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CASE EXAMPLE: MISSING TRADER

 Information received on 6 traders paying marginal taxs are
making little or no taxes on their returns.

* Position achieved by buying and selling goods to each other.
b4 EE SR« Traders amiss. Cannot be located physically or on phone.

» Database analysis of itax and Simba system
 Third party information - Registrar of Cos, Banks, Clients

* Surveillance - mobile phone tracking
* Interviews




M1-MS5 are business
names while M6 is
trading on own PIN

M1 & M2 registered on
same date by same
Mr.K (M6)

M3 & M4 registered on
same date by Mr. ]

M6 registered by Mr.P

Proprietors as per
Registration certificate
different from iTax
partners.

Proprietors — Asian
iTax partners - Local

Businesses duly file
VAT returns

Declared sales made
to unregistered
customers

Claim input tax equal
to or more that output
tax

Self invoicing
observed eg.in 2 yrs
M1 supplied M2
Sh.1.6Bn goods while
M2 supplied M1
Shs.1.3Bn goods

Proprietors do not file
Corporation tax and
PAYE returns

Deposits were approx.
3-10% of declared
sales

Deposits from several
registered companies

Said registered cos.
claim huge inputs
from the MTs

Depositors mainly in
construction sector,
importers of
construction materials
and hardware from
China


OECD/M1-M6 VAT Returns.xlsx
OECD/M1-M6 VAT Returns.xlsx
OECD/M1-M6 VAT Returns.xlsx
OECD/M1-M6 VAT Returns.xlsx
OECD/M1-M6 VAT Returns.xlsx
OECD/M1-M6 VAT Returns.xlsx

- Claim huge inputs from the MTs and
expense in P&L

- Paidlittle to no VAT and carried huge
creditors from MTs in Balance sheet

- Claimants mainly in construction - Mr. ], proprietor for M3 and M4 found
sector, importers of construction to have abandoned Cos 2 yrs later and
materials and household hardware registered 3 new ones engaged in the
from China same business

» Recall MTs reported supplies to
unregistered customers

» Hence; either MTs are under-declaring
sales or claimants are claiming
fictitious inputs



(e SEIf invOicing =3 Sale of invoices



Admitted liability Motivation

3 registered buyers gave statement without Importers of household goods: Importers understate
prejudice owning up to scheme and purchase imports to pay less duty and VAT then make up with
of invoices fictitious purchases to reduce VAT payable

Construction sector: Cos mainly source goods from

unregistered suppliers hence attempt to reduce VAT

payable using fictitious purchases

Scrap metal dealers: Source goods mainly from

unregistered Juakali traders and make up for the

input tax claim with fictitious purchases

Notably;
- Goods sourced locally from MTs are similar to those imported

- MTs are not importers and no Co. manufactures similar products
locally



BREAK OUT SESSIONS

What counter measures can your revenue authorities employ to
mitigate VAT fraud?

What challenges may emerge in your implementation of the suggested
counter measures?

15 min



Stakeholder engagement - taxpayer education, tax professionals, busi
registration agencies, consider providing public registration checkers

= Shared databases - customs, third party, registrar of cos, regional block

= Automation of VAT compliance processes - Tax Invoice Management
System, cross matching system (VAA), Kenya Success story

= Capacity building - specialized officers / task force

= Risk profile indicators - high value invoices, high risk entities, high risk
supplies

= In depth verification checks - include detailed checks into the veracity of
supply chains and due diligence carried out by a trader to ensure that the
proposed transaction is not connected to fraud (eg. )

VALUE ADDED TAX = Criminal/Civil investigation - have clear strategy and punitive measures
TECHNICAL NOTE ON of deterrence. Convictions communicate consequences

MISSING TRADER FRAUD  »  Legal measures - Reverse charge, Joint & several liability, Cannot claim input
before sale is declared

An ATAF Publication @




CASE EXAMPLE: ACTIONS TAKEN
Deregister all MTs

Publication done in newspapers requiring all cited MTs to report
to commissioner of investigation

CSD to conduct 100% verification of major importers of

household goods and construction materials

Prosecution of all parties involved in scheme

Proposal to have scrap metal dealers appointed as Withholding
VAT agents / Exempted / only charge tax if last onthe value chain

Renewed vigilance to check on such cases




VAR - VAT AUTO ASSESSMENT

- A system based solution that will detect inconsistencies, communicate to
the relevant parties and automatically disallow unresolved input tax

Workflow - Cross Matching of Invoices in iTax

Batch run on the midnight Inconsistency Return Amended?

A licable
of VAT due date Report emailed to Increased p¥
(threshold amounts to Purchaser and Output/Reduced Input axes
apply) respective Supplier Tax settled

Taxpayer given 30 days
{configurable) to amend

System to issue 2 notices in 30 days (batch
to run prior to each reminder)

System automatically
disallows inputs on
outstanding inconsistencies

Accounts Management to follow up
confirmed Debt via D&E module in iTax



COMMISSIONER OF INVESTIGATION & ENFORCEMENT VS PEARL INDUSTRIES LTD [2022]

= 17. Under section 56 of the TPA, it was incumbent upon the Respondent to prove that the
Commissioner’s findings above were wrong. How could it do so? By providing evidence and
supporting documentation to dislodge the Commissioner’s findings. For instance, it could

(2) If, at the time when adeduction for input tax would otherwise be allowable
under subsection (1)—
(a) the person does not hold the documentation refemed to in subsection
(3), or
(b) the registered supplier has not declared the sales invoice iin a retum,
the deducton for input tax shall not be allowed wrtil the first tax penod in which

the person holds such documentation:
had been insinuated by the Tribunal because the request was within the Commissioner’s
powers under section 59 of the TPA.
= 19. In this case, the pendulum of proof swung three times; the first was upon the Respondent,
which it did by providing the documents requested by the Commissioner; the second shifted

the Commissioner, who after reviewing the documents challenged their authenticity and
validity. This meant that the burden of proof finally swung back to the Respondent to prove

that the Commissioner was wrong in its position and overall findings.
©



TIMS - TAX INVOICE MANAGEMENT SYSTEM

TIMS - A system that offering Integration with trader systems,
Standardization and authentication of issued tax invoices on a real time
basis, Seamless integration with iTax, Storage module of tax invoice data &
Verification of the validity of tax invoice

CONCEPITUAIL OVERVIEW OFTIMS

TRADER PREMISES KRA

1. CONTROL UNIT WITH
INBUILT TRANSMISSION,
VALIDATION & SIGNING
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ETIMS — ELECTRONIC TAX INVOICE MANAGEMENT SYSTEM

- eTIMS - A software solution geared towards e-invoicing, Stock
management module, Prefilled VAT returns, Non-intrusive verification of

tax processes

T - M S
» Real-time invoicing transmission.
e Accurate tax invoice declarations.

e Access through electronic devices including
computers and mobile phone apps.

Visit etims.kra.go.ke for sign up.




A tax invoice generated from a register shall contain (Regulation 7)—

(a) the PIN of the registered user of a register;
(b) the time and date of issuance;

(c) the serial number of the invoice;

(d) the buyer's PIN;

(e) the total gross amount;

(f) the total tax amount;

Buyer
PIN

(g) the item code of supplies (for exempt, zero-rated and other rate

supplies) as provided by the
Commissioner in accordance with the Act;
(h) a brief description of goods and services;
(i) the quantity of supply;
(j) the unit of measure;
(k) the tax rate charged;
(1) the unique register identifier;
(m) the unique invoice identifier;
(n) a quick response (QR) code; and

(o) any other requirement as may be specified by the
Commissioner.

CU invoice
number




VAT SPECIAL TABLE

= A mechanism implemented in iTax to enhance VAT comphance where
certain categories of VAT reglstered taxpayers are X
performing certain processes i.e. " Reasons for on-boa

i of Taxpayers on the
f1111.1g VAT returns and ; Special Table
= claiming input tax from taxpayers’ on boardsg

@ 1510,

© 02:30 F
Q Virtus

= These categories include:
= Nil filers

= Non-filers

= Missing Traders Ve
= Payment returns without payment (PRWPs) = #8 “
=« eTIMS non-compliant traders B

= Benefits of the VAT Special Table:

= [dentify erroneously added VAT obligations
no longer required.

= Reduces cases of abuse of traders PIN by fraudulent persons.
= Assist traders to conduct business with compliant suppliers.

L




MANDATORY REQUIREMENTS FOR VAT REGISTRATION APPROVAL

The Commissioner will require the fo
ALL applicants before adding the VAT

andatory VAT Registratio

<+ CR12 & Directors ID’s and Passport

+Business permits

+Work permits for aliens

+TCC for all directors Are you aware that, any person supplying, or who
expects 1 taxable goods or services with a

03U
<+Contact details — physical address, email; t gie&pq%mgh%, ML, vear is required
number, rent agreement e.t.c to register for VAT?

+Contract agreements or sample invoices.

———— M
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Made Easier

How to update Beneficial Ownership Information

« Login the Directors or Director-shareholder account on
www.ecitizen.go.ke and enter the username and password

» Select Business Registration Service and click view on the
company you want to make changes under “My Businesses”

« Select maintain a company
» Choose the beneficial owners' option

+» Select change of particulars and click change of officlals from the
list of Directors

« Select update Beneficial Owner
« Fill in details on the provided BOF 1 form
« Upload the form and submit

Please note that the percentage shareholding should be as captured
by the system if the company has more than 1 shareholder.

Every company to maintain a register of its beneficial
owners and to submit a copy of this register to the
Registrar of Companies as of 315 January 2021
(Companies Act, 2015) with info as below:

As per BO requlations 2020 and BO amendment
regulations 2022

= Full name ;

" co%y of his/her National Identification Cards, Passports
or Birth Certificate;

= Postal Address;

= Residential Address;

= copy of his/her PIN Certificate;

= his/her telephone number and occupation;

= the nature of ownership or control the beneficial owner
has in the company;

= the name of shareholder (if any) holding shares on
behalf of the beneficial owner;

= The date on which any person became a Beneficial
Owner; and

= The date which any person ceased to be a Benefi@
Owner. (
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The system will generate a unique identifier that you
will use when following up on what you have reported

@ www.kra.go.ke 0 Kenya Revenue Authority o @KRACare @ KENYA REVENUE AUTHORITY
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( KENYA REVENUE
I\ AUTHORITY

Tulipe Ushury, Tujit

How long can you remain in Green Channel Framework? - The areen channel framework
You can remain in the green channel as long as the framework g

eX|st In orderto uphold compllance~there Is frequentvettmg and pIOVideS a list of sectors identified
Vet I e ric i = as low risk.

= Claims by taxpayers from these
sectors receive preferential
treatment aimed at fast tracking

"W processing of the refunds.

T . . .
il ol " The claims undergo minimal

verification before payment but are

SUBJECT to POST AUDIT to mitigate
any risk.

| ‘l! ii! ?'r = 'n", = = =
@ wwwkragoke € <envaRevenue Authoriy © exracare @ «enva revenue autHoRiTY @
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VAT applies to B2C services supplied through a digital marketplace
by a person from an export country to a recipient in Kenya.
It is applicable to offshore suppliers of digital services without
a permanent establishment in Kenya.

Users in millions

2017 2018 20719 2020 el ey |

Mote: *Forecast.

( Y KENYA REVENUE
/J» AUTHORITY
Tulipe Us

ipe Ushury, Tujitegemee!

A “digital marketplace” means an online or
electronic platform, which enables users to
sell or provide services, goods or other
property to other users.

el s e ey el s S 2O 202 5%

Source: Intermational Trade SAdministraticomn (2021 ) Tie Rise of @Cormrrse nce i Africog, hrpps s S wmaeeeve trad e g o sfrise-ecommerce -atrica.



= Innovative Fraud Schemes: Evolving tactics challenge detection.
= Underground Economy: Unreported transactions complicate oversight.

= Cyber-security Threats: Digital reliance exposes authorities to cyber risks.

= Adaptive Criminal Networks: Sophisticated networks adapt to enforcement changes.
= Political and Legal Barriers: Political and legal constraints affect effective measures.
= Complex Supply Chains: Identifying fraud in intricate supply chains is challenging.

= Regulatory Gaps: Inconsistencies and gaps in regulations are exploited. Complex tax lag
provide opportunities for fraud;.

= Public Perception and Resistance: Resistance to anti-fraud measures may arise.

= Digital and Online Transactions: Rise in online activities creates new opportunities for
fraud through e-commerce platforms and electronic payments.

= Resource Limitations: Lack of resources, impacting investigations and technological
solutions.

= Lack of International Coordination: Ineffective cooperation due to a lack of standardized
procedures and agreements among countries.

= Technological Challenges: Advancing fraud techniques require investments in data
analytics, Al, and machine learning tools.



AFCFTA —

Creating One African Market

600D & UGLY

Africa Continental Free Trade Agreement (AfCFTA) Missing trader fraud
- Liberalize trade and facilitate easy movement of goods 2 espt charging s buyers thepriceof h sl goods pus VAT,
and Services on the Contlnent, Business A delivers goods B sells the goods to C and C has payed 21 % worth of VAT
to B in the Netherlands. Because charges him 21 % VAT. to B, which he can deduct on
g = = isi o He has t it this to th hi .
- Removing tariff barriers to trade o w0 A doss iing authoty, butfalls o C ceivers e goods oD
- Provide free access to foreign markets and free = rotcwsesayvan fos0. He copmistraud a0 chardng VAT

movement of people
- Entry into Force 15! January 2021

Enabling environment? o
Relaxation of fiscal rules and checks at the physical b elunded
borders creates fertile ground for :
MTIC fraud & i D can sel the goods back
smuggled or misrepresented imports LA Becasclisisa |
unregistered entities, hijacked VAT identities or fake D ctarges 0% vaT. 4
entities to be used in the importation of goods/services

obscure value chains ™ il over again-e

remittance

Counter Measures?
« Shared database - of entities flagged as high risk for
MTF / Cross border tax audits / EOI - ATAF Agreement

on Mutual Assistance in Tax Matters (AMATM) @
e Harmonization of VAT — Registration no. & Rate



Linet Ojiambo

Trainer - Kenya School of Revenue Administration
OECD Africa Tax & Financial Crime Academy

Email: linetanyango.ojiambo@kra.go. ke
Tel: +254722997181
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