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Why do so many shipping businesses use Marshall Islands and Liberian en��es in their structures? What benefits do they offer?

And what is the difference between the three main en��es they both offer: corpora�ons, limited liability companies (“LLCs”) and

limited partnerships? This briefing explores some of their key characteris�cs and advantages.

MAIN TYPES  OF ENT IT IES  AND KEY ADVANTAGES

In both jurisdic�ons, the local laws rela�ng to corpora�ons, LLCs and limited partnerships are based on the equivalent Delaware

and New York laws. Each en�ty has its own features, making it important to select the one which best suits the requirements of

a par�cular transac�on.

A careful analysis of the purpose(s) for which the offshore en�ty will be used, the nature of any major assets it is to own or

operate, the loca�on of any physical ac�vi�es it undertakes and any specific requirements of the par�cipants in a par�cular

project (for example, regarding tax treatment or corporate governance) is likely to suggest that one vehicle and jurisdic�on is

preferable to the other poten�al op�ons.

KEY ADVANTAGES

No requirement for a person, office or headquarters to be located in the Marshall Islands or Liberia (unlike other offshore
jurisdic�ons with residency requirements);

Start-up costs and annual costs are rela�vely inexpensive;

En��es formed in the Marshall Islands or Liberia that do not conduct business or opera�ons in those countries (and, in the
case of Liberia, where less than a majority of the equity interests by vote or value is held directly or indirectly by holders
resident in Liberia) are generally not subject to local income tax;

Non-resident equity holders of Marshall Islands or Liberian en��es are not subject to local taxa�on or withholding on
distribu�ons or dividends;

Non-resident equity holders are not subject to Marshall Islands or Liberian stamp, capital gains or other taxes on the
purchase, ownership or disposi�on of equity;

No local requirements for either the en�ty or non-resident equity holders to file a tax return; and

Streamlined and user-friendly processes to register vessels and record ship mortgages.
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NOTABLE  CHARACTER IST ICS :  CORPORAT IONS

Incorpora�on: Ar�cles of incorpora�on are a public document; the bylaws are not.

Payment for shares: Liberian (but not Marshall Islands) corpora�ons may issue shares before full payment for them is made.

Ar�cles of incorpora�on prevail: To the extent that there is a conflict, the ar�cles of incorpora�on prevail over the bylaws of a

corpora�on or any shareholders’ agreement.

Three levels of governance: The board of directors, elected annually by the shareholders, makes significant decisions for the

corpora�on. Officers are appointed by the Board to act on behalf of the corpora�on on a day-to-day basis.

Directors make decisions: Directors make, but do not implement, decisions and do not have the apparent or ostensible

authority to act on behalf of the corpora�on.

Officers implement decisions: Officers of the corpora�on should be appointed to act on the corpora�on’s behalf on a day-to-day

basis, as officers are recognised under Marshall Islands and Liberian law to have authority to bind a corpora�on in rela�on to

third par�es.

A secretary is required: Both the Marshall Islands and Liberia require corpora�ons to have a secretary (or, in the case of Liberia,

an officer that performs the tasks of a secretary). Neither jurisdic�on requires any other officer.

NOTABLE  CHARACTER IST ICS :  L LCS

Akin to partnerships: A cer�ficate of forma�on must be publicly filed, but the LLC Agreement governing LLC opera�ons is agreed

between the equity holders and is not public. LLCs have much greater flexibility than corpora�ons to contract out of the

standard rules that would otherwise apply to its organisa�on and opera�on. Unlike a partnership, an LLC may be owned by one

person and all equity holders can benefit from limited liability.

Tax planning: Even though an LLC has been formed in the Marshall Islands or Liberia, documents may need to be filed in other

jurisdic�ons shortly a�er forma�on, e.g. rela�ng to tax treatment in rela�on to equity holders.

Complying with a LLC Agreement: LLCs must be managed in accordance with the LLC Agreement and, to the extent it is not

properly followed, the manager may be subject to personal liability and ac�ons it takes may not be valid.

High U�lisa�on: Although LLCs are rela�vely novel, they have become the investment vehicle of choice in the United States.

NOTABLE  CHARACTER IST ICS :  L IM ITED PARTNERSHIPS

Flexible governance: Similar to LLCs, a cer�ficate of limited partnership must be publicly filed, but the Limited Partnership

Agreement, which governs how the limited partnership will be operated, is not public. Like an LLC, in many instances the limited

partnership may elect to opt out of otherwise applicable rules rela�ng to its organisa�on and opera�on.
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Understood in foreign jurisdic�ons: Although a limited partnership is a slightly more complicated structure than an LLC, they are

some�mes used in transac�on structures because LLCs have more difficulty managing third party internal processes, procedures

and banking ma�ers where the relevant foreign jurisdic�on does not have the equivalent of an LLC.

Board structure: Although the tradi�onal limited partnership is governed by a general partner, similar to Delaware, the Marshall

Islands statute permits the general partner to delegate its rights and powers to manage and control the business and affairs of

the limited partnership to other persons.

SOME POTENT IAL  P I TFALLS

Whilst they are generally flexible and straigh�orward to establish and maintain, the use of Marshall Islands and Liberian en��es

is not without poten�al pi�alls. In par�cular, as well as the importance of choosing the type of en�ty most appropriate to each

project (as discussed above), when dra�ing the shareholders’/stockholders’ agreement and bylaws or LLC Agreement or limited

partnership agreement (as appropriate) care must be taken to reflect mandatory provisions of Marshall Islands or Liberian law

and procedure, par�cularly if a document is to be governed by the laws of another jurisdic�on (for example, shareholders’

agreements for Marshall Islands corpora�ons are o�en made subject to English or New York law and jurisdic�on).
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All references to ‘Watson Farley & Williams’, ‘WFW’ and ‘the firm’ in this document mean Watson Farley & Williams LLP and/or its affiliated en��es. Any reference
to a ‘partner’ means a member of Watson Farley & Williams LLP, or a member, partner, employee or consultant with equivalent standing and qualifica�on in WFW
Affiliated En��es. A list of members of Watson Farley & Williams LLP and their professional qualifica�ons is open to inspec�on on request.

Watson Farley & Williams LLP Registered office: 15 Appold Street, London, EC2A 2HB, UK   |   T: +44 20 7814 8000   |   F: +44 20 7814 8141/2 3

https://www.wfw.com/people/steven-hollander/
tel:+1 212 922 2252
mailto:shollander@wfw.com
https://www.wfw.com/people/john-benson/
tel:+1 212 922 2235
mailto:jbenson@wfw.com
https://www.wfw.com/people/lindsey-keeble/
tel:+44 20 7814 8227
mailto:lkeeble@wfw.com
https://www.wfw.com/people/mark-tooke/
tel:+44 20 7814 8074
mailto:mtooke@wfw.com


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 Regula�on Authority and its members are solicitors or registered foreign lawyers.

The informa�on provided in this publica�on (the “Informa�on”) is for general and illustra�ve purposes only and it is not intended to provide advice whether that
advice is financial, legal, accoun�ng, 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 Informa�on provided is accurate at the �me of publica�on, no representa�on or warranty, express or implied, is made as to the accuracy, �meliness,
completeness, validity or currency of the Informa�on and WFW assume no responsibility to you or any third party for the consequences of any errors or omissions.
To the maximum extent permi�ed by law, WFW shall not be liable for indirect or consequen�al loss or damage, including without limita�on any loss or damage
whatsoever arising from any use of this publica�on or the Informa�on.

This publica�on cons�tutes a�orney adver�sing.
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