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Addressing GST Fraud 
 
 
At the recent GST Conference 2016, the Royal Malaysian Customs 
(Customs) announced that two businessmen in Ipoh were charged 
under Section 89 of the GST Act 2014 (the Act). This is the first case 
of its kind in Malaysia since the implementation of GST (see 
http://www.nst.com.my/news/2016/08/169137/two-businessmen-
charge-making-false-gst-claims). 
 
Accepting GST Evaded Supplies 
 
Section 91(1) of the Act makes it an offence for any person to:  
 
(i)  acquire the possession of or deal with any goods; or  

 
(ii)  accept the supply of services 
 
if there is a reasonable cause to believe that the GST on the said 
supply has been or will be evaded.  
 
The meaning of “reasonable cause to believe” is not defined by the 
Act. Upon conviction, a person shall be liable to a fine not exceeding 
RM30,000 or to imprisonment for a term not exceeding 2 years, or 
to both and a penalty twice the GST amount. Section 91(2) deems 
any GST evasion to be with the knowledge of the accused unless the 
contrary is proven. As such, any person who is charged under 
Section 91(1) bears the legal burden to prove that he has no 
reasonable cause to believe or knowledge of GST being evaded.  
 
This alert aims to highlight the reasonable measures that businesses 
can take in ensuring that they obtain their supplies from law-abiding 
suppliers. 
 
What Is GST Fraud? 
 
GST fraud covers a series of activities that result in GST liabilities 
being unlawfully mitigated or avoided. Due to the distinctive 
features of GST, some irresponsible quarters commit fraud by 
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manipulating their liability to remit GST to Customs or by exploiting 
the input tax recovery mechanism of GST. One example of this is 
carousel fraud, commonly referred to as the “missing trader fraud”, 
which involves the same goods being traded around artificial supply 
chains repeatedly between the same parties. 
 
GST fraud does not only result in the government being deprived of 
revenue, but it also affects businesses which conduct genuine 
commercial activities. Based on Section 91(1), a business can be 
penalised for accepting supply of goods or services from a supplier if 
there were reasonable cause to believe that the GST has been or will 
be evaded by the supplier, and yet, the business went ahead with 
the transaction.  
 
How Does GST Fraud Occur? 
 
Common incidence of GST fraud is when a GST-registered business 
does not charge GST when it should or charges GST to customers but 
does not remit the GST collected to Customs. Examples of GST fraud 
are the deliberate act of failing to register for GST, under-declaration 
of sales, misclassifying standard-rated supplies to zero-rated, 
exempt supplies or supplies entitled for GST relief and failure to 
perform reverse charge mechanism on imported services. 
  
GST fraud could also happen when a person exploits the input tax 
recovery mechanism which is unique to the GST system by claiming 
input tax refund on exempt supplies or with the use of factitious tax 
invoices. For instance, in carousel fraud, the fraudulent suppliers 
collect a large amount of GST from their customers and disappear 
before remitting the GST to the tax authority. The goods are then 
sold through businesses acting as buffer companies in the supply 
chains and finally exported out of the country. The company which 
acts as the exporter would then claim input tax on GST paid for the 
exported goods it has acquired, which means effectively getting a 
refund on GST that the tax authority had never collected. The goods 
involved may have only existed on paper and there are also cases 
where the goods which should have been exported are subsequently 
sold to the local market without GST. 
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Indicators Of GST Fraud 
 
Checks and due diligence should be carried out by businesses on 
their suppliers and customers. Businesses can request copies of GST 
registration certificates, verify GST registration details using the 
Customs’ online portal, obtain some form of written and signed 
trade references and conduct necessary credit or background checks 
on their suppliers. 
 
Although it is not possible to have an exhaustive indicator to 
overcome GST fraud, businesses could take guidance for the 
following list, which has been adapted from the guidance issued by 
Her Majesty’s Revenue and Customs (HMRC) and the Tax and 
Customs Administration of the Netherlands:   
 

 Price of the goods or services is significantly lower than normal 
market value. 

 

 No tax invoice has been issued by the supplier or essential piece 
of information is missing from the tax invoice (e.g. business 
address or telephone number etc). 

 

 The business is not GST registered. However, its dealings with 
you indicate that its business transactions should have reached 
the GST registration threshold. 

 

 The business uses a GST registration number that is false or 
belongs to someone else. 

 

 The business insists on cash payment or requests payment to be 
made to someone else or requests payment to be divided and 
paid to different persons or businesses. 

 

 The business is relatively new but the transaction in question 
involves a large sum of money. 
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 Goods or services supplied are not normal to the sector in which 
the supplier operates. 
 

 No history of similar trade by the supplier. 
 

 Transaction involves back-to-back deals within a short time span. 
 

 There is no formal contract of sale. 
 

 No insurance has been taken out on the goods or services 
supplied. 

 
Conclusion 
 
Recent news reports suggest that Customs is intensifying its GST 
audits and investigations to combat GST fraud and encourage proper 
compliance. Measures aimed at combating GST fraud such as 
delaying the input tax credit refund will undoubtedly undermine the 
credit and refund features of GST. This will inevitably affect the cash 
flow of businesses. Hence, it is imperative for businesses to have in 
place sufficient internal measures to avoid obtaining supply goods or 
services from unscrupulous suppliers. Such measures may help 
businesses establish that they have taken reasonable steps in 
sourcing their suppliers in the event Customs launches an 
investigation under Section 91(1).  
 
Please contact us at tax@lh-ag.com for further clarification. 
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