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Improve Your Fleet Using a Tax Free Exchange

Lawrence R. DeMarcay, lll is a partner
at Fowler Rodriguez in the firm's New
Orleans, Louisiana office. He can be
reached at 504-595-5122 or

" Idemarcay@frc-law.com.

For vessel owners that are in need of expanding or mod-
ernizing their fleet, The United States Department of
Transportation Maritime Administration provides a great
opportunity to defer any gains that you may have on a
vessel that you are selling. The program, commonly
referred to as the Construction Reserve Fund (CRF),
allows a vessel owner to defer the gain related to the sale
or loss of a vessel when the proceeds from the sale are used
to upgrade or purchase another vessel or vessels. The
scope of this program includes all American flagged ves-
sels that operate on the high seas regardless of its trading
pattern. In a nutshell, the program allows a vessel owner
to postpone the payment of taxes on the gain associated
with the sale of a vessel providing the vessel owner with
additional capital that can be used to purchase new ves-
sels.

American flagged vessels that operate in the Nation's
foreign or noncontiguous domestic trade are eligible for
the Capital Construction Fund (CCF). The CCEF is a tax
deferral program similar to the CRF but provides the
additional benefit of allowing the deposit of operating
profits into the fund and a longer time frame to acquire a
new vessel. Although the CCF has several additional
financial incentives, it includes far fewer eligible vessels
due to its trading restrictions.

Although the use of the CRF program requires some
planning, the concept is very simple. When you sell your
vessel, or receive proceeds related to a loss, you set up a
CREF account and deposit the proceeds of the sale into the
account. These proceeds can be used for the construction,
reconstruction or acquisition of a new vessel or vessels.
The gain from the sale of the vessel is not recognized as
income in the year that the sale occurred. Although you
will ultimately have to pay the tax when you sell the last
vessel and do not purchase a new one, this program can be
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effectively used to increase the amount of leverage that
you can use to buy new vessels.

To take advantage of the tax benefits associated with uti-
lizing the fund, the vessel owner must deposit the gain
into the CRF within sixty days after the owner receives the
proceeds from the sale of the vessel. According to the
rules, the owner must deposit an amount equal to the sum
of the adjusted basis of the vessel and the amount of gain
that would be recognized by the owner absent participa-
tion in the CRE

Once the monies are deposited into the CRE the vessel
owner is entitled to invest his fund while waiting to
acquire the next vessel. The interest gained on the invest-
ment can also be put back into the fund and used, along
with operating profits, to acquire the next vessel.
Although the tax due on this interest and operational
income is not tax deferred, according to IRS rules the
funds can be accumulated for the reasonable needs of the
business.

The vessel owner has three years from the date of deposit
into the CRF to obligate the funds under a contract for
the construction or acquisition of a new vessel. The tar-
get vessel must be constructed and documented in the
United States and, in the case of used vessels, constructed
within five years of the acquisition. In order to take
the deferral, the

Administration must approve the purchase of the vessel

advantage of tax Maritime
after determining that the vessel is suitable for use on the
high seas or Great Lakes and that the sales price for the
new vessel is reasonable.

Once the fund is established, the account owner must
file a detailed annual statement showing the fund's activ-
ity over the previous twelve month reporting period.

According to the Maritime Administration, as of
November 2007, there are approximately 40 construction
reserve fund contracts with deposits totaling approximate-
ly $100,000,000 for the construction, reconstruction and
acquisition of the proposed programs.

A typical use for the program would look something like
this. The owner of a vessel makes a decision to sell a boat
for $2,000,000 and, based upon the original sales price
and depreciation, recognizes a gain of $400,000. Within
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sixty days of receiving the proceeds,
the money is placed into a CRF
approved by  the  Maritime
Administration. The owner then has
three years to obligate a portion of the
fund to purchase a new vessel or fleet
of vessels. By using the fund, the
owner will have the money that he or

she saved by not paying tax on the

$400,000 to help pay for the new « 16 Fleeting locations inland rivers,
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leverage, the owner will be able to
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QNix® Keyless
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EM1022 - 2001 Blount 55'x 17'3"x 10' Model
modify your existing fleet to be more || gow Tug Boat. S/N 1110974 c/w Twin Cat 3412
competitive in the years ahead. w/615hp, twin disc trans MG5170DC, ratio
4.50:1, Northern Lights 984 gen set w/M32C/32
kw, La Marche A224012VA1 constavolt, 110 cfm
elec comp, (5) bitts, (2) stern mtd pullmaster,
hyd facing winches, (4) VHF, Furuno radar,
Northstar 951X plotter, jog steering, facing
winch controls, datamarine depth sounder, (2)
14' push knees, full perimeter tire bumper.
$625,000.00.

EM1068 Official # 534891 - 1021 net/Gross
Tons - Built 1928 in Oakland CA. LOA 258.5' -
Beam 38' - Depth 12'. Flat Deck Barge, riveted
steel construction, raked bow and stern. 6"

asphalt wear deck with 3' steel fenced sides run-
ning port and starboard. Barge is also ouffitted
with 2 Clyde two drum waterfall winches.
$300,000.00.

Wireless Dual Probe (no disturbing cables for more Safety)
Lawrence R. DfMtZrC&Z)/, Il is a partner EM1163 - 125' x 34 x 9' Flat Deck Barge s/n Fe 200 Mil / NFe 80 mil -USB Interface for online measurement &
data transfer to PC- 3 year Warranty

Free Certificate of Calibration
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reached at 504-595-5122 or ldemar- | |$125,000.00. 1685 Baltimore Pike Gettysburg, PA 17325
cay@fre-law.com.
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800-678-4370 * Fax: 717-334-0238
www.automation-usa.com
email: sales@automation-usa.com
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