Ghost Receipts and VAT Fraud: Analysis of the Philippines’ £50 Billion
Tax-Evasion Scheme

Executive Summary

An investigation by Philippine authorities has exposed a massive, organized tax-evasion
infrastructure that resulted in an estimated 50 billion in unpaid taxes between 2008 and 2022.
The scheme centers on the production and sale of "ghost receipts"—fabricated invoices from
operationally fictitious shell companies used by legitimate businesses to claim false input
value-added tax (VAT) credits and inflate deductible expenses.The investigation, led by the
National Bureau of Investigation (NBI) and the Bureau of Internal Revenue (BIR), revealed that
approximately 1,000 companies across various sectors utilized a central network of over 100
registered but hollow corporations to simulate trade. This activity transcends simple accounting
irregularities, intersecting significantly with money laundering risks. Effective mitigation requires
financial institutions and corporate leaders to look beyond the formal validity of documents to
verify the "economic reality" of transactions, focusing on supplier capacity and circular payment
flows.

Overview of the Investigation

The 50 billion investigation serves as a case study in the industrialization of invoice fraud. Key
findings regarding the scope and methods of the scheme include:
e Duration and Scale: The alleged scheme operated for 14 years (2008-2022). It
involved more than 100 registered corporations serving as "suppliers" to approximately
1,000 client companies.
e Enforcement Impact: The BIR’s "Run After Fake Transactions" program, established in
the wake of the 2023 NBI announcement, saw collections rise from 600 million in 2023
to more than 4.3 billion by 2025.
e Sectoral Reach: Users of the ghost receipts were found in multiple industries,
including:
Construction and manufacturing
Food and retail
Electronics and marketing
Entertainment
Forensic Evidence: Authorities seized digital records showing that multiple
"independent” suppliers used the same administrators, physical devices, invoice
templates, and contact details.

The Mechanics of Ghost-Receipt Fraud

The scheme exploits the fundamental mechanism of the VAT system, where tax paid on
purchases (input VAT) is deducted from tax collected on sales (output VAT).



Manipulation of the VAT Mechanism

A ghost receipt creates a "false economic event." By purchasing a fabricated invoice, a buyer
claims an input VAT credit for a transaction that never occurred, thereby reducing their net VAT
payable to the government.

Inflation of Deductible Expenses

Beyond VAT, these invoices allow companies to record fictitious business expenses. This
artificially lowers the reported taxable income, reducing the company’s corporate income tax
liability.

Documentary vs. Economic Reality

The primary challenge for investigators is that ghost receipts are often "formally correct." They
typically contain:

Registered supplier names and Taxpayer Identification Numbers (TIN).

Detailed descriptions of goods or services.

Calculated VAT amounts and authorized signatures.

The weakness is not the document's form, but the absence of the underlying supply.

The Infrastructure of Deception: Ghost Corporations

The scheme relies on a network of "ghost corporations"” to distribute risk and maintain the
appearance of legitimacy.

e Operational Vacuity: While validly registered with the government, these entities lack
employees, inventory, physical premises, or the actual capacity to provide the goods or
services listed on their invoices.

e Specialization for Credibility: Networked entities often specialize in specific categories
(e.g., "consulting" or "construction materials") to ensure the fraudulent invoices match
the buyer’s industry and appear commercially plausible.

e Network Interconnectivity: Despite different corporate names, ghost entities often
share directors, incorporators, telephone numbers, and bank beneficiaries. They may
also use common accountants and digital infrastructure.

e Rotational Strategy: The network can rotate corporations, moving activity to new or
dormant entities if one comes under regulatory scrutiny.

Financial Indicators and Payment Flows

Payment analysis is often the most effective way to expose the absence of genuine trade. In a
ghost-receipt scheme, the movement of funds rarely aligns with a standard commercial
relationship.

Key Financial Red Flags

Indicator,Description
Circular Transfers,The buyer pays the invoice in full; the supplier retains a commission and
returns the remainder to the buyer or connected parties.



Pass-Through Accounts,Supplier accounts function as facilities to receive funds and
immediately redistribute or withdraw them in cash.

Inconsistent Volume,"Incoming payments are disproportionate to the supplier’s known size,
employee count, or industry norms."

Round-Value Transfers,Frequent payments of exact round figures that match fabricated invoice
totals precisely.

Rapid Redistribution,Funds from several unrelated businesses are consolidated and withdrawn
nearly immediately after receipt.

Professional Enablers and Corporate Accountability

The scale of the P50 billion scheme suggests a systemic failure of governance and the active
involvement of professional facilitators.

e Professional Facilitation: The BIR has filed complaints against Certified Public
Accountants (CPAs) and corporate officers. These individuals may actively structure
fraudulent entries or negligently accept unreliable documentation.

e Governance Failures: High-value purchases from suppliers with no operational
substance indicate a failure in internal controls. Boards and audit committees are
responsible for ensuring that procurement and tax validation processes actually confirm
the receipt of goods and services.

e Liability: Delegation of tax preparation to external advisers does not remove a
corporation's accountability for the data and transactions provided to the tax authority.

Intersection with Anti-Money Laundering (AML)

While tax evasion and money laundering are distinct, they are deeply interconnected in this
scheme. Philippine legislation recognizes serious tax crimes as predicate offenses for money
laundering.
e Creation of Proceeds: The scheme generates illicit proceeds in the form of unlawful
tax savings for the buyer and commissions for the invoice provider.
e Concealment: Transferring and reinvesting these funds through shell companies and
pass-through accounts brings the activity into the AML framework.
e Bank Obligations: Financial institutions are expected to identify transactions that lack
an underlying economic purpose or are inconsistent with a customer's known business
capacity, regardless of whether a final tax liability has been determined.

Strategic Recommendations for Compliance and Risk

To defend against ghost-receipt fraud, organizations and financial institutions must move toward
an evidence-led investigation model.

Strengthening the Control Stack

1.  Supplier Due Diligence: Verify the operational capacity, physical address, and licenses
of material vendors prior to onboarding.

2. Transaction Validation: Match every tax invoice against purchase orders, delivery
records, and physical inventory movements.



3. Network Analytics: Monitor for shared directors, bank beneficiaries, and digital
footprints across the supplier population to identify connected ghost entities.

4. Economic Substance Checks: Compare payment activity with the supplier’s declared
business size and industry.

The Role of Electronic Invoicing

The Philippines is phasing in electronic invoicing, with full implementation for covered taxpayers
(including large taxpayers and e-commerce) required by December 31, 2026 .
e Benefit: Digitalization allows for faster comparison of supplier and buyer records and
identifies abnormal transaction volumes more efficiently.
e Limitation: Itis not a panacea; criminals may still collude across digital systems or
compromise legitimate invoicing platforms.

Conclusion for Financial Leaders

The 50 billion scheme highlights that documentation is not proof of reality. The most resilient
organizations will be those that integrate financial, corporate, and operational intelligence to test
the business activity beneath the document. Protecting against these risks requires a unified
approach across procurement, tax compliance, and financial-crime departments.
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