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Overview:

* Economical implications of VAT Fraud

e How Vat Fraud occurs

e Jtalian Tax Office’s tools




ALLITALIA IL PRIMATO NEGATIVO
La stima dell’lva evasa nei 28 Peasi Ue nel 2016 (Fonte: Commissione europea)
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And 1n Italy?

LEVASIONE DELLIVA IN ITALIA

Il gap dellimposta sul valore aggiunto tra il 2011 e il 2016. Valori in milioni di euro (Fonte:
Ministero economia e finanze su elaborazioni dell’Agenzia delle Entrate)
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LE “CARTIERE” SCOPERTE

Il numere di societa “fantasma® utilizzate per le frodi carosello scoperte dalla Guardia di
Finanza da gennaio 2017 a maggio 2018 (Fonte: Guardia di Finanza)
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e (Generates losses of tax revenue for Tax Office

* Undermines the principle of fairness and tax justice.

What are the
main
Consequences * Distorts the economy by altering the mechanisms of fair competition.

* Feeds organized crime.

Of * Extra-fiscal goals:
VAT Fraud? o create slush funds,
o access to public funds,

o money laundering from crimes.




e The main function of VAT?
Tax consumption in a neutral way with the mechanism of

deduction.

e Who pays VAT at the end of the trade?

The Final consumer.

e And in a Intra-Community Trade?

o Reverse charge mechanism




The 1ntra-
Community
trade regime

What are the prerequisites for the intra-Community trade?

Subjective condition: both parties are holders of a VAT number (VIES).

e Objective condition: transfer of ownership of movable property in

exchange for payment.

e Territorial condition: the place of departure and destination are within

the European Union.

Vat Neutrality regime?
The buyer integrates invoice charging VAT to the amount.

The invoice must be recorded in sales and purchases VAT register.



 Example of a transaction under the intra-EU trade regime:

The intra- A trader buys goods from the EU supplier and resells them to the

- | . |
Communlty real domestic customer
trade re glme In this case, the trader who bought from the EU supplier resells to

the real purchaser assuming full tax liability, the real purchaser gets

the right to deduct the VAT paid.




Example of Carousel Fraud (1°) (Open Loop System) :

* A EU supplier A sells goods to a trader B (missing trader) based in
The another EU State member.

* Trader B buys the goods without VAT and then resells the goods

Carousel
Fraud

domestically to a third party C (intermediary), issuing a regular

invoice, which includes VAT.

* Trader B is paid for the invoice with VAT without in turn paying it

to the Taxation Office and disappears from the market.

* And the buffers?




Example of Carousel Fraud (2°) (Closed Loop System):

* A EU supplier A sells goods to a trader B (missing trader) based

The :

Carousel domestically to a third party C (intermediary), issuing a regular

in another EU State member.

Trader B buys the goods without VAT and then resells the goods

FraUd invoice, which includes VAT.

* Trader B 1s paid for the invoice with VAT without in turn paying it

to the Taxation Office and disappears from the market.
In addiction to the previous example:

o Intermediary C sells goods to another EU customer across
borders, asking back as tax refund the VAT previously paid to
Trader B.




The
Carousel
Fraud

What are the most common characteristics among sham corporations?

There is no one model for sham corporations!

Common features:

» Status of a limited company with a single shareholder.

* They make significant purchases ¢ do not have adequate assets for their

operations.

* The headquarters location is in a professional office (accountant or lawyer)

and they are located in urban areas with a high concentration of vat number

holders.

* The payment for goods is made by means of urgent bank transfers with

dates close to the purchase and sale transactions.

 The bank accounts of the missing company (B) are managed by the

directors of the company (C) buying the goods.

* They often do not file tax returns.



The

CarOusel VAT fraud can affect any type of product, but the ones most subject
FraUd to fraud are high-tech and rapidly obsolete products.

What types of products are most used in a VAT fraud?




Who is the regular exporter?

* Regular exporters are VAT holders who, in the previous 12

months, have carried out exports or other similar transactions for

Regular

an amount exceeding 10% of their turnover and sent to a supplier

eXporter a document called Letter of Intent.
and

tax fraud ,
What is the Letter of Intent?

* The letter of intent 1s the document whereby a trader declares,
under his own responsibility, that he 1s eligible to be a regular
exporter and expresses to the supplier his willingness to purchase

goods and services without payment of VAT.




Regular exporter and VAT fraud

Re gl,llar  The false regular exporter sends false Letters of Intent to the
eXp()I’ter Taxation Office even though he hasn't carried out transactions in

and the previous year.

tax fraud * The false regular exporter buys the goods without VAT sells them

in the domestic market (generally at lower prices than those

normally charged), he is paid for the invoice with VAT without in
turn paying it to the Taxation Office, and disappears from the

market (missing trader).




Tax
warchouse
and

tax fraud

What is a tax warehouse?

The tax warechouse i1s where a company can introduce, store and
process goods in a regime of suspension of duties and VAT.

What is the fraudulent conduct in this case?

It 1s possible to identify:

* irregular conduct arising from the failure to physically introduce
the goods into the warehouse, without prejudice to the payment of
VAT through the reverse charge mechanism (sanctioned with 30%
of the unpaid tax).

* fraud aimed at omitting payment of tax when the goods are
removed from the warehouse through the mechanism of carousel
fraud by interposing a fictitious person in the conclusion of the
transaction.

In this system, the real recipients of the goods, making use of the
sham corporations interposed between them and their suppliers,
obtain supplies at lower prices than those generally applied.



Tools against
VAT fraud

In order to fight VAT fraud, the legislator has introduced instruments
to prevent and to contrast the phenomenon.

What are objectively and subjectively non-existent operations?

* In the first case (objectively non-existent) we are concerned with
objectively non-existent transactions, i.e. when the sale described
in the invoice has not taken place.

* In the second case (subjectively non-existent) it refers to
transactions in which the sale is real, but one or both of the tax
payers involved indicated in the invoice are not the actual ones.



Tools against
VAT fraud

Repression tool: refusal of VAT deduction

The main tool for contrasting VAT fraud is the refusal of VAT
deduction by the customer.

How does the refusal to deduct added VAT work?

* The refusal applies:
o 1in the case of objectively non-existent transactions.
o to the transferee who knowingly participated in the
fraudulent scheme.

* Consequently, the instrument of refusal of VAT deduction is a
penalty rather than prevention because it applies once the
transaction has been concluded (not before).



Prevention tool: obligation to communicate any data relevant for

VAT purposes

Mandatory for VAT number holder:

o “Spesometro” return, replaced by the communication of all

TOOIS againSt invoices issued and received.
VAT fraud

e “Esterometro” return.

e [ntrastat form.

* Quarterly VAT statements.

* FE-invoicing obligation for all VAT number holder




The thoughts of a tax consultant during the break
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