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The National Audit Office of Denmark

Report on the measures to counter
VAT carousel fraud

I. Examination results

1. This report deals with the combat of VAT carousel fraud,
which is a form of tax evasion. This type of fraud is possi-
ble because goods crossing intra-Community frontiers are
tax-exempt, and the fraud is carried out by a chain of busi-
nesses trading with each other across EU frontiers to avoid
paying VAT.

The report deals with the way in which the Danish cus-
toms and tax authorities (SKAT), the Danish police and
the Danish Public Prosecutor for Serious Economic Crime
(SOK) organise the measures to counter VAT carousel fraud.
The report also deals with the tasks of the Danish Com-
merce and Companies Agency (E&S) as part of the regis-
tration and control of businesses applying for VAT regis-
tration.

2. The single market, which was established in 1993 to en-
sure the free movement of goods within the EU, made it
considerably more difficult to detect VAT fraud, because
control and investigation may involve several countries
with differing VAT rates and data systems. The special type
of VAT fraud named carousel fraud has become extremely
widespread and caused Member States to suffer heavy
losses. The fraud also results in loss of revenue for the EU,
because the EU’s own resources are calculated partly on the
basis of the Member States’ VAT receipts. Finally, the fraud
may have consequences for the large number of businesses
that abide by the rules, because the fraud enables fraudsters
to undercut the prices of law-abiding business and thereby
compete on unequal terms.

3. In areport issued in 1998, the European Court of Justice
estimated the difference between the Member States’ calcu-
lated and actual VAT receipts at some EUR 70 billion per
year, equal to 21% of the Member States’ total VAT re-
ceipts. Similarly, an audit report from 2003 estimated that
Germany and Sweden had suffered a substantial loss of
VAT receipts as a result of VAT carousel fraud. Finally, in
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a report from 2004, the UK National Audit Office estima-
ted the annual loss suffered by the British government as a
result of VAT carousel fraud at some GBP 1.77 - 2.75 bil-
lion, equal to some DKK 18-28 billion.

4. Danmarks Statistik has calculated the difference between
theoretically calculated Danish VAT receipts and actual
VAT receipts at 5% of total VAT receipts for 2000, equal
to some DKK 6.7 billion. In addition to economic crime, the
difference also covers the black economy and bankruptcies.
No estimates are available of lost VAT receipts in Denmark
as a result of VAT carousel fraud. SKAT has estimated the
total loss in the cases reported to the police since 1994 at
some DKK 1 billion.

5. In practice, VAT carousel fraud can be carried out in
various ways. A common feature is that businesses exploit
the EU VAT system to obtain illegal gains in connection
with the purchase and resale of goods from other Member
States. The fraud is carried out by businesses importing
goods VAT-free. When the goods are resold, the VAT
charged is not paid to the tax authorities. The businesses
acquiring the goods inclusive of VAT can reclaim the VAT
from the tax authorities in compliance with the VAT rules.
The government thus incurs a loss as a result of the miss-
ing VAT payment. Passing the goods around between busi-
nesses in individual Member States several times before
possibly selling them to consumers enables businesses to
make a gain several times and generates significant losses
for the government.

The principles of VAT settlement and VAT carousel
fraud are described in detail in appendix 1.

6. It may be difficult to identify businesses involved in
VAT carousel fraud, because the fraud may involve both
newly registered and well-established businesses.

According to SKAT, the businesses involved in the fraud
often share common features. For newly registered busi-
nesses, a common feature may be a sharp increase in turn-
over shortly after registration. Strawmen are often used and
the businesses often have a cover address, at which no busi-
ness has actually been established.

Page 6



The National Audit Office of Denmark

VAT carousels always include one or more businesses
which evade their VAT liability to the government, but the
carousels also often include businesses which comply with
the rules and settle VAT in due time. These businesses may
have been inserted in the carousel to cover up the fraud and
make identification more difficult for SKAT. However, the
businesses may also be in good faith, being ignorant of the
fraud resulting from VAT evasion in earlier links of the
chain.

The goods that form part of the VAT carousel fraud are
typically fast-selling, high-value items and items that are
easy to transport, such as mobile phones and computer ac-
cessories. However, in recent years the fraud has spread to
other types of goods, such as food and cars.

7. E&S’ task is to perform the initial formal control of the
information to be provided by businesses for VAT regis-
tration. SKAT’s job as supervisory authority is to try and
prevent businesses likely to take part in VAT carousel fraud
from being registered. Once the businesses have been regis-
tered for VAT, it is also SKAT’s job to try and detect the
fraud when it has been committed.

VAT carousel fraud cases must be reported to SOK,
which refers the case to the responsible police district. The
role of the police and SUK as investigation authority and
prosecution service is to investigate cases reported and pre-
pare them for trial.

8. The incidence of VAT carousel fraud and the resulting
significant loss of VAT receipts for the government has
prompted the NAOD’s examination of the initiatives taken
by the authorities to combat this type of fraud.

The NAOD has examined and evaluated the authorities’
organisation of the measures to counter VAT carousel fraud
by answering the following questions:

¢ s the authorities’ organisation of the control of businesses
applying for VAT registration targeted at VAT carousel
fraud?

¢ s the organisation of the control of VAT-registered busi-
nesses targeted at detecting VAT fraud?
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e [s the organisation of the processing of VAT carousel
fraud cases satisfactory?

9. The NAOD launched the examination at its own initia-
tive in May 2005. The draft report has been presented to
the Ministry of Taxation, the Ministry of Justice and the
Ministry of Business and Economic Affairs, whose consul-
tation responses have been incorporated in this report.

Examination results

It is the NAOD’s overall opinion that on the basis of the
conditions of the EU VAT system and the difficulties it poses
in terms of control, the authorities have satisfactorily organ-
ised the measures to counter VAT carousel fraud. Although
the measures have been intensified over the past few years,
the examination has led to recommendations that will not on-
ly strengthen the measures to counter VAT carousel fraud
but will also generally improve the methods of combating
VAT fraud.
This overall opinion is based on the following:

SKAT and E&S have set up a formalised cooperation
on the control of businesses applying for VAT registra-
tion. SKAT’s organisation of registration control is to
some extent aimed at detecting VAT carousel fraud, but
may be strengthened by making the control more uni-
form.

o Essentially, the authorities have three days to register
and check businesses applying for VAT registration. Ac-
cordingly, there is a need to cooperate closely and ex-
change information to ensure businesses are not regis-
tered unlawfully. The NAOD therefore finds it satisfacto-
ry that SKAT and E&S have formalised their coopera-
tion on registration control.

o Initially, E&S makes a formality check of the information
to be provided by businesses wishing to register for VAT.
The cases are divided into two categories (focus list cases
and waiting list cases), which are then passed on for con-
trol by SKAT. E&S places cases on the focus list if SKAT
is to make a close examination of the business. Our ex-
amination showed that E&S organises its control satis-
factorily.

o SKAT checks all cases placed by E&S on the focus list.
Our examination showed that the control performed by
SKAT is not uniform and adequate. For example, SKAT
does not always check whether the business employs
people who have previously been involved in economic
crime and whether businesses possibly use cover ad-
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dresses. The control can be improved by making it more
uniform and adequate relative to the above-mentioned
known risk factors. SKAT can also improve its registra-
tion control by being directly authorised to carry out
cross-checking with police information on persons sus-
pected of economic crime. However, this would require
an amendment of the law.

o SKAT does not systematically assess all waiting list cases,
which is not entirely satisfactory. The control could be im-
proved by carrying out systematic risk assessments ac-
cording to uniform principles.

e Spotchecks are the best way to find out whether busi-
nesses have incorrectly specified their business sector,
or have used strawmen or cover addresses. Our exami-
nation showed that SKAT rarely carries out spotchecks
at new businesses in connection with registration. In the
NAOD'’s opinion, more spotchecks may serve as a de-
terrent, if the risk of discovery is high.

SKAT targets its control of VAT-registered businesses
at detecting VAT carousel fraud, but the examination
did give rise to certain recommendations.

e SKAT’s action strategy includes combat of economic
crime, including VAT carousel fraud, and the strategy em-
phasises the importance of devoting a larger share of con-
trol resources to detecting economic crime.

o SKAT’s performance requirements provide adequate in-
centive to check businesses that are reluctant to comply
with the tax rules (opponents) and thus support the mea-
sures to counter VAT carousel fraud. The control plans
for 2004 and 2005 also included control items relating to
economic crime, including VAT carousel fraud, which the
NAOD finds satisfactory.

o SKAT assesses on an ongoing basis which possible in-
termediaries should be kept under surveillance for pos-
sible VAT carousel fraud, and exchanges information re-
garding the businesses with the tax authorities of other
Member States. SKAT has laid down guidelines for pay-
ment control and, in connection with large payments of
VAT, tax centres normally carry out an in-depth audit of
the businesses’ financial statements to ensure that pay-
ments are made on legal basis. The NAOD finds this
satisfactory.

o SKAT introduced a new selection system in 2005 which
on the whole has given SKAT better opportunities for
identifying businesses likely to be participating in VAT
carousel fraud. However, the system is based on infor-
mation from the joint EU system "Value added tax Infor-
mation Exchange System” (VIES), whose data are not
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always reliable and updated. Moreover, the system does
not include dormant businesses. A dormant business
does not declare VAT, which may indicate that the busi-
ness has no activity, but may also indicate unlawful fail-
ure to declare or pay VAT. The NAOD finds that SKAT
should include dormant businesses in the selection sys-
tem.

e SKAT does not automatically notify businesses of discrep-
ancies in VIES so that businesses may check up on the
declarations. Automatic notification of businesses will prob-
ably improve the quality of the information. The NAOD
finds that SKAT should consider developing a system
which automatically notifies businesses of erroneous in-
formation submitted to VIES. However, the system should
await the introduction of a new VIES.

o SKAT has set target figures for compliance with case
processing time limits. However, SKAT’s target figures do
not include requests from the tax authorities of other
countries. SKAT does not entirely satisfy the requirement
of answering requests from the tax authorities of other
countries within the three-month time limit stipulated by
the EU. The NAOD finds that requests from other coun-
tries should be included in SKAT’s target figures, which
would provide a greater incentive to answer such re-
quests within the time limit.

The case processing regarding VAT carousel fraud cases
is satisfactory. Over the past few years, SKAT, the police
and S@K have taken steps to strengthen the cooperation
between the authorities, incorporating the experience
gained from VAT carousel cases on an ongoing basis
to strengthen control and investigation. However, the au-
thorities’ consideration of VAT carousel cases can be
further improved, for example by better organisation of
the case processing.

¢ 1In 2005, SGK and SKAT set up a task force to strengthen
the measures to counter VAT carousel fraud and other of-
fences. The initiative has resulted in several recommen-
dations regarding cooperation between authorities and
new methods to be applied, including preparation of risk
profiles.

e As part of the competency development, the experience
gained from VAT carousel cases has also been incorpo-
rated in courses and supplementary training for the staff
performing the control and investigation, which the NAOD
finds satisfactory.

e The examination showed that the average case process-
ing time for VAT carousel cases is three months for SKAT
and 22 months for the police/S@K. The average case pro-
cessing time reflects that the processing of some cases
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has been extremely lengthy, whereas in other cases, it
has been short.

e The case processing has partly been influenced by ex-
ternal circumstances beyond the authorities’ control and
partly by the authorities’ own organisation of the case pro-
cessing. In the following, the NAOD highlights the fac-
tors which authorities can influence themselves.

o SOK, the police and SKAT have not set targets and time
frames for the case processing of all cases. Besides, it
has not always been made clear from the start which
competencies are necessary to ensure that progress is
made, which may cause cases to drag on. The NAOD
finds that SGK, the police and SKAT should in all cases
clarify from the start which competencies are necessary
to ensure that progress is made in the cases. This can be
done by organising the cooperation in joint project groups
in order to incorporate all relevant competencies. More-
over, case processing targets and time frames should be
set. The Ministry of Justice has stated that project-orient-
ed work is now established practice in SGK and that tar-
gets and performance requirements will be set to help fa-
cilitate fast and efficient case processing.

e Our review also showed that only in a few cases was the
prosecution service involved from the start. The NAOD
finds that the cases should be further promoted by in-
volving the prosecution service from the start of a case,
so that it may contribute to ensuring that the legal as-
pects of a case are considered at an early stage. The
Ministry of Justice has stated that an early initiative by
the prosecution service is now established practice in
SOK.

e The Ministry of Justice has pointed out that amendments
to the Danish Administration of Justice Act concerning
the processing of economic crime cases will provide for
faster trial. Furthermore, the new police reform is expec-
ted to expand and maintain the special police compe-
tencies and routines required for economic crime cases,
which will also strengthen the counter-measures.

Il. Introduction

A. Background

10. This report deals with the combat of VAT carousel
fraud, which is a form of tax evasion. This type of fraud is
possible because goods crossing intra-Community fron-
tiers are tax-exempt, and the fraud is carried out by a chain
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of businesses trading with each other across EU frontiers
to avoid paying VAT.

The report deals with the way in which SKAT, the Da-
nish police and the Danish Public Prosecutor for Serious
Economic Crime (SOK) organise the measures to counter
VAT carousel fraud. The report also deals with the tasks of
the Danish Commerce and Companies Agency (E&S) as
part of the registration and control of businesses applying
for VAT registration.

11. The single market, which was established in 1993 to
ensure the free movement of goods within the EU, made it
considerably more difficult to detect VAT fraud, because
control and investigation may involve several countries with
differing VAT rates and data systems. The special type of
VAT fraud named carousel fraud has become extremely
widespread and caused Member States to suffer heavy
losses. The fraud also results in loss of revenue for the EU,
because the EU’s own resources are calculated partly on
the basis of the Member States’ VAT receipts. Finally, the
fraud may have consequences for the large number of busi-
nesses that abide by the rules, because the fraud enables
fraudsters to undercut the prices of law-abiding business
and thereby compete on unequal terms.

12. In a report issued in 1998, the European Court of Jus-
tice estimated the difference between the Member States’
calculated and actual VAT receipts at some EUR 70 billion
per year, equal to 21% of the Member States’ total VAT re-
ceipts. Similarly, an audit report from 2003 estimated that
Germany and Sweden had suffered a substantial loss of
VAT receipts as a result of VAT carousel fraud. Finally, in
a report from 2004, the UK National Audit Office estimated
the annual loss suffered by the British government as a re-
sult of VAT carousel fraud at some GBP 1.77-2.75 billion,
equal to some DKK 18-28 billion.

13. Danmarks Statistik has calculated the difference be-
tween theoretically calculated Danish VAT receipts and ac-
tual VAT receipts at 5% of total VAT receipts for 2000,
equal to some DKK 6.7 billion. In addition to economic
crime, the difference also covers the black economy and
bankruptcies. No estimates are available of lost VAT receipts
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in Denmark as a result of VAT carousel fraud. SKAT has
estimated the total loss in the cases reported to the police
since 1994 at some DKK 1 billion.

14. In practice, VAT carousel fraud can be carried out in
various ways. A common feature is that businesses exploit
the EU VAT system to obtain illegal gains in connection
with the purchase and resale of goods from other Member
States. The fraud is carried out by businesses importing
goods VAT-free. When the goods are resold, the VAT
charged is not paid to the tax authorities. The businesses
acquiring the goods inclusive of VAT can reclaim the VAT
from the tax authorities in compliance with the VAT rules.
The government thus incurs a loss as a result of the miss-
ing VAT payment. Passing the goods around between busi-
nesses in individual Member States several times before
possibly selling them to consumers enables businesses to
make a gain several times and generates significant losses
for the government.

The principles of VAT settlement and VAT carousel
fraud are described in detail in appendix 1.

15. It may be difficult to identify businesses involved in
VAT carousel fraud, because the fraud may involve both
newly registered and well-established businesses.

According to SKAT, the businesses involved in the fraud
often share common features. For newly registered busi-
nesses, a common feature may be a sharp increase in turn-
over shortly after registration. Strawmen are often used and
the businesses often have a cover address, at which no busi-
ness has actually been established.

VAT carousels always include one or more businesses
which evade their VAT liability to the government, but the
carousels also often include businesses which comply with
the rules and settle VAT in due time. These businesses may
have been inserted in the carousel to cover up the fraud
and make identification more difficult for SKAT. How-
ever, the businesses may also be in good faith, being igno-
rant of the fraud resulting from VAT evasion in earlier
links of the chain.

The goods that form part of the VAT carousel fraud are
typically fast-selling, high-value items and items that are
easy to transport, such as mobile phones and computer ac-
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cessories. However, in recent years the fraud has spread to
other types of goods, such as food and cars.

16. E&S’ task is to perform the initial formal control of
the information to be provided by businesses for VAT re-
gistration. SKAT’s job as supervisory authority is to try and
prevent businesses likely to take part in VAT carousel fraud
from being registered. Once the businesses have been re-
gistered for VAT, it is also SKAT’s job to try and detect
the fraud when it has been committed.

VAT carousel fraud cases must be reported to SOK,
which refers the case to the responsible police district. The
role of the police and SOK as investigation authority and
prosecution service is to investigate cases reported and pre-
pare them for trial.

17. The incidence of VAT carousel fraud and the resulting
significant loss of VAT receipts for the government has
prompted the NAOD’s examination of the initiatives taken
by the authorities to combat this type of fraud.

B. Purpose, delimitation and method

18. The overall purpose is to examine and evaluate the au-
thorities’ organisation of the measures to counter VAT car-
ousel fraud. This was done by answering the following
questions:

e [s the authorities’ organisation of the control of businesses
applying for VAT registration targeted at VAT carousel
fraud?

e [s the organisation of the control of VAT-registered busi-
nesses targeted at detecting VAT fraud?

e [s the organisation of the processing of VAT carousel
fraud cases satisfactory?

19. VAT carousel fraud is most effectively fought by pre-
venting businesses intending to commit fraud from regis-
tration. However, this may be difficult because in some
cases the persons applying for registration are not already
known to SKAT. It is important for SKAT to be able to
detect businesses that may previously have been involved
in fraud and thus prevent them from being registered. It is
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therefore relevant to investigate whether the authorities’ or-
ganisation of the control of businesses applying for VAT
registration is targeted at VAT carousel fraud.

20. VAT carousel fraud may occur once a business has
been registered for VAT. It is important that SKAT quickly
puts a stop to businesses engaging in VAT fraud in order
to minimise the loss suffered by the government. This was
the reason for examining whether SKAT’s organisation of
the control of registered businesses is targeted at detecting
VAT carousel fraud.

21. Whenever SKAT suspects VAT carousel fraud, it must
report the case to the police and/or SOK, which investigate
and prepare the case for trial. These cases are tried for
VAT fraud, see section 289 of the Danish Criminal Code,
and involve serious economic crime with a risk of substan-
tial losses of VAT. In some cases, the processing may take
four to five years. The long duration of cases was precisely
the reason for examining whether the organisation of the
case processing and cooperation between the authorities en-
sure that progress is made in such cases.

22. The examination has been limited to VAT fraud in con-
nection with intra-Community trade. In terms of time, the
examination has been limited to a review and evaluation of
SKAT’s measures to counter VAT carousel fraud in 2005.
However, the NAOD has selected criminal cases dating
back to 2000 as basis of the examination.

23. The examination is based on interviews with SKAT,
E&S, the police and SOK. Moreover, the NAOD examined
120 registration and control cases and data relating to regis-
tration and control. In addition, the NAOD examined 15
VAT carousel fraud cases, all of which have been reported
to SOK since 2000.

Finally, the NAOD obtained information about the prac-
tice of four other Member States in this field.

24. The examination was conducted in cooperation with
SKAT’s internal audit department, which participated in the
tax centre interviews and the case reviews.
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25. The NAOD launched the examination at its own initia-

tive in May 2005. The draft report has been presented to the
Ministry of Taxation, the Ministry of Justice and the Min-
istry of Economic and Business Affairs, whose consultation
responses have been incorporated in this report.

lll. Organisation of control of businesses
applying for VAT registration

The NAOD’s comments

SKAT and E&S have set up a formalised cooperation on
the control of businesses applying for VAT registration.
SKAT’s organisation of registration control is to some
extent aimed at detecting VAT carousel fraud, but may
be strengthened by making the control more uniform.

This opinion is based on:

Essentially, the authorities have three days to register and
check businesses applying for VAT registration. Accord-
ingly, there is a need to cooperate closely and exchange
information to ensure businesses are not registered un-
lawfully. The NAOD therefore finds it satisfactory that
SKAT and E&S have formalised their cooperation on re-
gistration control.

Initially, E&S makes a formality check of the information
to be provided by the businesses wishing to register for
VAT. The cases are divided into two categories (focus list
cases and waiting list cases), which are then passed on
for control by SKAT. E&S places cases on the focus list
if SKAT is to make a close examination of the business.
Our examination showed that E&S organises its control
satisfactorily.

SKAT checks all cases placed by E&S on the focus list.
Our examination showed that the control performed by
SKAT is not uniform and adequate. For example, SKAT
does not always check whether the business employs
people who have previously been involved in economic
crime and whether businesses possibly use cover ad-
dresses. The control can be improved by making it more
uniform and adequate relative to the above-mentioned
known risk factors. SKAT can also improve its registration
control by being directly authorised to carry out cross-
checking with police information on persons suspected of
economic crime. However, this would require an amend-
ment of the law.
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o SKAT does not systematically assess all waiting list
cases, which is not entirely satisfactory. The control could
be improved by carrying out systematic risk assessments
according to uniform principles.

e Spotchecks are the best way to find out whether busi-
nesses have incorrectly specified their business sector, or
have used strawmen or cover addresses. Our examina-
tion showed that SKAT rarely carries out spotchecks at
new businesses in connection with registration. In the
NAOD'’s opinion, more spotchecks may serve as a deter-
rent, if the risk of discovery is high.

A. Organisation of business registration and control

26. The job of registering and controlling businesses ap-
plying for registration for VAT and duties was divided be-
tween E&S and SKAT with effect from July 2004.

The NAOD examined the E&S’ organisation of the ini-
tial control and registration of businesses applying for VAT
registration. Moreover, in connection with the registration,
the NAOD examined SKAT’s organisation of the subse-
quent tax control of the businesses. The NAOD stressed
the importance of uniform and adequate control, as this will
provide SKAT with a basis for assessing whether businesses
can be readily approved or whether registration involves a
risk. For example, this means checking whether businesses
are registered for the taxes that correspond to their produc-
tion, whether they are in arrears and whether they have pre-
viously been involved in economic crime. Furthermore, if
VAT carousel fraud is suspected, SKAT should carry out
inspection visits in connection with the registration because
certain circumstances can only be identified through inspec-
tion visits.

E&S’ organisation of control based on the cooperation
agreement between SKAT and E&S

27. The NAOD examined whether E&S performs the con-
trol agreed upon between SKAT and E&S.

In mid-2004, E&S took over the registration of businesses
from ToldSkat, as the Danish customs and tax authorities
was called at the time. E&S and SKAT concluded a coope-
ration agreement setting out the control to be performed by
the two authorities.
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28. According to the agreement, businesses applying for
registration must complete and file a registration form with
E&S. E&S must check that the mandatory information to
be provided by the businesses is stated on the registration
form. E&S must check that a correct address and telephone
number is provided for the business and that the business
has specified one or several taxes for which it is to be regis-
tered. Furthermore, E&S carries out automatic default and
risk referral which means that businesses that are in arrears
for example, are transferred to a special focus list subject to
detailed control by SKAT. SKAT’s control of the cases on
the focus list is described in paragraphs 35-41. In addition,
E&S compares the different kinds of information to assess
whether they correlate, for example, whether businesses
stating that they employ staff have also registered for pay-
ment of tax deducted from income at source, social security
contribution and the special pension contribution.

29. On the basis of the control, E&S places the cases on a
focus list or a waiting list before submitting them to SKAT.
As regards the cases on the focus list, E&S assesses whether
SKAT should carry out further control, for example, because
there is doubt about the tax liability, or because the case was
automatically placed on the E&S focus list, see paragraph
28.

Our examination showed that E&S’ control constitutes
formal control of whether the information required is pro-
vided on the registration form. In the NAOD’s opinion, the
control carried out by E&S, which complies with the coope-
ration agreement, is satisfactory.

SKAT’s control of waiting list cases

30. The NAOD has examined whether SKAT has guidelines
for processing waiting list cases and whether the guidelines
are followed.

31. The examination showed that SKAT, the Main Centre
(formerly the Customs and Tax Administration), has noti-
fied the tax centres that they must carry out a preliminary
risk assessment for all waiting list cases.

From the receipt of the applications and until they must
be released, E&S and SKAT have a total of three days to
process and check registration applications from businesses.
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Within this time limit, SKAT has seven working hours,
counted from E&S’ completion of its case processing, to
evaluate whether specific cases should be selected for man-
ual case processing.

32. The tax centres have stated that the time limit of seven
working hours for SKAT’s assessment means there is in-
sufficient time to systematically assess all cases, a circum-
stance which the NAOD finds not entirely satisfactory. The
NAOD finds that the missing risk assessments may entail
a risk that some businesses are being registered unlawfully.
Systematic risk assessments according to uniform princi-
ples could strengthen the control and minimise the risk of
unlawful registration of businesses.

33. The Ministry of Taxation has stated that SKAT’s con-
trol of waiting list cases is supported by automatic default
and risk referral. This means that some cases are automati-
cally transferred from the waiting list to the focus list to en-
able SKAT to carry out systematic case control. Further-
more, SKAT itself may transfer cases from the waiting list
to the focus list, which enables SKAT to assess the case.
On average, each tax centre deals with 10-12 cases daily
of new business establishments or the creation of new tax
liabilities for existing businesses. Accordingly, the number
of cases subject to risk assessment is not excessive.

34. The Ministry of Business and Economic Affairs has
stated that systematic and general control can best be per-
formed as part of E&S’ registration and control and by au-
tomatic cross-checking with relevant SKAT registers. If the
control is performed together with the arrears control today
performed by E&S, it can be carried out in one work run,
which will significantly improve service levels for law-
abiding businesses.

In the NAOD’s opinion, all cases, including those on the
waiting list, should be systematically assessed to determine
whether persons in the business have previously been in-
volved in economic crime. The NAOD finds that this con-
stitutes adequate and sufficient control, but has not consid-
ered who should be responsible for performing this assess-
ment.
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SKAT’s control of focus list cases

35. The NAOD also examined whether guidelines have
been drawn up for SKAT’s control of focus list cases and
whether the guidelines are being followed.

36. According to the guidelines, see the cooperation agree-
ment, all cases on the focus list must be checked. The exam-
ination showed that SKAT has drawn up a general descrip-
tion of registration control procedures. However, the tax
centres find this description too general, and some tax cen-
tres have therefore drawn up their own guidelines.

SKAT checks all cases transferred to the focus list. Our
examination showed that the control performed by SKAT
is not uniform and adequate. For example, SKAT does not
check all cases by comparing them to SKAT’s register of
persons convicted of economic crime (KINFO), whether the
businesses employ people who have previously been in-
volved in economic crime and whether businesses possibly
use cover addresses.

The control may be improved by making it more uni-
form and adequate based on SKAT’s experience with risk
factors, for example, the use of cover addresses and any pre-
vious involvement in economic crime.

37. The Ministry of Taxation has stated that cases are
checked automatically by cross-checking them with a num-
ber of SKAT registers, but not SKAT’s register of persons
convicted of economic crime (KINFO), as no statutory au-
thority to do so exists. If statutory authority was provided for
automatic cross-checking with KINFO, the control could be
extended to include automatic cross-checking with KINFO
in all cases.

Moreover, the ministry has stated that controlling the use
of cover addresses is a complex area, because it is difficult
to identify and establish cover addresses without physically
inspecting the address. However, SKAT intends to consider
one existing systematic control option in more detail. The
automatic case control could be extended to include cross-
checking with a special address register of known cover ad-
dresses. If effected, this would ensure that registrations in-
volving these addresses would be transferred to and marked
on the focus list for detailed risk assessment by SKAT.
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38. The NAOD finds it satisfactory that SKAT intends to
consider the possibility of extending automatic case control
to include cross-checking with a special address register of
known cover addresses. Furthermore, the NAOD finds that
SKAT should consider the possibility of obtaining statutory
authority to carry out automatic cross-checking with KINFO
in all cases. In the NAOD’s opinion, this could strengthen
the registration control as a whole.

39. The NAOD finds it satisfactory that SKAT and E&S
have set up a formalised cooperation on registration control.
Essentially, the authorities have three days to carry out re-
gistration and control. Accordingly, there is a need to co-
operate closely and exchange information on businesses to
ensure that they are not registered unlawfully.

40. Moreover, the examination showed that the legislation
does not give SKAT direct access to retrieve information
about persons suspected of economic crime by the police.
SKAT may only approach the police with requests for in-
formation from the police registers about specific persons
and companies. In each case, the police decide whether to
pass on the information to SKAT.

41. In the NAOD’s opinion, SKAT’s registration control
can be strengthened if SKAT is given the opportunity to di-
rectly cross-check the registration of all applicants with po-
lice information about persons suspected of economic crime.
However, this would require an amendment of the law. The
purpose is to ensure that persons whom the police suspect
have committed economic crime are subjected to special in-
depth control.

Local control

42. According to SKAT, several known risk factors are
associated with VAT carousel fraud, such as whether the
businesses are registered under the correct business sector,
who in fact operates the businesses, including whether straw-
men have been appointed in the businesses and whether real
trading is taking place. These factors may be indicators of
VAT carousel fraud. According to SKAT, the risk of VAT
carousel fraud in such cases is best revealed by inspection
visits.
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43. The examination showed that SKAT only rarely makes
inspection visits to new businesses in connection with regis-
tration. The NAOD finds that more inspection visits may
serve as a deterrent if the risk of discovery is high.

The Ministry of Taxation agrees that inspection visits in

connection with VAT registration may have a preventive
effect on businesses visited. According to the ministry, the

control should be based on an assessment of the risk of

fraud and in each case on whether an inspection visit may
produce conclusive new knowledge.

IV. SKAT’s organisation of the control of
VAT-registered businesses

The NAOD’s comments

SKAT targets its control of VAT-registered businesses
at detecting VAT carousel fraud, but the examination did
give rise to certain recommendations.

This opinion is based on:

SKAT'’s action strategy includes combat of economic
crime, including VAT carousel fraud, and the strategy em-
phasises the importance of devoting a larger share of con-
trol resources to detecting economic crime.

SKAT’s performance requirements provide adequate in-
centive to check businesses that are reluctant to comply
with the tax rules (opponents) and thus support the mea-
sures to counter VAT carousel fraud. The control plans
for 2004 and 2005 also included control items relating to
economic crime, including VAT carousel fraud, which
the NAOD finds satisfactory.

SKAT assesses on an ongoing basis which possible in-
termediaries should be kept under surveillance for pos-
sible VAT carousel fraud, and exchanges information re-
garding the businesses with the tax authorities of other
Member States. SKAT has laid down guidelines for pay-
ment control and, in connection with large payments of
VAT, tax centres normally carry out an in-depth audit of
the businesses’ financial statements to ensure that pay-
ments are made on legal basis. The NAOD finds this sat-
isfactory.

SKAT introduced a new selection system in 2005 which
on the whole has given SKAT better opportunities for
identifying businesses likely to be participating in VAT car-
ousel fraud. However, the system is based on information
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from the joint EU system "Value added tax Information
Exchange System” (VIES), whose data are not always
reliable and updated. Moreover, the system does not in-
clude dormant businesses. A dormant business does not
declare VAT, which may indicate that the business has
no activity, but may also indicate unlawful failure to de-
clare or pay VAT. The NAOD finds that SKAT should in-
clude dormant businesses in the selection system.

o SKAT does not automatically notify businesses of discrep-
ancies in VIES so that businesses may check up on the
declarations. Automatic notification of businesses would
probably improve the quality of the information. The NAOD
finds that SKAT should consider developing a system
which automatically notifies businesses of erroneous in-
formation submitted to VIES. However, the system should
await the introduction of a new VIES.

o SKAT has set target figures for compliance with case pro-
cessing time limits. However, SKAT’s target figures do
not include requests from the tax authorities of other coun-
tries. SKAT does not entirely satisfy the requirement of
answering requests from the tax authorities of other coun-
tries within the three-month time limit stipulated by the
EU. The NAOD finds that requests from other countries
should be included in SKAT's target figures, which would
provide a greater incentive to answer such requests with-
in the time limit.

A. Performance requirements, strategy and plans for
control

44. The NAOD has examined whether SKAT’s strategy,
performance requirements and plans for control of VAT-
registered businesses are targeted at detecting VAT carou-
sel fraud. If SKAT’s strategy, performance requirements
and plans are not targeted at also detecting VAT carousel
fraud, there is a risk that the action is not being prioritised
as part of the general tax centre control.

Strategy

45. The NAOD has examined whether SKAT’s strategy in-
cludes combat of economic crime, including VAT carousel
fraud.

In early 2004, SKAT introduced a new strategy for con-
trol, information and guidance, the so-called Action Strate-
gy. The basic assumption of the strategy is that the majori-
ty of citizens and businesses liable to tax comply with the
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tax rules. Accordingly, the initiative should be differentiated
and adapted to their ability and willingness to comply with
the rules. The strategy divides those liable to tax into co-
players and opponents.

The NAOD’s examination of the strategy shows that it
highlights the importance of devoting a larger share of re-
sources to detecting economic crime. At the same time, ac-
cording to the strategy, SKAT must implement more com-
prehensive control measures in the form of ongoing moni-
toring and more in-depth and physical control of businesses
suspected of economic crime. The strategy encompasses
combat of economic crime, including VAT carousel fraud.

46. The examination showed that the strategy generally
treats newly registered businesses as co-players and that the
measures taken in relation to newly registered businesses
are primarily based on dialogue, information and guidance,
as well as ad hoc service visits. Thus, the business is nor-
mally not checked during the first two years.

47. SKAT has developed a standard for service visits to
newly established businesses. The outcome of the visit may
be collection of factual information about the business, for
example, with a view to further tailoring SKAT’s service
visits.

Any additional service visits are for guidance and will
typically include some of the same elements as the service
visit to a newly established business. The visit may take
place at the business’ or SKAT’s initiative. The visit will
typically be aimed at solving a specific problem the busi-
ness may have, for example, in relation to application of var-
ious electronic solutions. As a main rule, the visit will there-
fore require fewer resources than a service visit to a newly
established business.

Accordingly, SKAT predominantly pursues a service ap-
proach in relation to new businesses and has pointed out
that observations made during service visits may be includ-
ed as selection criteria for subsequent control.

48. The NAOD finds that in some cases, service visits to
newly registered businesses may give rise to subsequent
control on the basis of the observations made during the
visit and that this may lead to detection of VAT fraud. How-

Page 24



The National Audit Office of Denmark

ever, service visits offered to new businesses are not al-
ways appropriate for detecting fraud. This is because busi-
nesses involved in fraud will normally not ask for a service
visit. Finally it is noted that service visits are not carried
out for control purposes, but to provide the guidance and
information that the business needs. The measures to coun-
ter VAT carousel fraud could therefore be improved by
checking businesses immediately after registration on the
basis of an evaluation of materiality and risk.

49. The Ministry of Taxation has stated that control of new
businesses is carried out on the basis of, for example, ser-
vice visits and SKAT’s VAT risk assessment system. Fur-
thermore, SKAT has developed a new selection system to
strengthen the measures to counter serious VAT fraud. Ac-
cordingly, in SKAT’s opinion, the measures taken in rela-
tion to newly registered businesses are balanced both in
terms of the balance between control and service and in re-
lation to ensuring that new businesses to the greatest pos-
sible extent comply with the tax and fiscal acts.

50. The NAOD agrees that SKAT’s new selection system
has improved the selection of businesses. The system is de-
scribed in detail in paragraphs 57-60.

The NAOD is of the opinion that service visits cannot be
used in all cases to detect VAT carousel fraud, partly be-
cause they are voluntary and partly because they have no
actual control purpose. Finally, the NAOD finds that risk
factors relating to VAT carousel fraud are best detected by
inspection visits.

Performance requirements

51. Control of businesses committing VAT carousel fraud
is often resource-demanding because the control always in-
volves several businesses and exchange of control infor-
mation with other countries’ tax authorities. If the perform-
ance requirements do not make allowance for such controls,
it is uncertain whether priority is given to control.

52. SKAT introduced a new performance requirement sys-
tem in 2005 as a result of the new Action Strategy. The per-
formance requirement system is based on the setting of
performance requirements for the control, information and
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guidance provided by the tax centres. The tax centres are
scored according to the type of control they perform. SKAT
distinguishes between four types of control according to
the depth and level of detail of the control. The more in-
depth and comprehensive the control, the higher the score.
In addition, the centres are scored according to the type of
business controlled. Control of businesses that are oppo-
nents and likely to commit economic crime, including VAT
carousel fraud, gives higher control scores than control of
businesses considered co-players.

The tax centres themselves may organise and plan the
control on the basis of materiality and risk within the limits
of the number of controls to be performed for each of the
four types of control.

53. In the NAOD’s opinion, the performance requirement
system gives satisfactory incentives to control opponents and
thus supports the measures to counter VAT carousel fraud.

Control plans

54. SKAT’s control plans specify the control to ensure it
is performed consistently across the tax centres. Moreover,
the control plans commit the centres to carrying out control
and analyses of specific subjects, so-called mandatory con-
trol subjects. The NAOD examined whether SKAT’s con-
trol plans include control subjects relating to VAT carousel
fraud.

55. SKAT’s control plans for 2004 and 2005 included man-
datory control subjects related to economic crime, including
VAT carousel fraud. The tax centres thus carried out analy-
ses and control of scrap dealers, where some businesses
have been involved in VAT carousel fraud. The control in-
cluded control of consignments particularly of copper and
brass, traded several times between businesses in various
countries. Furthermore, the tax centres checked businesses
participating in VAT carousel fraud with businesses outside
the EU. The control was carried out as a concerted control
action with the tax authorities of other Member States. The
purpose was to map out the businesses’ trading and mutual
connections.

In addition, some centres have participated in a special
type of control since 2005, which registers the product code

Page 26



The National Audit Office of Denmark

of imported mobile phones in SKAT’s systems. Then, by
comparing the scanned-in product codes with new imports
of mobile phones, SKAT has been able to check whether
the same mobile phones were re-imported and thus formed
part of VAT carousels.

56. The examination showed that SKAT’s control plans in-
cluded mandatory subjects related to VAT carousel fraud.
The NAOD finds this satisfactory.

B. Data for risk assessment of businesses

57. The NAOD has examined whether SKAT has data at
its disposal to enable it to identify risky businesses.

58. The examination showed that SKAT has access to in-
formation enabling it to identify risky businesses. The in-
formation forms part of a new selection system which
SKAT has used since 2005. The selection system includes
new businesses and businesses whose VAT-liable turnover
fluctuates significantly. The system, based on data from
several SKAT systems, provides a basis for selecting busi-
nesses with a potential for VAT carousel fraud, but cannot
be used to specifically identify businesses having commit-
ted VAT carousel fraud.

Moreover, the system does not include so-called dor-
mant businesses. A dormant business does not declare VAT
which may indicate that the business has no activity, but
may also indicate unlawful failure to declare and pay VAT.
If the system also included dormant businesses, risk assess-
ments and control of VAT carousel fraud could be strength-
ened.

59. The Ministry of Taxation agrees that the selection sys-
tem cannot be used to specifically identify businesses in-
volved in VAT carousel fraud. The ministry has stated that
the system is subject to ongoing development and is cur-
rently being extended to include risk assessments which
are matched with actual VAT carousels. This is supposed
to make the selection of businesses involved in VAT carou-
sels even more efficient and targeted. The ministry has al-
so stated that efforts will be made to include dormant busi-
nesses in the selection system.
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60. The NAOD finds it satisfactory that the selection sys-
tem is being developed and adapted on an ongoing basis,
and that SKAT will consider the possibilities of including
dormant businesses in the selection system.

Value added tax Information Exchange System (VIES)

61. The selection of businesses is also based on information
retrieved from the common EU system VIES, which the
Member States have used since the introduction of the single
market in 1993. The single market abolished intra-Commu-
nity border control, integrating it in the Member States’ gen-
eral VAT control. The Member states therefore needed a
tool to compare and check domestic businesses’ import and
export declarations with the information provided by for-
eign businesses. The system enabled control of imposition
of VAT on imported and exported VAT-exempt goods in
the country in which the goods were to be consumed. An-
other purpose of VIES was to give businesses trading with
businesses in other Member States the opportunity to con-
firm the trading partner’s VAT registration number.

62. On the basis of VIES, SKAT can compare Danish busi-
nesses’ VAT returns with the information provided by for-
eign businesses having traded with Danish businesses. The
information is based on the data submitted by the businesses.
Through control of this information, SKAT must ensure that
Danish businesses report to the system in connection with
VAT-exempt sale of goods in the EU.

63. The tax centres have stated that businesses do not al-
ways report correctly to VIES and that time lags may occur
in the businesses’ registration of transactions. This means
that there may be great discrepancies between the VAT re-
turns filed by the businesses and the VIES information.

In addition, the NAOD established that it takes at least
three months and in some cases up to six months from the
time a transaction took place until the information is avail-
able in VIES. The delay means that in some cases, the in-
formation on which SKAT bases its selection of businesses
is not up to date.

64. Given the present system, the NAOD finds that basing
the selection of businesses on data from VIES entails a
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risk, because the data are not always reliable and updated.
Fraudsters may thereby gain a lead and, for example, get
assets out of the way or disappear themselves before SKAT
becomes aware of the fraud.

However, the NAOD finds that overall, the new selec-
tion system has provided SKAT with better opportunities
to identifying businesses involved in VAT carousel fraud.

65. The Ministry of Taxation has stated that a new VIES
is in the course of preparation. EU authorities are consid-
ering reducing the period within which businesses are re-
quired to file returns from three to two months and the set-
tlement period from three months to one month. This will
limit the time that elapses from the time a transaction takes
place until the information becomes available in VIES. It
is still uncertain, however, whether the new system will en-
tirely solve the problems associated with the present VIES.
In addition, the changes should make allowance for the fact
that today businesses have varying declaration and settle-
ment periods and a reduction hereof will impose higher ad-
ministrative burdens on the business community.

Moreover, the Ministry of Taxation has stated that SKAT
has joined the so-called EUROCANET, a network of Mem-
ber States exchanging information on VAT carousel fraud.
EUROCANET supplements VIES and allows faster bilat-
eral exchange of selected data between the countries.

66. The NAOD finds that a reduction of businesses’ settle-
ment and declaration periods will enable faster control and
thus improve the likelihood of securing government reve-
nues. The NAOD also finds it satisfactory that SKAT has
joined EUROCANET.

C. Organisation of control measures

SKAT’s organisation of the control of businesses
reclaiming VAT

67. The NAOD has examined whether SKAT has guidelines
for payment control and whether SKAT follows the guide-
lines when carrying out the control. Businesses buying goods
that are resold to an enterprise in another Member State can
basically deduct the VAT paid when purchasing the goods
(input VAT). This follows from the EU VAT system.
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Payment control is the tax centres’ way of controlling the
businesses’ financial statements and ensures that VAT re-
payments are made on a correct basis. Repayment control
is essential because it may alert SKAT to the non-payment
of VAT in earlier links, which may be an indication of VAT
carousel fraud.

68. The examination showed that SKAT has guidelines for
the organisation of repayment control. Accordingly, the
scope and depth of the control is organised to take account
of the amount reclaimed, whether the business has been in
arrears and when the business was previously checked.
Moreover, some tax centres have drawn up lists of factors
that should give cause for special attention in the course of
the control, for example, rounded and atypical amounts de-
clared and special business sectors.

In order to target the control measures, SKAT has drawn
up a special control concept for businesses which only carry
on export and currently reclaim VAT within a reduced set-
tlement period of one month.

69. The NAOD has reviewed a spotcheck of major payment
cases in two tax centres. The examination showed that the
tax centres followed the control guidelines. In connection
with major VAT payments, an in-depth audit of the busi-
nesses’ financial statements is normally conducted to ensure
that payments are made on a legal basis. In addition, the tax
centres check that the VAT reclaimed was paid by the busi-
nesses in earlier links, which is essential for detecting VAT
carousel fraud. The NAOD finds this satisfactory.

Organisation of the control of VAT carousel inter-
mediaries

70. The NAOD examined whether SKAT keeps under sur-
veillance businesses known to have been involved in VAT
carousel fraud.

71. On the basis of VAT carousel fraud cases and informa-
tion provided by tax authorities in other countries, SKAT,
the Main Centre, has become aware of a number of Danish
businesses used as intermediaries in VAT carousel fraud
cases. The Danish government suffers no loss of VAT in
these cases, but SKAT has stated that these businesses may
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commit VAT fraud themselves at some stage if SKAT does
not keep them under constant surveillance. According to
SKAT, the intermediaries are in some cases conscious of
being involved in VAT carousel fraud.

72. The examination showed that SKAT regularly consid-
ers which intermediaries to keep under surveillance for pos-
sible VAT carousel fraud. It exchanges information with
the tax authorities of other Member States as the informa-
tion may be relevant for detecting VAT carousel fraud in
other Member States. The surveillance also has a preventive
effect and may deter businesses from engaging in VAT
fraud. The NAOD finds this satisfactory.

Organisation of the control of businesses’ provision
of information to VIES as part of the VAT control

73. The NAOD examined whether the tax centres check
the information businesses submit to VIES. The NAOD
finds that the tax centres should check whether the infor-
mation submitted to VIES is correct. Moreover, the NAOD
examined whether SKAT is authorised to impose sanctions
on businesses submitting erroneous information.

74. Since 1993, SKAT has been ordered to check intra-
Community purchases and sales of goods by VAT-regis-
tered businesses. The EU have no rules stipulating the share
of businesses engaging in intra-Community trade to be
checked. For the businesses selected for control, average
control procedures should include control of 14 questions
regarding the businesses’ import and export of goods, in-
cluding accounting and physical controls. The purpose of
the control is to ensure that imported and exported VAT-
exempt goods are subject to VAT in the country in which
they are consumed. VIES is used for this purpose, see para-
graph 61.

75. The examination showed that several tax centres have
reported an erroneous number of controls per business. Ac-
cordingly, tax centre reports and their fulfilment of the con-
trol requirements are subject to some uncertainty. Ongoing
internal control by SKAT of whether the reporting is cor-
rect will provide a better basis for follow-up on the control.
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76. The Ministry of Taxation agrees that it is important that
the data reported by businesses to VIES are correct so that
foreign tax authorities can use and rely on the data imme-
diately in their control procedures. SKAT will establish in-
ternal control procedures as soon as possible to ensure com-
pliance with the requirements for tax centre control of data
reported.
The NAOD finds this satisfactory.

77. The examination also showed that sanctions are not
imposed on businesses reporting erroneous information. If
SKAT automatically notified businesses of discrepancies in
VIES to allow them to check up on reported information,
the quality of the information could probably be improved.
In addition, the use of sanctions for repeated erroneous re-
porting, fines for example, could help ensure better data
quality.

78. The Ministry of Taxation has stated that a system which
automatically notifies businesses of discrepancies in VIES
can probably be developed. However, such a system should
await a new VIES. The ministry has also stated that fine
rates have not been adjusted since 1985, so the level of fines
is relatively low. In 2005, the Director of Public Prosecu-
tions authorised a general fine rate adjustment in the SKAT
area, which means that SKAT will announce a general fine
rate adjustment in autumn 2006. After the introduction of
new fine rates, SKAT will be able to institute test proceed-
ings before the courts in order to obtain precedents regard-
ing fines in cases where businesses have persistently pro-
vided false or incomplete information to VIES.

79. The NAOD finds that SKAT should consider develop-
ing a system which automatically notifies businesses of er-
roneous reporting to VIES. The NAOD also agrees that it
will be appropriate to await the introduction of a new VIES.
The NAOD finds it satisfactory that SKAT is planning to
adjust the fine rates as a basis for instituting test proceed-
ings before the courts.

D. Cooperation with foreign authorities

80. SKAT exchanges information with the tax authorities
of other Member States when the authorities suspect VAT
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carousel fraud. The NAOD has examined whether SKAT
complies with the time limits for exchange of information
stipulated by the EU regulations for Member State coope-
ration.

81. Under EU regulation No. 1798/2003 on administrative
cooperation between the Member States, the tax authorities
of the relevant Member States may request information
from other tax authorities for the purpose of control of busi-
nesses and persons. The information must be provided as
quickly as possible and within three months of receipt of the
request. In Denmark, the Control Office of SKAT’s Main
Centre is the competent authority for exchange of informa-
tion regarding economic crime, including VAT carousel
fraud.

82. The examination showed that well over 20% of all re-
quests for control information between SKAT and foreign
tax authorities are not answered within the time limit. Ac-
cording to SKAT, the reason for the failure to answer all re-
quests within the time limit may be lengthy case process-
ing, but also lack of opportunity to contact the businesses.
The examination also showed that SKAT has set target
figures for compliance with case processing time limits, but
requests from the tax authorities of other countries are not
included in these target figures. If the target figures also
included requests from the tax authorities of other countries,
SKAT would have a greater incentive to answer these re-
quests within the three-month time limit fixed by the EU.

83. The NAOD finds that the time factor is crucial in these
cases, if the Member States’ loss of VAT receipts is to be
minimised. It is therefore important that time limits are com-
plied with if the combat of VAT carousel fraud is to be
strengthened.

The Ministry of Taxation has stated that technically,
there is nothing to prevent economic crime requests from
being included in the target figure. However, this needs to
be agreed with the Ministry of Finance, because SKAT’s
targets on the Finance and Appropriation Act are generally
negotiated with the Ministry of Finance.
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V. SKAT’s cooperation with the police and
the prosecution service on VAT carousel
cases

The NAOD’s comments

The case processing regarding VAT carousel fraud cases
is satisfactory. Over the past few years, SKAT, the police
and S@K have taken steps to strengthen the cooperation
between the authorities, incorporating the experience
gained from VAT carousel cases on an ongoing basis to
strengthen control and investigation. However, the au-
thorities’ consideration of VAT carousel cases can be
further improved, for example by better organisation of
the case processing.

This opinion is based on:

In 2005, S@K and SKAT set up a task force to strength-
en the measures to counter VAT carousel fraud and other
offences. The initiative has resulted in several recommen-
dations regarding cooperation between authorities and
new methods to be applied, including the preparation of
risk profiles.

As part of the competency development, the experience
gained from VAT carousel cases has also been incorpo-
rated in courses and supplementary training for the staff
performing the control and investigation, which the NAOD
finds satisfactory.

The examination showed that the average case process-
ing time for VAT carousel cases is three months for SKAT
and 22 months for the police/S@K. The average case
processing time reflects that the processing of some cases
has been extremely lengthy, whereas in other cases, it
has been short.

The case processing has partly been influenced by ex-
ternal circumstances beyond the authorities’ control and
partly by the authorities’ own organisation of the case
processing. In the following, the NAOD highlights the fac-
tors which authorities can influence themselves.

S@K, the police and SKAT have not set targets and time
frames for the case processing of all cases. Besides, it
has not always been made clear from the start which
competencies are necessary to ensure that progress is
made, which may cause cases to drag on. The NAOD
finds that S@K, the police and SKAT should in all cases
clarify from the start which competencies are necessary
to ensure that progress is made in the cases. This can be
done by organising the cooperation in joint project groups
in order to incorporate all relevant competencies. More-
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over, case processing targets and time frames should be
set. The Ministry of Justice has stated that project-orient-
ed work is now established practice in SZK and that tar-
gets and performance requirements will be set to help fa-
cilitate fast and efficient case processing.

e Our review also showed that only in a few cases was the
prosecution service involved from the start. The NAOD
finds that the cases should be further promoted by in-
volving the prosecution service from the start of a case,
so that it may contribute to ensuring that the legal as-
pects of a case are considered at an early stage. The
Ministry of Justice has stated that an early initiative by the
prosecution service is now established practice in SGK.

e The Ministry of Justice has pointed out that amendments
to the Danish Administration of Justice Act concerning
the processing of economic crime cases will provide for
faster trial. Furthermore, the new police reform is expected
to expand and maintain the special police competencies
and routines required for economic crime cases, which
will also strengthen the counter-measures.

A. Case processing

84. According to section 289 of the Danish Penal Code,
serious economic crime cases, including VAT carousel fraud
cases, must be reported to the police for further investiga-
tion. In 1998, SKAT and SOK agreed on a pre-assessment
arrangement for cases entailing a risk to EU revenue and ex-
penses, which means that SKAT is to report the cases to
SOK, which then assigns the cases to the responsible police
district.

85. The NAOD has examined the time spent on the 15 car-
ousel cases which SKAT and the police/SOK have investi-
gated since 2000. The NAOD finds that the case process-
ing time should be as short as possible and that the mea-
sures taken should have a preventive effect.

86. The examination showed that the average case process-
ing time for VAT carousel cases is three months for SKAT
and 22 months for the police/SOK, see appendix 2. The
average case processing time reflects that the processing of
some cases has been extremely lengthy, whereas in other
cases, it has been short.
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On top of this comes the courts’ case management time.
The courts have tried five of the 15 cases. The average case
management time was six months for these cases, of which
one has been appealed and remains pending before the
courts.

87. The examination showed that case processing was in-
fluenced by SOK’s and the police’s own organisation of the
processing. More than half of the cases changed prosecutor
during the process, and only in a very few cases was the pro-
secution service involved from the start. According to the
authorities, failure to involve the prosecution service from
the start may cause cases to drag on. In one case, the police
stated that the case was managed inadequately and not fol-
lowed up, which delayed the case.

88. The NAOD finds that the cases may be further pro-
moted by involving the prosecution service from the start
of a case, so that it can contribute to ensuring that the legal
aspects of a case are considered at an early stage.

89. The Ministry of Justice has stated that in some cases,
replacing the prosecutor will be unavoidable, for example,
due to illness, change of job and other circumstances. This
is not in itself a problem if it is ensured that the periods
during which no responsible tax consultant is attached to
the case are minimised.

90. The NAOD agrees that in several cases, the prosecutor
will inevitably have to be replaced during the processing
of a case. The NAOD therefore finds it important that con-
tinuity in the case processing is ensured so that, for exam-
ple, if the prosecutor is replaced, the cases continue to make
progress.

91. The lengthy duration of the cases may also be due to
circumstances beyond the authorities’ control. Thus, the po-
lice and SOK only have limited influence on the delay be-
tween issue of proceedings and the trial. Similarly, the ac-
tual trial also depends to a considerable extent on parties
other than the prosecution service. For example, in some
cases, the counsel for the defence is replaced during the pro-
ceedings, which may cause delay. Similarly, cases are some-
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times delayed because information from foreign police au-
thorities has to be obtained, and in some cases the persons
involved have disappeared. However, in order to reduce the
delays arising from having to contact foreign police authori-
ties, the police and SOK could gain an overview of the in-
formation required and prepare information requests at an
early stage in the process.

Finally, cases are delayed because requests for control
information between the tax authorities of the Member States
are not always answered within the time limits fixed, see par-
agraph 82. In addition, a new type of case involving coun-
tries outside the EU has in some instances rendered the col-
lection of information difficult, both for the tax authorities
and the police investigation.

Organisation of case processing

92. The NAOD examined whether SKAT, the police and
SOK cooperate to make use of each others’ competencies.
The NAOD also examined whether targets and time frames
have been set for VAT carousel cases. The NAOD finds
that targets and time frames for the progress of a case may
help to alert authorities to the need to promote the case
processing. It was also examined whether it had been clear-
ly defined from the start which professional competencies
were required in the specific case.

93. The examination showed that the authorities use each
others’ competencies in VAT carousel fraud cases. SKAT
involves the police before reporting the offence in order to
coordinate the control with the ongoing investigation. More-
over, the police involved SKAT in the investigation on al-
most every occasion in order to take advantage of SKAT’s
tax and accounting competencies. These competencies are
necessary because part of the investigation includes analyses
of complicated financial transactions between businesses.

In addition, the examination showed that the cooperation
in the majority of cases was based on informal contact.
SKAT and the police have stated that the informal contact
was important to ensure progress in the cases.

94. The examination further showed that the police and
SOK had set targets and time frames for ten out of 15 cases.
SKAT generally did not set targets and time frames for the
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VAT carousel cases, because SKAT generally reports the
cases to the police early in the process, typically within the
first two months. From that point in time, the prosecution
service assumes responsibility for managing the case. Fur-
thermore, the NAOD established that in about half of the
cases, SKAT, the police and SOK defined from the start
which competencies were necessary for the case process-
ing. This was done by setting up joint project groups.

95. SOK and the police have stated that cases drag on if tar-
gets and time frames for the case processing are not set and
if it is not made clear from the start which competencies
are necessary to ensure that progress is made.

96. In the NAOD’s opinion, the cooperation between the
authorities can profitably be organised in joint project groups
so that all relevant, professional competencies can be in-
corporated from the start. It is moreover important to set
case targets and time frames.

97. The Ministry of Taxation agrees that SKAT, the police
and SOK should to a greater extent organise their coopera-
tion on VAT carousel fraud cases and other economic crime
in joint project groups. This work has been initiated tenta-
tively through the joint SKAT/SOK project group on VAT
carousel fraud. The project model will be evaluated on an
ongoing basis and SKAT will focus on expanding the mo-
del to local offices when the new police reform is introduced.

98. The Ministry of Justice has stated that for some time,
SOK has used a project-oriented approach based on the
new investigation model. The police are also generally im-
plementing a more project-oriented investigation process,
involving investigators and prosecutors from the outset. In
addition to this, there is special focus on safeguarding case
management through ongoing evaluation.

The Ministry of Justice has stated that an important issue
in VAT carousel fraud is rational use of resources, partly in
relation to the subject-matter, partly in relation to persons
involved. The ministry expects that the implementation of
a new structure for the police and the prosecution service
with fewer police districts and the establishment of special
prosecution services with prosecutors who can build up ex-
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perience in special case categories will further improve the
basis for rational use of resources. In this connection it will
be necessary to make an overall evaluation of the use of po-
lice and prosecution service resources by weighing the like-
ly result of the efforts in several crime areas against each
other.

99. The NAOD finds it satisfactory that the authorities are
making increasing use of project-oriented investigation pro-
cesses. In future, authorities should organise cooperation on
a project-oriented basis for all major serious crime cases. The
NAOD also notes that the Ministry of Justice points out
that a new police and prosecution service structure will im-
prove the possibilities of ensuring rational use of resources
in connection with the cases.

100. The NAOD also examined whether the experience
gained by the authorities in VAT carousel cases is incorpo-
rated on an ongoing basis in the control and investigation
of VAT carousel fraud. Failure to do so entails a risk that
the necessary competencies will not be developed and that
the way the control is organised will not reflect the develop-
ment in VAT carousel fraud.

101. The examination showed that SKAT, the police and
SOK have incorporated the experience from VAT carousel
cases to provide a better basis for control and investigation.
This has been done by developing the competencies of the
employees who carry out the control and investigation by
continuously organising training and courses on economic
crime. The NAOD finds this satisfactory.

102. In 2005, SKAT and SOK set up a unit, a so-called
taskforce aimed at strengthening the measures to counter
serious VAT carousel fraud. The unit applied the experi-
ence from three VAT carousel cases reported to the police
in 2004 and 2005.

The unit has made a number of recommendations, in-
cluding that on the basis of the existing VAT carousel cases,
a risk profile must be developed to enable the authorities to
quickly identify businesses likely to participate in VAT car-
ousel fraud. At the same time, a model for the authori-
ties’ cooperation in the form of an activity and information
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flow has been established to enable authorities to quickly
exchange information about suspects.

The NAOD finds it satisfactory that the authorities have
taken this initiative which, according to the authorities, will
strengthen the measures to counter VAT fraud.

103. Furthermore, the experience gained has led to amend-
ments to the Danish Administration of Justice Act on the
processing of major economic crime cases. The amend-
ments are the result of the work of the so-called Brydens-
holt Committee. SOK has indicated that the amendments
enable swifter trial because, for example, the reading aloud
of documents in the court may be omitted and because the
cases may already be set down for trial when the indict-
ment is filed.

In addition, the Ministry of Justice has stated that the
new police reform is expected to expand and maintain spe-
cial competencies and the routines required for complex
cases such as economic crime cases, which is also expected
to strengthen counter-measures. In connection with the new
structure, a number of targets and performance requirements
will be set centrally, which will further help ensure swift
and efficient case processing.

104. Finally, the Ministry of Justice has stated that the
NAOD’s recommendations are now established practice in
SOK, including project-oriented work and early action by

the prosecution service.
The NAOD finds this satisfactory.

The National Audit Office of Denmark, 20 September 2006

Henrik Otbo

/Henrik Berg Rasmussen
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Appendix 1
VAT and VAT carousel fraud

VAT

1. Commercial supplies of goods and services in Denmark
are subject to VAT according to the VAT Act, see Consol-
idation Act No. 966 of 14 October 2005 as amended. This
means that in connection with the sale of goods and services,
a 25% tax on the price is payable to the government. This
is referred to as output VAT.

Businesses may deduct VAT on goods and services pur-
chased for the business if they are used for its production
or for re-sale. This is referred to as input VAT. A business’
VAT settlement is thus the difference between its output
VAT and input VAT.

2. Figure 1 illustrates the VAT settlement of a business (busi-
ness B) purchasing goods from another business (business
A) for the purpose of re-sale. The VAT settlement is illus-
trated in the following examples.

Figure 1. The VAT settlement principle

1. 2, 3.

Business B
Sale of goods Sale af goods
to another business Output VAT to consumer
for DKK 12,500 Input VAT for DKK 18,750
Difference

Business A
The consumer purchases

goods from business B
and pays VAT
on the purchase

Output VAT
Input VAT
Difference

o ]
£ 2

mg‘ U’cD:J
Qe o2
X3 232
3 e
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=} a

S S

Tax authority

Business A

The figure shows that business A sells goods for DKK
10,000 to business B (exclusive of VAT). The output VAT
of DKK 2,500, equal to 25% of the price of the goods, is
added to the price. This example assumes that business A
did not purchase the goods inclusive of VAT and therefore
cannot deduct input VAT from the output VAT. The busi-
ness’ overall VAT settlement is illustrated below.
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| VAT account for business A DKK ‘
OUEPUL VAT et 2,500

INPUE VAT et 0

| Rt —— 2,500 ‘
Business B

Business B, having purchased the goods for DKK 12,500
from business A, paid VAT of DKK 2,500 to business A.
This constitutes business B’s input VAT. Business B re-sells
the goods to consumers for DKK 15,000. VAT of 25% is
added to the price, and the total price now amounts to DKK
18,750. Business B must settle output VAT of DKK 3,750
less input VAT of DKK 2,500 to the tax authority. The bu-
siness’ overall VAT settlement is illustrated below.

| VAT account for business B | DKK ‘
OULPUL VAT L. 3,750
INPUE VAT e 2,500
| R e ————— 1,250 ‘

3. The example shows that VAT is a tax imposed on each
link in sales chain from manufacturer to consumer and that
VAT is settled with SKAT as the difference between out-
put VAT and input VAT. Consequently, VAT is a value
added tax calculated on the basis of businesses’ profits.
Because businesses merely add the VAT to the price of the
goods, it is the consumers who ultimately pay the VAT.
VAT is therefore also an excise tax.

VAT carousel fraud

4. When the single market was established in 1993, Mem-
ber States introduced a VAT system to facilitate intra-
Community trade. The VAT system meant that import and
export of goods from one Member State to another was to
be VAT-exempt. VAT is not payable until imported and
exported goods are re-traded in the country of consump-
tion in compliance with national VAT rates. The EU VAT
system therefore constitutes an exemption from VAT liabi-
lity.
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5. The EU VAT system enables businesses to engage in the
so-called VAT carousel fraud. Figure 2 illustrates the basic
structure of VAT carousel fraud.

Figure 2. The VAT carousel fraud principle which results in loss of VAT for the
Danish government

Business A purchases M Re-sells
goods from EU business goods to EU
for DKK 1,000,000 businesss The deal may
be repeated
as a carousel

AN
Re-sells goods to ! Possblesale
Business B final link for Business C ! to consumers »
DKK 1,000,000 :
1

EU

Denmark

Re-sells goods to
Business A intermediary for
DKK 900,000

1 i
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Tax authority

Loss in relation to business A DKK 225,000 kr.

Loss in relation to business B DKK 0 kr.

Loss in relation to business C DKK 0 kr.
Total loss DKK 225,000 kr.

Business A

The figures shows that business A imports goods from a
foreign seller. Business A does not pay VAT on imported
goods in compliance with the EU VAT system. Business A
re-sells the goods to business B and collects VAT from busi-
ness B in connection with the re-sale. According to the VAT
rules, business A must settle output VAT in connection
with the re-sale of goods to business B. Instead of settling
the VAT, business A transfers the money to a bank in a
country, for example, outside the EU, in which the tax au-
thorities cannot readily seize the funds. The business” VAT
account can be illustrated as follows:
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| VAT account for business A DKK ‘
Output VAT ... 225,000
INPUE VAT e 0
| Nl s — 225,000 ‘
Actual amount paid ...........coooiiiiiiii 0
| Loss to the government ...........cccceeiiiiiiiie e 225,000 ‘

Business B

Business B is merely an intermediary and settles VAT ac-
cording to the rules. The intermediary may have been in-
serted in the carousel to cover up the fraud or may form
part of the carousel, in the belief that the transaction is
lawful. The business’ VAT account can be illustrated as fol-
lows:

| VAT account for business B | DKK ‘
OUPUE VAT .o 250,000
INPUE VAT L. 225,000
| Amount payable ..........cocceeiiiiiii e 25,000 ‘
Actual amount Paid .........cccooieriiiiiiiii e 25,000
| Loss to the government ............ccooceeviiiiiiiiiinicceee. 0 ‘

Business C

Business C, purchasing the goods from business B, re-sells
the goods to a foreign company and in this connection can
reclaim input VAT. The business’ VAT account can be illus-
trated as follows:

| VAT account for business C DKK ‘
OULPUL VAT L. 0
INPUE VAT <. 250,000
R T —— 250,000 |
Actual amount received...............ccccccoeeiiiiiiiiiiiiie 250,000
| Loss to the government ................ccooiiiiiiiiiiie, 0 ‘

6. The government’s total loss amounts to DKK 225,000,
being the loss of VAT relating to transactions between busi-
nesses A, B and C. Repeating the transactions by passing
the goods between businesses in individual Member States,
hence the name VAT carousel, before possibly selling them
to consumers, generates the loss several times and results
in substantial losses to the government.
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7. The most recent form of VAT carousel fraud takes place
through businesses outside the EU. The VAT carousel fraud
principle is unchanged, and the transaction results in the
same VAT loss as illustrated in figure 2. The unusual fea-
ture of the transaction is that the businesses do not refrain
from declaring the VAT payable to the tax authorities, but
the VAT is used as prepayment for the next supply of
goods. When the VAT falls due for payment, the goods to
be re-sold and against which the VAT has apparently al-
ready been used as prepayment fail to arrive.

8. Table 1 outlines the businesses’ VAT accounts and the
government’s loss of VAT.

Table 1. Outline of the businesses’ VAT accounts and the overall loss to the

government
VAT account for busi- VAT account for VAT account for
ness A business B business C
----- DKK -----

OULPUL VAT ...t 225,000 250,000 0
INPUE VAT i 0 225,000 250,000
Amount payable/reclaimed”................ 225,000 25,000 250,000%
Actual amount paid..........cccccceeeiiieenns 0 25,000 -250,000

Loss to the government

225,000 0 0

" Under normal circumstances, the sum of the businesses’ VAT settlements will not be 0, but because the
businesses sell the goods below the market price, there is formally no added value.

? The table shows that business C can reclaim DKK 250,000 from the government/SKAT.
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Appendix 2

SKAT, police and S@K processing time for VAT carousel cases”

SKAT case processing time Police/S@K processing time
from the date the case is opened until it is from the date SKAT reports the case until
reported to the poIice/S@Kz) the case is submitted for trial
----- Months -----

Case No. 1 ............ 1.0 25.0

CaseNo.2............ 1.0 50.5

Case No. 3............. 2.0 > 54.0Y

Case No. 4 ............ 45 48.0Y

Case No.5............ 2.0 24.0

Case NO. 6............ 11.0 20.0Y

Case NO. 7 ............ 15 >19.5”%

Case No. 8............ -0 2459

Case No. 9............ 55 > 16.0”

Case No. 10 .......... 0.5 > 14.5%

Case No. 11 .......... 0.0% 6.5

Case No. 12........... 2.0 4.5

Case No. 13 .......... 0.5 7.5Y

Case No. 14 .......... 2.0 10.0%

Case No. 15.......... 2.0 3.5

1)

2

3

4

5)

6

8)

In the cases where processing has not been completed (marked with >), the case processing time was
calculated at 9 August 2006, when this list was prepared.

In those cases where the authority merely stated the month in which the case was opened, but not the
actual date, the first day of the month has been used as the calculation basis.

The case is still pending with the police/S@K, because extradition of the suspect from the country of
residence has not been possible.

The charge has been withdrawn. Accordingly, the case has not been tried by the courts.

The case remains pending with the police/S@K and, accordingly, has not been tried by the courts.
The case processing time is stated as the time spent so far by the police/S@K (marked with >).

Case processing by the police/S@K was not commenced as a result of SKAT reporting the offence but at
S@K'’s own initiative and after the Attorney to the Danish Government reported the offence. In both cases
SKAT has subsequently reported the offence to the police/SPK. In these two cases, the case processing
time has been calculated from the time at which the police/S@K themselves opened the case.

The case originates from S@K, and SKAT was not involved.

A case processing time of less than eight days is stated as 0 months.
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