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¢ Australian Government

CAROUSEL FRAUD | REFRESHER

Australian Taxation Office

Customer B sells the goods at

Business A imports goods and sells $1.1m to Customer C. He charges
them for $770,000 to Customer B. and collects a GST amount of
. She charges and collects $70,000 of $100.000 from Customer C.
N GST from Customer B. B can then deduct $70,000 of GST
. Business A disappears before paying (input tax credits) in his GST return.
GST of $70,000 to ATO. He pays $30,000 ($100,000 less
= $70,000) to the ATO.

S
\

Tax Loss \ GST received
$70,000 \ $30,000

GSTrefunded
$100,000

Customer C exports the goods
O\ Overseas Customer D can sell fo an overseas Customer D. ‘
‘ the same goods back to A and Exported goods are GST-free. m
starts the chain or ‘carousel’ . .
C is entitled fo a refund of N
m N> fraud. $100000in GSTpaidfo . I
.’ Customer B.
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Australian Government

CAROUSEL FRAUD | REFRESHER

Australian Taxation Office

ﬂISSING TRADER DEFAULTER \
> Used to create the appearance of real fransactions > Declares but does not pay the VAT/GST

> Does not fulfil any tax obligations > Fulfils some of their tax obligations

> No response to inquires > Can be harder to prove criminal intent

> Can't be found physically

> No clear commercial activity

> Shadow persons

> Provides deductible VAT/GST to other entities
> Easy to replace

PARTS TO PLAY...

BUFFER

> Make investigations more difficult

> Acts as a normal tfrader on a domestic market

> Usually after a Missing Trader in the supply chain

> Creates distance between Missing Trader and the Broker
> Fulfils the tax obligations

BROKER

> Highest profit margin in the chain

> |s in the same counftry as the Missing Trader
> Makes purchases from a Buffer

> Makes zero rated sales (exports etc.)

> Claims VAT/GST refunds

> VAT/GST not paid by Missing Trader or Defaulter > Very low profit margin
‘ > Easy to replace

> Same characteristics but act as a normal international trader
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V'  Australian Government

PRECIOUS METALS | INDUSTRY OVERVIEW

Australian Taxation Office

> Refiners:

o In Australia, we have a small number of " PLATINUM SILVER
refiners that trade in precious metals.

o Acquire and process doré product, high value
secondary sourced product (scrap and
jewellery) and industrial by-products.

o Use various processes to extract impurities and
produce granules for manufacturing and
investment form products i.e., bars, plates,
COoins.

> Traders include banks, bullion dealers, commodity
dealers and stockbrokers that generally deal in
gold, silver or platinum on the market. BULLION DEALERS

> Other intermediaries include scrap dealers,
amalgamators, gold buyers, kiosks and enterprises
including jewellers and individuals that engage in

buy backs ranging from unwanted jewellery to
e _
SCRAP DEALERS

SECONDHAND DEALERS

INDIVIDUALS
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V:  Australian Government

PRECIOUS METALS | TRENDS IN BAS REFUNDS

““ Australian Taxation Office

> From 2001 - 2016, the trend in BAS refunds issued to precious metal refiners has been:
o 2001-2011 the refiners remitted to the ATO a net amount of $14 million; and
o 2012-2016 the ATO has paid $300 million in refunds
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What is ‘precious metal’ for the
purposes of the GST Act?

‘Precious metal’ (s195-1)

+ Gold (in an investment form) of
at least 99.5% fineness

« Silver (in an investment form) of
at least 99.9% fineness

* Platinum (in an investment
form) of at least 99% fineness

‘in an investment form’ means
gold, silver or platinum that:

» Is capable of being traded on
the international bullion market
that is, it must be a bar, wafer
or coin,

and

* bears a mark or characteristic
accepted as identifying and
guaranteeing its fineness and
quality (hallmark),

and

* is usually traded at a price that
is determined by reference to
the spot price of the metal it
contains.

= ===

YES

NO

YES

NO

PRECIOUS METALS | AUSTRALIAN LEGISLATIVE FRAMEWORK

Is the supply the first transaction after physical refining of the ‘precious metal’?

l YES

EXEMPTION
GST Free (s38-385)
* No GST on sale of precious metal
» Entitlement to GST input tax credits

4

EXEMPTION
Input Taxed (s40-100)
* No GST on sale of precious metal
* No enfitlement to GST input tax credits

NON-PRECIOUS METAL
The definition of precious metal is not
satisfied and includes products such as gold
granules, scrap gold, jewelry, rare coins

BASIC RULES
Taxable supply (s9-5)
» GST on sale of precious metal

ACQUISITIONS

Is the acquisition from an entity that is registered or required to be registered?

i YES

IR

EXEMPTION
Input Taxed (s40-100)
» No enfitlement to GST input tax credits
* No GST on sale of precious metal

SPECIAL RULES
Second Hand Goods (Div. 66)
* No enfitlement to GST input tax credits

* No GST on sale of precious metal (s40-
100)

BASIC RULES
Creditable Acquisition (s11-5)
» Entitlement to GST input tax credits
» GSTon sale of precious metal (s9-5)

SPECIAL RULES
Second Hand Goods (Div. 66)
* Entitlement to GST input tax credits
+ GSTon sale of precious metal (s9-5)

IDENTIFIED RISK Established syndicates, similar fo carousel type arrangements, apply various methods to alter the form of precious metal such as
defacing, damaging, melting or misrepresenting documentation in order fo manipulate the exemptions and special rules.
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Australian Taxation Office




PRECIOUS METALS | TYPICAL GOLD SCHEME

! Australian Government

“ Australian Taxation Office

Precious Metal
($1030)

Input-taxed

Melts/Scratch/
Cut Bullion to
make it Taxable

Loss of $1078 - $1030

Missing Trader
(MT)

= $48 - $98 (GST)
= -$50

Bullion Dealer &
(BD) |

Profit of ($1030 - $1020)
=310

Precious

y 3

&

*Makes $48 if they don't pay GST to ATO

Profit % of refund
BD $10 10%
MT $48 48%
GS $20 20%
GR $20 20%
Total Profit S98
Net Refund $98

Metal
($1020)
GST-Free

Profit of ($1020 - $1100)
= -$80 + $100 (GST Credit)
= $20

Gold Refiner
(e2)

Non - Precious
Metal
($1078)

Incl GST of $98

Gold Seller PH
(GS) i

Profit of ($1100 - $1078)
= $22 - $2 (GST)
= $20

Non - Precious
Metal
($1100)

Incl GST of $100
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Australian Government

BREAK-OUT ROOM | DISCUSSION: COMMODITIES RISK

““ Australian Taxation Office

Discuss how commodities are taxed in your local jurisdictione Specifically consider:

N\

Are there different taxation treatments for different commodities (e.g., zero rated versus full)e

Are any commodities taxed differently depending on their form or use?

Are there any commodities that are current identified risks?
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PRECIOUS METALS | REVERSE CHARGE: THE MISCHIEF

Australian Government

£ Australian Taxation Office

Supplier Business
(Missing Trader)

Supplies
valuable
metals
(taxable
supply
under Price
section 9-5) (inclusive of
GST)

Recipient
Business

Fails to remit GST
payable, as required
under section 9-40

ATO

Entitled to input fax
credit for creditable
acquisitions made
(section 11-20)
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PRECIOUS METALS | REVERSE CHARGE: NEW LEGISLATION

V:  Australian Government

““ Australian Taxation Office

Supplier Business
(Missing Trader)

Supplies
valuable
metals
(taxable
supply
under Price
section 9-5) (exclusive
of GST)

Recipient
Business

OECD INTERNATIONAL ACADEMY FOR TAX CRIME INVESTIGATION | VAT/GST FRAUD INVESTIGATIONS PROGRAMME

ATO




PRECIOUS METALS | REVERSE CHARGE: TYPICAL GOLD SCHEME

Australian Government

£ Australian Taxation Office

@

Refiner First Supply =
] GST free

.\\00 NS Member of &
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N) Vi . .. 0'7(/ @
S (individual O, b S

R . Y72, 70y
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ce enfity) %, o s

{y

O o

Business &

3 Reverse Charged

Taxable Sale Valuable Metals =

Business &

1

Subsequent supply
of Precious Metals =

Input taxed

Business 3

2
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V:  Australian Government

PRECIOUS METALS | REVERSE CHARGE: IMPACT

“ Australian Taxation Office

The graph below shows BAS refunds paid to precious metal refiners. Prior to commencement of the scheme, refiners were a net remitter
of GST. From 2012 the ATO paid significant refunds to the refiners. A significant decline in refunds coincided with the implementation
reverse charge mechanism and other ATO strategies including the implementation of the refund retention strategy.

Net GST refunds
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BREAK-OUT ROOM | ACTIVITY: GOLD SCHEME

Group 1:

How would you
structure the
enfities involved?
What countries?
Why<e

Group 3:

How would you
move the physical
goods (if at all)?

Think about a range of options and how they may increase or decrease the ability for tax administrations to
detect/disrupt the arrangements.

Group 2:

How would you
structure the
documentation
between the
enfitiese

Group 4.

How would you
move funds and
protect your
assetse
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Australian Government

" Australian Taxation Office

In your groups, imagine you are a criminal syndicate that is engaged in a indirect tax fraud scheme involving gold:




PRECIOUS METALS | CASE STUDY 1

Australian Government

“ Australian Taxation Office

L L -

I
- I
| I e 1 I
|| 106% : i
1 I I
| l i
\ A v I
Refiner A Bullion Dealer Second Hand Dealer Amalgamator :
I
- > 2 > 3 > 4 ==l
i 102% 104% 106%
| 4
e $1000/kg + GST | ------------"

Transactions
> Refiner A supplies ‘precious metal’ (GST free) to Bullion Dealer (not associated) at 102% (spot price).
Bullion Dealer supplies ‘precious metal’ (Input Taxed) to Second Hand Dealer at 104% (spot price) on credit terms — this customer represents 0% of total supplies of Bullion Dealer.

V V. V V V V V V V

Second Hand Dealer alters form of ‘precious metal’ (melting and recasting) and supplie

s to Amalgamator.

Refiner advances Amalgamator 106% (spot price GST inclusive) on nofification of volume availability.

Amalgamator issues RCTI to Second Hand Dealer and makes payment (106% spot price
Second Hand Dealer pays Bullion Dealer, 104% (spot price) as per credit terms.

Amalgamator supplies non-precious metal to Refiner — all metal supplied is high purity (99.99%) and invoices commission of $1000/kg + GST for metal supplied.

GSTinclusive).

Second Hand Dealer is a non-lodger contends that supplies and acquisitions were ‘in an investment form’ and input taxed.

Amalgamator contends that all acquisitions were non-investment form.

Refiner contends that all acquisitions were non-investment form — records indicate that some acquisitions are likely to have been received ‘in an investment form’.
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PRECIOUS METALS | CASE STUDY 2

v+ Australian Government

QS Australian Taxation Office

Investors 40%

f Intermediaries
|
\{ Second 5
Importer Bullion Dealer Buyer Hand Dealer
1 > 2 » 3 P 4 mm——————

pr booeoeoccnes b booeoeoocnes ; 7

. Purported | | Purported !

. Export China | | Import China !

______________________________________________________

Transactions
> Buyer receives funds from investors, orders and makes payment for ‘precious metal’ with Bullion Dealer.

V V. V V V

\%

Bullion Dealer advances funds (100%) to the Importer for supply of ‘precious metal’.

Importer arranges customs clearance and delivery of ‘precious metal’ (confirmed by customs interception) direct to Bullion Dealer.

Buyer purportedly collects ‘precious metal’ and provides to representative of Chinese entity for export.
Second Hand Dealer purportedly imports scrap from an overseas Chinese entity which is supplied to infermediaries.

Intermediaries supply scrap to Exporter (Second Hand Dealer facilitates fransaction lock in price and transport with Exporter in most
instances).

Exporter makes payment to infermediaries who retain a commission with balance paid to Second Hand Dealer.
Second Hand Dealer retains a commission with balance paid to Buyer.

Second Hand Dealer and intermediaries do not require capital to find the transactions as payment is not required until funds are
received from Exporter.

Exporter supplies scrap to off shore refiner and receives payments for precious metal content (customs interception confirms that
exported material is not precious metal (22k consists of copper as the principal alloy).

Exporter makes payment to investors (50% return on investment/gross profit) from ATO refund.
Buyer makes payment to investors (40% return on investment/gross profit).

Exporter

Investors 50%

A

v Overseas
Refiner

Note:

Compliance activities confirm that the
purported export and import fransactions
for the Buyer and Second Hand Dealer did
not occur.

Buyer and Second Hand Dealer are unable
to identify the company representative of
the individual who collected ‘precious
metal’ or substantiate bona-fides of
fransactions.

Enquiries reveal that funds for purported
export are received directly from Second
Hand Dealer.

The structure of fransactions provides
evidence that there was no margin in the
fransactions fo allow for profit by either the
overseas buyer or seller.
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Australian Government

BREAK-OUT ROOM | ACTIVITY: TAX ADMINISTRATION

““ Australian Taxation Office

In your groups, imagine you are a tax administration dealing with the syndicate:

N\

What are some things you can do to make it easier to detect such arrangements?

What can you do to disrupt these arrangementse

What can you do to prevent these arrangements?
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