_of_India
7 https://en.wikipedia.org/wiki/Transport_in_India
8 http://www.downtoearth.org.in/news/south-asia-worlds-ship-scrapping-yard--40995
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A) Ship building9 

As per UNCTAD report, only three countries, the 
Republic of Korea, China and Japan – constructed 92% of 
world gross tonnage in 2016. China accounts for 36% of 
global shipbuilding activity followed by Korea and Japan 
accounting for 34.4% and 20%, respectively10.

China continued to have its largest shares in dry bulk 
carriers and general cargo ships; the Republic of Korea 
was strongest in container ships, gas carriers and oil 
tankers; and Japan mostly built oil tankers and dry bulk 
carriers. All the other countries combined constructed 
6.5% of gross tonnage in 2016, mostly specializing in 
ferries, cruise and other passenger ships, as well as some 
offshore vessels11. 

In August 1947, before independence, the Indian 
shipping tonnage stood at 0.19 million GRT, consisting 
of 48 coastal ships of 0.12 million GRT and 11 overseas 
vessels with 0.07 million GRT. Since independence 

the Indian shipping tonnage has grown tremendously 
with the Indian merchant fleet strength standing at 
1371 vessels with 12.35 million GRT in December 
2017 representing 65 times increase in GRT since 
independence. 

India had a fleet strength of more than 1600 vessels 
with 17.31 million DWT (dead weight tonnage) carrying 
capacity as per the data released by UNCTAD report 
2017.

Out of the 1371 vessels registered as on 31 December 
2017, 928 vessels (68%) with 1.47 million GRT were 
engaged in coastal trade and the remaining 443 
vessels (32%) with 10.88 million GRT were deployed for 
overseas trade. Thus, the tonnage deployed for overseas 
trade was 88.1% of Indian GRT in contrast to 11.9% of 
the tonnage deployed for coastal trade.

The Shipping Corporation of India (SCI) is a public limited 
company that owns and operates around one-third of the 
Indian tonnage.

9 Indian shipping statistics_ MINISTRY OF SHIPPING
10 Review of Maritime Transport 2017 by UNCTAD
11 Review of Maritime Transport 2017 by UNCTAD

Growth statistics
02
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B) Ocean freight12

There has been an ongoing focus by the government 
on the infrastructure development and capacity 
enhancement of the ports. Over the years, the cargo 
handling capacity of the major ports has been growing 
steadily as under:

(In MTPA)

Year Capacity

2012-13 744.91

2013-14 800.52

2014-15 871.34

2015-16 965.36

2016-17 1065.83

Traffic handled at the major ports has also been 
increasing as shown in the table below:

(In MMT)

Year Capacity

2012-13 545.79

2013-14 555.49

2014-15 581.34

2015-16 606.37

2016-17 648.40

2017-18
(up to November 2017)

439.66

Cargo traffic at major ports in India

Statistics13 

•  In FY17, cargo capacity in India is estimated to have 
increased to 2,493.1 MMT from 1,806.8 MMT in 
FY15. The Maritime Agenda 2010-20 has a 2020 
target of 3,130 MMT of port capacity 

•  By FY17, cargo capacity at 12 major ports grew to 
1,065 MMT in FY17, from 965.36 in FY16 implying a 
CAGR of 10.32%. As of December 2017, major ports 
had a capacity of 1,359 MMT 

•  The average turnaround time of major ports improved 
to 3.44 days in FY17 from 4.01 days in FY15 
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12 Ministry of Shipping 2017- Year of Consolidation Press Information Bureau 20-December-2017
13 IBEF Report on PORTS March 2018

•  In FY17, 12 major ports in India handled 647.43 
million tons of cargo, showing a CAGR of 2.5%  
FY08-17  

•  In FY18*, major ports in India have handled 616.62 
MMT of cargo traffic
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•  India’s 200 non-major ports are strategically located 
on the world’s shipping routes. 

•  During FY17 major and non-major ports handled a 
total throughput of around 1,133.09 million tons 
(MMT), an increase of 5.7% from FY16.  

MMT – Million Metric Tons, CAGR – Compound Annual 
Growth Rate, FY – Indian financial year (April–March), 
E – Estimates, T – Target 

*Till February 2018

C) Ship breaking
India, Bangladesh, Pakistan and China together 
accounted for 95% of ship scrapping in 201614. 
UNCTAD data confirms a continued trend of industry 
consolidation, where different countries specialize 
in different maritime subsectors. It also confirms the 
growing participation of developing countries in many 
maritime sectors. 

For the fifth consecutive year, world fleet growth has 
been decelerating. The commercial shipping fleet 
grew by 3.15% in 2016, compared with 3.5% in 2015. 
Despite this further decline, the supply increased faster 
than the demand, leading to a continued situation of 
global overcapacity and downward pressure on freight 
rates.15

The ship breaking industry also provides a boost to 
other industries, such as re-rolling mills and suppliers 
of oxygen, liquefied petroleum gas (LPG), and scrap 

processors and traders involved in selling second-hand 
products such as furniture and fittings from ships. 

More than 90% of the ship dismantling in India is done 
at the Alang yard in Gujarat.  

D) Ship repair 
India has a substantial fleet of ships both in the 
commercial as well as defence sector. There are more 
than 2,000 Indian-owned vessels operating in Indian 
waters, which generate a resident demand for ship 
repair activities to take place locally in the Indian 
waters. However, most of the vessels used in the 
oceans go overseas for repair because of reasons such 
as delay in service delivery, cost overrun, difficulties in 
custom clearance for import of spares, geographical 
proximity, price competitiveness, etc.16

The estimated business potential for ship repair yard 
is close to INR4,000 crore in 2015, with oil tanker 
repair holding the largest revenue share. Indian ship 
repair yards may capture a higher share of market 
by improving in infrastructure and increasing ship 
repair yard capacity and its competitive performance. 
Excluding some of the niche markets such as gas 
carriers and highly-specialized defence vessels, Indian 
ship repair yards might cater to all types of ships 
owned and operated in the Indian waters.17

There exists an opportunity to create infrastructure 
for repairing large ships. This move might help ship 
repair companies in attracting businesses which 
otherwise go to the international yards due to lack 
of infrastructure in India and competitive pricing in 
China. The Indian Government is looking to change 
ship building perspective in India and develop India 
into a large shipbuilding as set out in Maritime Agenda 
2010-2020. The infrastructure would be developed 
by private sector and government would provide 
supportive policy measures.

India has inadequate infrastructural support services 
needed for ship repair. Most of the yards are small 
and cannot handle vessels beyond a particular size. 
Time delays and increase in cost overruns are other 
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14 Review of Maritime Transport 2017
15 Review of Maritime Transport 2017
16 From a study by Mantrana Maritime Advisory Pvt Ltd-     http://www.mantrana.in/Indian_Ship_repair.php
17 From a study by Mantrana Maritime Advisory Pvt Ltd-     http://www.mantrana.in/Indian_Ship_repair.php
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handicaps. The shipyard where ship owners are likely 
to send their ships for repairs primarily depends on the 
overall cost of repairs, though there are only few Indian 
yards engaged in any meaningful ship-repair activity. 
Some of the repair yards boast of the infrastructure 
required for undertaking ship repair in the form of repair 
berth, workshops, steel fabrication and replacement 
infrastructure, etc. 

Road ahead18

Increasing investments and cargo traffic point towards 
a healthy outlook for the Indian ports sector. Providers 
offering services such as operation and maintenance 
(O&M), pilotage and harboring and marine assets such 
as barges and dredgers are also benefiting from these 
investments.

The capacity addition at ports is expected to grow at a 
CAGR of 5%-6% till 2022, thereby adding 275-325 MT of 
capacity.

Under the Sagarmala program, the government has 
envisioned a total of 189 projects for modernization of 
ports involving an investment of INR1.42 trillion (US$22 
billion) by the year 2035.

The Ministry of Shipping has set a target capacity of 
over 3,130 MMT by 2020, which would be driven by 
participation from the private sector. Non-major ports 
are expected to generate over 50% of this capacity.

India’s cargo traffic handled by ports is expected to reach 
1,695 million metric tons by 2021-22, as against 643 
million in 2014-15, according to a report of the National 
Transport Development Policy Committee.

Within the ports sector, projects worth an investment of 
US$10 billion have been identified and will be awarded 
over the coming five years.

18 https://www.ibef.org/industry/ports-india-shipping.aspx
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Maritime transport is a critical infrastructure for 
the social and economic development of a country. 
It influences the pace, structure and pattern of 
development. The Ministry of Shipping encompasses 
within its fold shipping and ports sectors, which 
include shipbuilding and ship repair, major ports, 
national waterways and inland water transport. It has 
been entrusted with the responsibility to formulate 
policies and programs on these subjects and their 
implementation.

A comprehensive policy package is necessary to 
address the diverse issues the maritime transport 
sector is facing. The capacity of the ports in terms of 

Regulatory 
bodies

03

their berths and cargo handling equipment needs to be 
vastly improved to cater to the growing requirements 
of the overseas trade. There is a need to enable the 
shipping industry to carry higher shares of the sea-borne 
trade in indigenous bottoms.

Historically, investment in the transport sector, 
particularly in the ports, have been made by the state 
mainly because of the requirement of large volumes 
of resources, long gestation periods, uncertain returns 
and various externalities, both positive and negative, 
associated with this infrastructure. However, the 
galloping resource requirements and the concern for 
managerial efficiency and consumer responsiveness 
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19 http://shipmin.gov.in/index1.php?lang=1&level=0&linkid=19&lid=66
20  http://shipmin.gov.in/writereaddata/l892s/writeupdgshipping19092017-44323451.pdf

have led to the active involvement of the private 
sector in infrastructure services in the recent times. 
To encourage private participation, the Department of 
Shipping has laid down comprehensive policy guidelines 
for private sector participation in the ports sector.

There are many governmental agencies involved in 
undertaking and regulating shipping-related activities. 
They include the Ministry of Shipping and various other 
authorities such as Inland Waterways Authority of India. 

The shipping wing of the Ministry of Shipping formulates 
policies and programs for shipping and shipbuilding 
industry. It is the nodal authority for administration 

of commercial and non-commercial shipping services, 
shipping policy, navigation, maritimes laws and 
mercantile training19.

The Directorate General of Shipping, India, deals with 
implementation of shipping policy and legislation so as to 
ensure the safety of life and ships at sea, prevention of 
marine pollution, promotion of maritime education and 
training in co-ordination with the International Maritime 
Organization, regulation of employment and welfare of 
seamen, development of coastal shipping, augmentation 
of shipping tonnage, examination and certification of 
merchant navy officers, supervision and control of the 
allied offices under its administrative jurisdiction.20
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To achieve the goal of developing India’s vast 
coastline and industrial waterways to drive industrial 
development, the Government of India has come up 
with a strategic and customer-oriented project known 
as Sagarmala Project. The initiative was conceived to 
address the challenges and capture the opportunity of 
port-led development comprehensively and holistically. 
It is a national program aimed at accelerating 
economic development in India by harnessing its 
potential coastline and river network21.

Approximately US$120 billion project involves setting 
up of mega ports and modernizing ports, coastal 
economic zones and coastal economic units. It also 
involves development of rail, road and air linkages with 

these water ports and also developing the industrial 
corridor. It is expected that it would create around 
150,000 direct jobs in the industry and several times 
more indirect jobs22.

To carry on such herculean job, the Government of 
India has established The Sagarmala Development 
Company with an initial authorized share capital of 
INR1,000 crore and subscribed share capital of INR90 
crore. The said company will provide equity support 
for the project Special Purpose Vehicles (SPVs) set 
up by the ports/state/central ministries and funding 
window and/or implement only those residual projects 
which cannot be funded by any other means/mode23.

21 http://sagarmala.gov.in/sites/default/files/7298227416DraftReportonImperativesSagarmala.pdf
22 https://en.wikipedia.org/wiki/Sagar_Mala_project
23 http://sagarmala.gov.in/about-sagarmala/sagarmala-development-company-limited-sdcl

Government 
initiatives

04
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Tax Treatment 
of the Shipping 
Industry

05

A. International experience

I. Direct taxes

Taxation of shipping operations in certain 
jurisdictions

The shipping industry operates in a highly-globalized 
and competitive business environments. By virtue of 
being closely linked to the world economy and trade, 
it is more liberalized (from a tax perspective) than 
most other industries in the world. In countries with 
extensive coastlines, the maritime infrastructure 
development has attracted significant investments, 
which has impacted their pace, structure and pattern 
of development.

Approximately 90% of the global trade (in terms 
of volume) is carried out through sea, making the 

►•  While Singapore does 
not have a tonnage 
tax system, it provides 
specific exemption for 
income from shipping 
operations of Singapore-
flagged vessels 

►•  The initial registration 
fee and annual tonnage tax for the ordinary 
registration are as follows:

Singapore

shipping industry a key participant in the world trade. 
Majority of the countries over the globe provide for 
a presumptive tax scheme linked to vessels tonnage 
rather than actual revenue.
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Japan •  Fees for ordinary registration (one-time 
charges): The initial registration fee is S$2.50 per 
net ton (NT), subject to a minimum of S$1,250 
(500 NT) and a maximum of S$50,000 (20,000 
NT) 

 •  Annual tonnage tax (annual registration 
charges): Annual tonnage tax must be paid at the 
time of initial registration or re-registration and 
thereafter every year on or before the anniversary 
date that the ship was initially registered or re-
registered, as the case may be. No refund of tax 
will be made if, during the year for which the tax 
was paid, the registry of the ship was closed for 
any reason. The annual tonnage tax is S$0.20 per 
NT, subject to a minimum of S$100 (500 NT) and a 
maximum of S$10,000 (50,000 NT)

•  Under the tonnage tax  
regime in Japan, income 
derived from international 
shipping activities conducted 
by Japanese-flagged vessels 
with certain operational 
requirements can qualify for 
an alternative tax treatment 
to the general corporate tax 
rule in Japan 

►•  The taxable basis under this regime is calculated by 
reference to the qualifying daily net tonnage of each 
ship operated by the shipping company.
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►►•  For Japanese-flagged vessels, the deemed profit per 
day per 100 net tons is specified as under:

Total net tonnage Deemed profit per day 
per 100 net tons (JPY)

up to 1,000 120

1,001-10,000 90

10,001-25,000 60

More than 25,000 30

United Kingdom (UK)

►►•  The UK tonnage tax regime 
was introduced in August 
2000. Under UK tax laws, the 
deemed profit per day per 
100 net tons is specified as 
under:

Total net tonnage Deemed profit per day 
per 100 net tons (GBP)

Up to 1,000 0.60

1,001-10,000 0.45

10,001-25,000 0.30

More than 25,000 0.15

Comparison of annual notional tonnage tax in different countries (all figures in INR)

Sr No Net tonnage (NT) 
of qualifying ships

India Singapore (annual  
registration charges)  

UK Japan

1      800       71,417     8,405     30,741   72,436

2   8,000   5,62,412   84,048 2,40,168 5,65,907

3 18,000 11,26,099 1,89,108 4,51,515 10,63,905

4 28,000 16,11,992 2,94,168 6,14,829 14,48,722

NOTE:
Foreign currency conversion rates as on 31 October 2018 
►►•  S$1 = INR52.53, 1GBP = INR92.35 and 1JPY = INR0.642
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II. Indirect taxes

Category A vessels include bulk carriers, tankers and 
reefers of at least 3,000 gross registered tonnage 
(GRT). Also, it includes steel dry or wet cargo ships, 
as well as reefers of between 500 and 3000 GRT, 
which undertake voyages to foreign ports or navigate 
exclusively between foreign ports. Tonnage tax in 
Greece exempts the individual and corporate ship 
owners from income tax liabilities on the profits 
derived from operating Greek and foreign flagged 
registered vessels.26

Among other things, value added tax (VAT) is imposed 
on the sale of goods and the provision of services 
when Greece is the place of taxation as provided 
by the place of supply rules.27 Thus, the supply of 
goods or services made in Greece by a taxable person 
attracts VAT.28

24 https://www.export.gov/article?id=Greece-Shipping-and-Marine-Services
25 https://www.export.gov/article?id=Greece-Shipping-and-Marine-Services
26 https://www2.deloitte.com/content/dam/Deloitte/gr/Documents/energy-resources/gr_shipping_tax_guide_2015_noexp.pdf
27 https://www2.deloitte.com/content/dam/Deloitte/global/Documents/Tax/dttl-tax-greecehighlights-2018.pdf
28  http://www.ey.com/Publication/vwLUAssets/Worldwide-VAT-GST-and-sales-tax-guide-2017/$FILE/Worldwide%20VAT,%20GST%20and%20Sales%20

Tax%20Guide%202017.pdf
29  http://www.ey.com/Publication/vwLUAssets/Worldwide-VAT-GST-and-sales-tax-guide-2017/$FILE/Worldwide%20VAT,%20GST%20and%20Sales%20

Tax%20Guide%202017.pdf
30 https://www2.deloitte.com/content/dam/Deloitte/global/Documents/Tax/dttl-tax-greecehighlights-2018.pdf
31  http://www.ey.com/Publication/vwLUAssets/Worldwide-VAT-GST-and-sales-tax-guide-2017/$FILE/Worldwide%20VAT,%20GST%20and%20Sales%20

Tax%20Guide%202017.pdf
32  https://www.vatlive.com/country-guides/europe/greece/greek-vat-rates/
33  http://www.ey.com/Publication/vwLUAssets/Worldwide-VAT-GST-and-sales-tax-guide-2017/$FILE/Worldwide%20VAT,%20GST%20and%20Sales%20

Tax%20Guide%202017.pdf
34 http://www.shipbreakingplatform.org/press-release-platform-publishes-list-of-ships-dismantled-worldwide-in-2017/

Procurement of goods from other European Union (EU) 
member state by taxable person will attract VAT on such 
procurements29. Whereas, procurement of goods from 
other than EU member state will attract VAT regardless 
of the status of the importer. Import of services from EU 
or non-EU member countries will attract VAT.30

Standard rate, reduced rate and super-reduced rate of 
VAT is 24%, 13% and 6%, respectively.31 VAT rate of 0% is 
applicable on intra-community (EU member states) and 
international air and sea transport.32 

Non-EU business can either register itself under Greek 
law or can appoint the VAT fiscal representative and 
get it registered before making any taxable supplies 
in Greece. An EU business is not required to appoint a 
VAT fiscal representative to register for VAT in Greece 
but may opt to do so. Such representative needs to 
be a resident and VAT liable in Greece. It has to make 
necessary compliance of the entity appointing it in such 
capacity.33

Greek owners were responsible for the highest absolute 
number of ships sold to South Asian shipbreaking 
yards in 2017, 51 ships in total.34 Since, ship breaking 
activities do not take place in Greece, there are no 
indirect tax implications.

Shipping is the second 
largest sector next24 to 
tourism in Greece which 
contributes around 7% of 
the GDP of the country 
and employs over 190,000 
people.25 Greece is a member 
of European Union (EU).

Greece



22

Consumption Tax

Consumption tax applies on supplies of identified 
goods and services and thus, is a sales-based tax. It 
applies to supply of goods or services made in Japan 
by a taxable person and importation of goods into 
Japan.

The present rate of consumption tax is 8%, which is 
a standard rate. It consists of national consumption 
tax of 6.3% and local consumption tax of 1.7%. It is 
expected that the rate of consumption tax will increase 
to 10% w.e.f. 1 October 2019. It inter alia applies on 
the transfer of tangible assets and intangible property 
rights, sale or lease of an asset located in Japan 
and also on the supply of services (excluding digital 
services) provided in Japan.

Export transactions such as transfer or lease of 
tangible goods or provision of services to a non-
resident attract 0% consumption tax subject to 
availability of supporting documents evidencing 
that the goods have left Japan. Similarly, import 
transactions unless the same are exempt, attract 
consumption tax and is imposed on such an importer.

If the amount of input consumption tax exceeds output 
consumption tax, then the law provides for refund of 
such excess amount.

Customs Duty

Import duty does not apply on import of goods except 
the ones which are prohibited in nature. It includes 
products like medical and pharmaceutical products, 
agricultural products, chemicals, etc. Thus, most 
goods can be imported in Japan freely. Wherever, 
imports attract customs duty, it is primarily ad-valorem 
in nature.

Tariff rates in Japan are one of the lowest in the 
world and are approximately 2% for non-agricultural 
products.

Thus, leasing a ship to foreign person will be treated 
as an export activity and will not be subjected to 
consumption tax. Similarly, provision of services to 
non-resident will also be treated as export transaction.

Ship building activities are undertaken on a massive 
scale in Japan and is one of the largest commercial 
shipbuilder. The activity attracts consumption tax and 
customs duty at an applicable rate.

However, Japan does not undertake in-house ship 
breaking activity due to environmental issues and 
sends such ships for breaking purpose to other 
countries.

Consumption tax and customs 
duty are two important 
indirect taxes levied on supply 
of goods and services within 
Japan and on import of goods 
from outside Japan.

Japan35 

35  http://hong-kong-economy-research.hktdc.com/business-news/article/Small-Business-Resources/Trade-Regulations-of-Japan/sbr/
en/1/1X000000/1X006N03.htm

 https://www2.deloitte.com/content/dam/Deloitte/global/Documents/Tax/dttl-tax-japanhighlights-2018.pdf
  https://assets.kpmg.com/content/dam/kpmg/jp/pdf/jp-en-taxation-in-japan-201711.pdf
  http://www.ey.com/Publication/vwLUAssets/Worldwide-VAT-GST-and-sales-tax-guide-2017/$FILE/Worldwide%20VAT,%20GST%20and%20Sales%20

Tax%20Guide%202017.pdf
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GST applies to taxable supplies of goods and services 
in Singapore, made in the course of a business by a 
taxable person and to import goods into Singapore.
Export of goods and international services are zero-
rated. International services that qualify for zero rating 
are specifically listed in the GST Act. With effect from 
1 July 2010, the international transport of goods by 
sea qualifies for zero-rating.

International transportation of goods; and any 
transportation of goods within Singapore (including 
handling, loading and unloading), being a part of the 
international transport supplied by the same person 
or agent, qualify as zero-rated supplies. Services such 
as supplying space on-board to a ship for export of 
goods, supply of transportation service, handling of 
ships services and handling or storage of goods and 
insurance service will qualify as zero-rated supply and 
will not attract GST.

The supply of goods or services to ships qualify as 
zero-rated supply if the same is supplied to the ship as 
defined under GST Act and is subject to fulfilment of 
specified conditions. The term ship typically includes 
most commercial ships other than those licensed 
as passenger harbor crafts by Maritime and Port 
Authority of Singapore, as well as those designed 
or adapted for the use for recreation or pleasure for 
international travels.

If supplies of goods to ships are for the purposes 
like use as stores or fuel on a ship or for installation 
on a ship or a ship under construction or use in 
maintenance or operation of a ship, then such supplies 
qualify for zero rating. 

Similarly, supply of services specified in the GST law 
qualifies for zero rated supplies and includes services 
in relation to the repair or maintenance carried out on 
board the ship, etc.

If the amount of input tax recoverable in a GST period 
exceeds the output tax in the same period, the excess 
is refundable and are made within the prescribed time 
period.

B. Indian taxation

I. Direct tax

In most countries, the tax regime is relaxed for the 
shipping industry. However, the Indian government 
has provided certain additional stringent conditions, 
which are not in sync with the international tax 
practices followed by the other countries. The Indian 
Government introduced the Tonnage Tax Scheme 
(TTS) in the Finance Act, 2004 with the intention 
of making the Indian shipping industry globally 
competitive by providing Indian shipping companies 
with a level playing field through the reduction of 
taxes.

The TTS is an optional scheme i.e., if a company does 
not wish to specifically opt for this scheme, it would 
continue to be governed by the normal provisions of 
the Income Tax Act, 1961. However, such a beneficial 
tax regime is only available to the Indian companies.

GST is in operation in 
Singapore since April 1994. 
There are two rates of GST 
viz., standard rate of 7% and 
other rate of 0%. Also, there 
are identified supplies which 
are exempted from GST.

Singapore36

36 https://www.iras.gov.sg/irashome/GST/GST-registered-businesses/Working-out-your-taxes/When-to-charge-0-GST/Providing-International-Services/
 https://www.iras.gov.sg/irashome/uploadedFiles/IRASHome/e-Tax_Guides/Marine.pdf
  http://www.ey.com/Publication/vwLUAssets/Worldwide-VAT-GST-and-sales-tax-guide-2017/$FILE/Worldwide%20VAT,%20GST%20and%20Sales%20 

Tax%20Guide%202017.pdf
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II Indirect tax

a) Pre-GST regime 

The companies which opt for this scheme are neither 
allowed to set off any loss nor adjust depreciation. 
Further, they can be disqualified from TTS under any 
circumstances, and they need to pay taxes, if they 
have incurred losses in the previous year.

Income under TTS for a previous year shall be the 
aggregate of the tonnage income of all qualifying 
ships. Tonnage income of each qualifying ship shall be 
the daily tonnage income of each such ship multiplied 
by:
(a) The number of days in the previous year; or
(b)  The number of days in part of the previous year 

in case the ship is operated by the company as a 
qualifying ship for only a part of the previous year, 
as the case may be

The daily tonnage income of a qualifying ship having 
tonnage may be calculated in the following manner37:

Qualifying ship having 
net tonnage

Amount of daily tonnage 
income

Up to 1,000 INR70 for each 100 tons

Exceeding 1,000 but 
not more than 10,000 

INR700 plus INR53 for 
each 100 tons exceeding 
1,000 tons

Exceeding 10,000 but 
not more than 25,000

INR5,470 plus INR42 for 
each 100 tons exceeding 
10,000 tons

Exceeding 25,000 INR11,770 plus INR29 for 
each 100 tons exceeding 
25,000 tons

In the shipping industry, replacing old and obsolete 
vessels and upgrading vessels with newer technology 
is essential. Accordingly, the qualifying vessels are 
required to be sold. 

However, any profits or gains arising from the transfer 
of qualifying capital assets are chargeable to income 
tax as capital gains under the normal provisions of the 
act. The profits arising from the sale of qualifying ships 
are not considered as tonnage income under the TTS.

37 As per Section 115VG of the Income Tax Act

Central excise and customs duty (Central tax)

Central excise was levied on the manufacture of 
goods in India. Excise duty rates were based on the 
classification of goods under Central Excise Tariff. The 
generic rate of central excise duty was 12.5%.

Customs duty was applicable on import of goods into 
India. It comprised of various duties such as basic 
customs duty (BCD), additional duty or countervailing 
duty (CVD), special additional duty (SAD), education 
cess on custom duties, etc.

The customs duty rate depends on the classification 
of goods under the Customs Tariff Act 1975, which is 
aligned with the harmonized system of nomenclature.

With an aim to promote ship building industry as a 
part of “Make in India” initiative, inputs used in ship 
manufacturing were exempted from payment of 
excise duty and customs. Further, excise duty and 
customs were not payable on manufacture/imports of 
ships and vessels including cargo ships, cruise ships, 
dredgers, floating cranes, floating docks, and floating 
or submersible drilling or production platforms.

There was also an exemption from payment of 
excise duty on capital goods, spares, equipment, 
consumables, etc. used for repairs of ocean-going 
vessels.
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Service tax (Central tax)

Service tax was applicable on all services except for 
those covered under “negative list of services” or 
“exempted list of services”. For the said purpose, the 
term service was defined as activity carried out by one 
person for another for a consideration.

Services covered under negative list or exempted list 
of services were not liable to service tax.
The generic rate of service tax applicable was 14%. 
In addition to that, the following cesses were also 
applicable on provision of services:
• Swachh Bharat Cess at 0.5%
• Krishi Kalyan Cess at 0.5% 

After considering the above stated cesses, an effective 
rate of service tax was 15%.

Generally, the liability to pay service tax was on the 
service provider. However, there were a few cases 
under which the liability to discharge tax was casted 
on the service recipient under Reverse Charge 
Mechanism (RCM).

Service tax charged by the service provider was 
available as central value added tax (CENVAT) credit 
to the service recipient, subject to conditions specified 
under CENVAT Credit Rules, 2004. Also, service tax 
paid by the service recipient under RCM was available 
as CENVAT credit to the service recipient.

As per notification no. 26/2012- Service Tax dated 
20 June 2012 (abatement notification) amended by 
notification no. 8/2016-Service Tax dated 1 March 
2016, there was an abatement of 70% (i.e., 30% of 
value was taxable) for services of transportation of 
goods in a vessel provided that CENVAT credit on 
inputs and capital goods used for providing the taxable 
service, had not been taken by the service provider 
under the provisions of the CENVAT Credit Rules, 
2004.

VAT/Central Sales Tax (CST) 

Sale of goods within India was liable to VAT/CST 
depending on whether the transaction was an intra-
state or inter-state sale.

VAT

VAT was applicable on the sale of goods within a 
particular state under the respective state VAT law. 
The rate of VAT applicable on shipping industry ranged 
from 5% to 6%.

CST

CST was applicable on the sale of goods outside a 
particular state under the CST law. The rate of CST 
was 2%, subject to issuance of Form – C. This form 
was issued by a registered dealer (purchaser) to the 
seller in case of inter-state sale so as to charge CST at 
a concessional rate to the purchaser. CST paid on the 
procurement of goods was not available as credit. 

b) GST regime 

Goods and Services Tax (GST) is a destination-based tax on 
consumption as compared to the principle of origin-based 
taxation under erstwhile regime. The burden of tax will be 
suffered by the final consumer of goods. The provisions are 
designed in such a way that the state where the supply is 
consumed i.e. the destination state, will receive the revenue.

India has chosen the dual model of GST as it has a federal 
structure where the center and states have the powers to 
levy and collect taxes simultaneously. GST levied by the 
center on intra-state supply of goods and/or services is 
termed as Central GST (CGST) and that levied by the states/
union territory is known as State GST (SGST)/Union Territory 
GST (UTGST). Similarly, Integrated GST (IGST) is levied and 
administered by the center on every inter-state supply of 
goods and/or services. 

Further, supply of goods and/or services in the course of 
import into the territory of India shall be deemed to be a 
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The below mentioned table elucidates the rate structure and exemptions applicable for supply 
of goods and/or services by a shipping company in pre and post GST regime:

Activity Pre-GST Post GST

Sale of ship Excise duty – NIL

VAT – 5%/6% (If sale takes place in India) 

N/A (If sale is outside India)

GST - 5%

Imports of raw materials 
and parts for manufacture 
of ships

Exemption was provided from the payment of 
customs and excise duty on all raw materials 
and parts used in the manufacture of ships/
vessels/tugs, pusher crafts, etc.

No similar exemption has been granted.

Import of ships and vessels 
(chapter heading 8901 and 
8905)

Exemption was provided from payment of BCD, 
CVD and SAD on import of ships and vessels.

BCD

Cruise ships, excursion boats, ferry-boats, 
cargo ships, barges and similar vessels for 
transportation of persons or goods, dredgers – 
NIL

Floating docks and others – 5%

IGST – 5%  on all vessels under the Indian flag

Import of vessels and other 
floating structures for ship 
breaking  and subsequent 
sale of parts

BCD- 2.5%

CVD – 12.5% (SLP filed by revenue pending 
before SC) * 

Subsequent sale of parts are liable to VAT as 
per the respective rates.

BCD- 2.5%

IGST on import of vessel for breaking - 18%

Subsequent sale of parts are liable to GST as per 
the respective rates.

supply in the course of inter-state trade or commerce 
and would be subject to IGST. While IGST on import of 
services would be levied under the IGST Act, the IGST 
on import of goods would be levied under the Custom 
Tariff Act, 1975.

In India, the goods and services are classified in four 
brackets – 5%, 12%, 18% and 28%.

The following taxes which were earlier levied by the 
Centre are subsumed under GST: 

• Excise Duty 
• Countervailing Duty of Customs (CVD) 
• Special Additional Duty of Customs (SAD)
• Service Tax
• Central Sales Tax 

•  Cesses and surcharges insofar as they relate to 
supply of goods or services. 

Following State taxes are subsumed within the GST: 

• State VAT 
• Purchase Tax 
• Luxury Tax 
• Entry Tax 
•  Entertainment Tax (except those levied by the local 

bodies) 
• Taxes on lotteries, betting and gambling 
•  State cesses and surcharges insofar as they relate to 

supply of goods or services.
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Activity Pre-GST Post GST

Ship breaking (service) Service tax – 15% GST - 18%

Ship repairing Works contract

VAT on material portion @ applicable rate

Service tax on service portion/40% of total 
amount (after abatement)

Composite Supply

The rate of GST will apply accordingly, depending 
on whether the principal supply is goods or 
services.

Transportation of goods by a 
vessel(other than outbound 
freight)

Option was available to charge

Service tax @4.5% with the condition that credit 
on input services only be eligible 

OR

Service tax @15% with full eligibility of credit on 
inputs, capital goods and input services

GST @5% with the condition that credit on goods 
(other than ships, vessels including bulk carriers 
and tankers) used in supplying the service has 
not been taken 

There is also a view that the supplier can charge 
GST @18% and claim credit on inputs, capital 
goods and input services 

Supply of transportation 
services by Indian shipping 
companies to Indian 
exporters (outbound freight)

Place of provision of service was outside India. 
Therefore, service tax was not applicable.

Exemption from payment of GST has been 
granted till 30 September 2019. Also this will 
not be treated as an exempted supply for the 
purpose of reversal of input tax credits

Port services Service tax -15%  GST – 18%

*Circular No. 1014/2/2016 – CX dated 1 February 2016 clarified that in view of Special Leave Petition (SLP) filed by the department before the 
Supreme Court on the question of levy of CVD on vessels being imported for breaking, CBIC had instructed that show cause notices (SCNs) issued in this 
regard to be kept in call book until the matter is decided upon by the apex court.

Further, it was clarified that such CVD, if paid voluntarily, is eligible for being claimed as CENVAT credit for payment of central excise duty liability arising 
due to breaking of vessels. SCNs denying such credit are not warranted and therefore, no such notices will be issued in the future.
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Tax implications on transportation of goods by a vessel under different scenarios:

Freight Service 
provider

(shipping 
company)

Person 
liable to pay 
freight

GST 
applicability?

Person 
liable to pay 
GST

Place of Supply 
(PoS)

Credit 
eligibility 
in the 
hands of 
recipient?

Comments

Inbound 
freight 

Indian Indian  
importer

Yes Indian  
shipping 
company

Section 12(8) of 
IGST Act -  
Location of 
registered service 
recipient

Yes -

Indian Foreign 
exporter

Yes Indian  
shipping 
company

Section 13(9) of 
IGST Act– 

Place of 
destination of 
goods i.e., India

N.A. With PoS being in India, it 
will not be treated as an 
export of service. Hence, 
GST is payable.

Foreign Indian  
importer

Yes Indian 
importer

Section 13(9) of 
IGST Act –

Place of 
destination of 
goods, i.e., India

Yes It will be treated as import 
of services in the hands 
of Indian importer who is 
required to pay tax under 
RCM as per section 5 (3) of 
IGST Act, 2017.

Foreign Foreign 
exporter

Yes Indian 
importer of 
goods i.e. 
the one who 
files the Bill 
of Entry

Section 13(9) of 
IGST Act –

Place of 
destination of 
goods i.e., India

Yes The importer is required 
to discharge IGST @5% 
under RCM on freight 
amount. However, in case 
where freight value is not 
available, then importer 
has to pay IGST @ 5% on 
10% of CIF value of the 
imported goods. 

Outbound 
freight

.

Indian Indian  
exporter

Exempt Indian  
shipping 
company

Section 12(8) 
of IGST Act 
- Location of 
registered service 
recipient 

Post amendment, 
PoS will be 
the place of 
destination of 
such goods, i.e., 
outside India38

N.A. Exempt vide notification 
no. 9/2017- IGST (Rate) 
(as amended from time 
to time) till 30 September 
2019. 

Indian Foreign 
importer

Zero-rated  
supply - 
export of 
services

Indian 
shipping 
company 

Section 13(9) 
of IGST Act - 
Outside India

N.A. Being a zero-rated supply, 
refund of unutilized 
ITC on inputs and input 
services can be claimed by 
Indian shipping company 
depending on the option 
that is selected.

Foreign Indian  
exporter

Not taxable - Section 13(9) 
of IGST Act – 
outside India

N.A. As the place of supply and 
the location of supplier is 
outside India, GST will not 
be applicable.

Foreign Foreign 
importer

Not taxable -  Section 13(9) 
of IGST Act – 
outside India

N.A. As the place of supply and 
the location of supplier is 
outside India, GST will not 
be applicable. 

38  An amendment has been made to Section 12(8) of the IGST Act to provide the PoS for transportation of goods to a place outside India will be the place of destination of 
such goods. While the amended IGST Act has received Presidential assent, the amendment will be applicable from a date, to be notified later.
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Salient aspects 
and challenges 
under GST

06

Import cargo transportation services 
provided to overseas consignors/
charterers

If the overseas consignor appoints an Indian shipping 
company for providing import cargo transportation 
services, GST would be applicable at 5% since the place 
of supply of services is destination of goods which is in 
India. In such a scenario, the Indian shipping company 
would typically charge 5% GST over and above the 
freight charges and since the overseas consignor is 
not registered for GST purposes in India, the overseas 
consignor would not be eligible for input tax credit of 
the GST charged. In view of this, the effective cost of 
transportation services for the overseas consignor 
would be INR105 (assuming INR100 as freight and 5% 
GST on the same).

On the other hand, if the overseas consignor appoints 
a foreign shipping line for providing the same services 
as above, since the shipping company is not registered 
in India for GST purposes, it would not charge GST on 
its invoice to the overseas consignor. In view of this, the 
effective cost of transportation services for the overseas 
consignor would be INR100 (assuming INR100 as freight 
and no GST).

Based on the above stated scenarios, it is evident, that 
the cost of transportation for the overseas consignor 
could be higher by 5% on account of GST, if he appoints 
an Indian shipping line vs. appointing a foreign shipping 
line (not having any GST registration in India). This 
could result in Indian shipping lines losing business to 
foreign shipping lines for the import cargo transportation 
business. On account of this, there appears to be a 
disadvantage for Indian shipping lines vis-à-vis foreign 
shipping lines.
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It would be pertinent to note that even under the 
second scenario stated above (i.e., overseas shipping 
company providing services to overseas consignor), 
the importer of goods would be required to pay GST at 
5% under reverse charge mechanism. However, as far 
as the overseas consignor is concerned, there would 
be still be a cost disadvantage in appointing an Indian 
shipping line vs a foreign shipping.

Further, it would also be relevant to note that where 
the Indian shipping company charges 5% GST to the 
overseas consignor, since the cost of freight would 
be higher, the custom duty costs for the importer of 
goods would also be higher since he would need to pay 
custom duties on the assessable value which includes 
cost, insurance and freight.

In order to address the anomaly as stated above 
and to provide a level playing field to Indian shipping 
lines, the Government should consider amending 
the GST law to zero rate import cargo transportation 
services provided by Indian shipping lines to overseas 
consignors by treating the services as export of 
services since consideration for services would also be 
received in convertible foreign exchange. Alternatively, 
this supply can be notified as an exempt supply with a 
proviso that the supply will not be treated as exempt 
supply for the purpose of reversal of input tax credits.
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Place of supply and ITC in case of bunker 
fuel and other goods

According to Maritime Economics by Stopford (1997), 
bunker fuel cost accounts for 50% to 60% of the 
total cost, base of the running expenses of a vessel39 
sometimes going up to even 85% of voyage costs as 
seen in the case of very large crude carriers (VLCC) of 
Maersk Tankers40. Thus, bunker fuel is a major input 
for shipping companies.

If the shipping company opts to discharge GST @ 
5%, it cannot claim credit on goods (other than those 
specified). 

Even if the shipping company, basis a possible view, opts 
for 18% GST with full eligibility of ITC it may still not be 
able to claim ITC on bunker fuel (assuming it attracts 
GST) for coastal shipping due to place of supply rules. 

Consider a vessel sailing from Mumbai Port to Chennai 
Port. On the way, it purchases bunker fuel at Kochi in 
Kerala. CGST and SGST will apply since the place of 
supply will be Kerala as per place of supply provisions. 
If the shipping company is registered in Maharashtra 
then it will not be able to claim the CGST and SGST paid 
on bunker fuel purchased at Kerala. While the effective 
consumption of the bunker fuel is happening in the State 
of Maharashtra for the shipping companies registered in 
Maharashtra the present place of supply rules specifies 
that the place of consumption is happening in the 
state in which the bunker fuel is delivered. Due to this 
misunderstanding the shipping companies are not able to 
avail input tax credits procured in other states.

The same will be expensed out and thus, will lead to an 
increase in the operating costs of the company.

Further, there are certain bunker fuel like HSD, which are 
outside the purview of GST and hence attracts State VAT. 
In such cases, the VAT charged becomes the cost since it 
is not available as credit under GST.

39  https://repository.ntu.edu.sg/handle/10356/16269
40  http://articles.maritimepropulsion.com/article/Turbocharger-Retrofit-Aids-Slow-Steaming41703.aspx

Inbound ocean freight in case of import of 
goods 

In case of import of goods by sea, GST is applicable on 
the transportation services at 5% (whether the service is 
provided by an Indian shipping line or by a foreign shipping 
line).

Further, in case where the value of taxable service provided 
by the shipping company is not available with the importer, 
the same shall be deemed to be 10% of CIF value of 
imported goods as per Corrigendum dated 30 June 2017 
to notification no. 8/2017-Integrated Tax (Rate) dated 28 
June 2017.

In addition to the above, the valuation for calculating 
customs duty and IGST payable on import of goods would 
also include the charges for ocean freight. Payment of 
IGST separately for ocean freight would result in the same 
getting taxed twice- under Customs Tariff Act and under 
IGST Act.

The double levy of IGST may only impact the working 
capital assuming importer has taxable supplies and is able 
to avail and utilize the credit of IGST paid. However, such 
IGST paid on import of goods and services shall become 
the cost if the importer’s supplies are exempt or not 
taxable under GST.

In this regard, a writ petition has been filed before 
the Gujarat High Court [2018-TIOL-06-HC-AHM-GST], 
challenging notification no.8/2017 Integrated Tax [Rate] 
and Entry 10 of the notification no. 10/2017 Integrated 
Tax [Rate]. A final verdict is yet to be pronounced.
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Import of vessels face IGST @5%

The shipping industry is generally required to import 
vessels such as bulk cargo vessels, tankers, LPG 
carriers, dredgers, etc. from international markets. 
While there is uncertainty about delivery schedules, 
certain larger vessels are not built in India. Further, 
shipping companies prefer to buy second-hand 
vessels so that they can be immediately employed for 
revenue.  Thus, Indian shipping lines typically procure 
second-hand vessels from international markets.

Under the erstwhile tax regime, exemption was 
granted from payment of customs duty (including 
countervailing duty) and central excise duty on these 
vessels. While basic customs duty continues to remain 
exempt in the GST regime, there is no corresponding 
exemption made available in respect of IGST.

While IGST on imports is levied to encourage ”Make 
in India” for ship building industry, exceptions have 
to be made to this general principle where there is 
no domestic manufacturing. Levy of IGST will be 
detrimental for the shipping companies providing 
transportation services. IGST @5% paid at the time 
of import may result in working capital blockage. 
Shipping companies may not be able to utilize the 
credit of such IGST paid on the import of ship for a 
long time.  Shipping companies which are primarily 
engaged in international transportation of goods from 
one overseas port to another may not have output 
GST liability to absorb the input tax credit.

Therefore, there is a need for IGST exemption 
similar to the one available in erstwhile tax regime 
on import of bulk vessels in India. This exemption 
could be restricted to specialized bulk vessels used 
in coastal shipping and not to other categories of 
defense-related ships in which India is seeking to build 
a presence due to legitimate security reasons. The 
exemption could also be allowed to vessels with more 
than 6,400 dead weight tonnage since vessels of such 
capacity are generally not manufactured in India. 

It is pertinent to note that no such IGST is levied on a 
foreign flag vessel coming into India.

Discrimination in taxability of outbound 
freight in the hands of Indian shipping 
companies vs. foreign shipping companies  

If an Indian shipping company is providing 
services of transportation of goods outside India 
(outbound freight - export cargo) by a vessel to an 
Indian exporter, then the place of supply of such 
transportation services shall be the location of Indian 
exporter and 5% GST is payable by the Indian shipping 
company.

However, if a foreign shipping company is providing 
the services of outbound freight (same services) to 
an Indian exporter, then the place of supply of such 
transportation services will be the place of destination 
of such goods, i.e., outside India and thus, GST will not 
be applicable.

This might reduce the competitiveness of the Indian 
shipping companies as compared to foreign companies 
who can carry out same activities without any taxation 
in India. 

With an intention to provide level playing field, the 
government has made an amendment to Section 
12(8) of the IGST Act to provide that the PoS for 
transportation of goods to a place outside India will be 
the place of destination of such goods.41

However, post amendment, a reading of the various 
provisions of the IGST Act highlights a different 
situation. As per Section 7(5) (a) of the IGST Act, the 
supply of goods or services, where the supplier is 
located in India and the place of supply is outside India, 
is an inter-state supply and liable to GST. Thus, the 
intention of level-playing field is not fulfilled.

To address the issue, the government extended the 
exemption to transportation of goods from India to 
outside India by air/sea vessel without the requirement 
of reversal of ITC42. However, this exemption has a 
sunset clause restricting it up to 30 September 2019. 
The issue of non-level playing field for Indian  
shipping industry will however surface post  
30 September 2019.

41 While the amended IGST Act has received Presidential assent, the amendment will be applicable from a date, to be notified later.
42 Notification no. 9/2017 – Integrated tax rate (as amended from time to time) and Notification no. 3/2018 – Central tax



34

Possible classification issue for bare boat 
charter of vessels  

There appears to be an ambiguity on the GST rate 
applicable for bare boat charter of vessels.  There are 
two possible entries under which the service could fall:

9963 - (iii) Rental services of transport vehicles with or 
without operators, other than (i) and (ii) above – 18% 
GST.

9973 - (iii) Transfer of the right to use any goods 
for any purpose (whether or not for a specified 
period) for cash, deferred payment or other valuable 
consideration – 5% GST rate (i.e., the rate equivalent to 
the GST rate for vessels).

Entry no 9963 covers rental services of transport 
vehicles, with or without operator. In the present case, 
the vessel qualifies as a transport vehicle and it is 
being given on hire i.e., on rent. Given this, it appears 
that entry 9963 could cover transaction involving 
hiring or renting of a vessel.

However, there is another entry 9971 which covers 
transfer of right to use goods. It would be relevant to 
analyze the meaning of the term “transfer of right 
of use any goods”.  The said phrase or term has not 
been defined under the GST law.  However, the test of 
“transfer of right to use” has been laid down by the 
Supreme Court in the case of BSNL [2006 (2) S.T.R. 
161 (S.C.)]. As per the said judgment, if the goods are 
given to the customer for a fixed period and during the 
tenure of the contract, the goods are to the exclusion 
of the supplier of goods or any other person, the 
transaction could qualify as “transfer of right to use”.

It appears that both the above stated entries i.e., 9963 
and 9973 could be relevant for a transaction of bare 
boat charter of vessel.

Given the ambiguity with respect to the GST rate 
applicable for bare boat charter of vessels, the 
government should issue necessary clarification.

No refund of ITC for GST on outbound 
freight services provided to Indian 
customers  

Services by way of transportation of goods by a vessel 
provided by an Indian shipping company to an Indian 
exporter in case of exports is treated as an exempt 
supply till 30 September 2019 vide notification no. 
9/2017-Integrated Tax (Rate) dated 28 June 2017 (as 
amended from time to time).

Even though, it is treated as an exempt supply, ITC 
reversal is not required as per explanation (c) to 
Rule 43(2) of CGST Rules, 2017.  In case shipping 
companies do not have sufficient taxable supplies, 
the above will result in accumulation of ITC thereby 
leading to blockage of working capital for shipping 
lines. 

Further, refund of unutilized ITC in the hands of Indian 
shipping company will not be available under section 
54(3) of CGST Act, 2017 as it is not a zero-rated 
supply.

Post 30 September 2019, if the exemption is not 
extended, the supply will become taxable and there 
will not be any accumulation of ITC in the hands of 
Indian shipping company. 
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Sale of vessel located outside India 

An out and out sale occurs when the vessel owned 
by Indian shipping company is located outside India 
(perhaps for a project) and the company later sells 
the said vessel to a foreign buyer without bringing the 
vessel to India.

As per section 2(5) of IGST Act, 2017, export of goods 
means taking goods out of India to a place outside 
India.

In the above transaction, the vessel is already located 
outside India and therefore, question of taking them 
outside India does not arise. Hence, such a supply 
does not qualify as export of goods under GST.

However, as per section 7(5)(a) of IGST Act, 2017, 
supply of goods or services or both, when the supplier 
is located in India and the place of supply is outside 
India, is treated as an inter-state supply and liable to 
IGST. Therefore, the above supply of vessel outside 
India becomes an inter-state supply subject to GST.

This leads to a dichotomy since the place of supply 
of ship is outside India and such transaction does not 
qualify as an export of goods as per section 2(5) of 
IGST Act, 2017, but tax is payable on the said supply.

An amendment43 has been made to Schedule III of the 
CGST Act that supply of goods from a place in the non-
taxable territory to another place in the non-taxable 
territory without such goods entering into India, will 
be treated neither as a supply of goods nor a supply of 
services. Therefore, out and out sale of ships will not 
be treated as a supply under GST. 

43 While the amended CGST Act has received Presidential assent, the amendment will be applicable from a date, to be notified later.
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Rate applicable on multimodal 
transportation 

Multimodal transportation means carriage of goods, 
by at least two different modes of transport from the 
place of acceptance of goods to the place of delivery 
of goods by a multimodal transporter. Notification 
No. 13/2018 – Central Tax (Rate) dated 27 July 2018 
prescribes GST @ 12% on services of multimodal 
transportation of goods.

Transportation of goods by vessel outside India is 
exempted. However, if the transportation contract 
includes transportation by road in India also, whether 
the ocean outbound transport will also be taxable at 
12% as multimodal transportation or it can be treated 
as exempt.

Thus, clarification is required from the government 
whether the rate of 12% can be applied in conjunction 
with a specific exemption notification provided on a 
part of the multimodal transportation.

Credit on vessels used for supplying 
services other than transportation of 
goods 

As per Section 17(5) of CGST Act, ITC shall not be 
available in respect of vessels except when they are 
used for:

• ► Making taxable supply by way of further supply 
of such vessels, transportation of passengers or 
imparting training

•  Transportation of goods

Some vessels, like dredgers, are used for mining 
purposes and not for transportation of goods or other 
purposes specified above. In such a case, the taxpayer 
may not be able to claim credit in respect of such 
vessels.

While the intention of the government does not seem 
to disallow such credit, a clarification may help in this 
regard to avoid unwarranted litigation.
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