COPENHAGEN

Country’s tax department
was swindled by financier
now in'Dubai, officials say

BY DAVID SEGAL

As large as it is, the building would be
easy to miss. Plain, gray and near a Mc-
Donald’s, it's part of a generic office
complex surrounded by a vast parking
lot in a suburb of Copenhagen. “Danish
Tax Agency” is stenciled in both English
and Danish on a glass front door.

This outpost of SKAT, as the Internal
Revenue Service in Denmark is known,
seems an improbable setting for what
the authorities call one of the great fi-
nancial crimes in the country’s history.
For three years, starting in 2012, so
much money gushed from an office here
that it was as though the state had
sprung a gigantic leak.

Prosecutors in Copenhagen say it was
an elaborate ruse, one that ultimately
cost taxpayers more than $2 billion — a
spectacular sum for Denmark, the
equivalent of a $110 billion loss in the far
larger American economy.

The country had fallen victim to a du-

Denmarks missing

bious financial maneuver at the inter-
section of the tax system and capital
markets, a dizzyingly complex transac-
tion known as a “cum-ex” trade,

The trade is focused on one of the dul-

lest, most overlooked acts in any finan- -

cial system — the request for refunds on
taxes withheld on dividends. Under
Danish law, the government automati-
cally collects taxes on dividends paid
out by companies to their shareholders.
If the shareholders live in the United

_States, they are eligible for a refund on

some or all of those taxes.

A tiny department in SKAT, run by
one man, approved thousands of appli-
cations for refunds. Most of the applica-
tions were filed by self-directed pension
plans in the United States, a type of re-
tirement account for individuals.

But experts and lawyers familiar with
the scheme say those people were fronts
for cum-ex trades. Deploying a kind of
financial sleight of hand, the trades
made it appear as if the pension plans

' had purchased shares of Danish compa-

nies and paid taxes on the dividends.
Neither was true.

To the Danes, it was a fraud, one exe-
cuted and conceived by Sanjay Shah, 48,
a London-born financier. With an assist
from employees, he found the Ameri-
cans, helped facilitate the applications
and ended up with much of the money.

bTUART WILLIAMSON

Sanjay Shah, who the Danish authorities say pulled off one of the greatest financial
crimes in the country’s history. He says he merely took advantage of a loophole.

Mr. Shah denies any wrongdoing and
through a publicist says he merely took
advantage of a loophole. He now lives in
Dubai, where he owns a $1.3 million
yacht and a 10,000-square-foot villa with
access to the beach. He has become
Denmark’s national villain.

“You have this guy, living off fraud.

It’sinfuriating,” said Joachim B. Olsen, a
member of the Danish Parliament and
chairman of its Finance Committee.
“The expectation of the Danish peopleis
that we will go after him, no matter the
cost.” ‘

Since May, the cost has included hir-
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ing an American law firm to sue 277 of

the self-directed pension plans and their
owners who applied for all those tax re-
funds. But the true toll of this scandal
can’t be measured in kroner. It has un-
dermined trust in Danish politics and it
has severely dented the country’s self-
image as a bastion of honest, efficient
government. An unfolding $230 billion
money-laundering fiasco at Danske
Bank, the country’s largest lender, has
only deepened the gloom.

What has made the dividend debacle
even more painful is that many in Den-
mark believe it was an inside job. The
employee approving those tax refunds
was a lifelong civil servant named Sven
Nielsen. After a lengthy investigation,
the police learned that Mr. Nielsen had
spent a few boozy and convivial eve-
nings with an employee of Mr. Shah'’s, al-
though they found no evidence that he
had colluded or profited in any way.

Instead, they discovered evidence
that years ago, Mr. Nielsen had helped
an old friend bilk SKAT in a relatively
small scam. Through his lawyer, Mr.
Nielsen declined to comment — from
prison, where he is now serving a six-
year sentence for criminal fraud in that
case.

So, Danes are left with a mystery that
belongs in a Nordic noir, one with ele-
ments of farce and filled with enraging
twists. Is Mr. Nielsen a co-conspirator or
a dupe? Is he a criminal or a man so flat-
tered by attention that his critical facul-
ties abandoned him?

The other mystery concerns Mr.
Shah, who is now rebranding himself as
a philanthropist, raising money for au-
tism research by prometing concerts
with perfcrmers like Flo Rida and
Lenny Kravitz. He has been formally
termed a suspect by the Danish authori-
ties, but to the collective amazement of
the Danes, no criminal charges have

" been filed against him.
A spokesman for the State Prosecutor

for Serious Economic and International

Crime would not say why. Instead, with
impeccable Scandinavian restraint, he
said only that the case involves people
“who seem to have used a very crafty
setup.”
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This outpost of SKAT, the Danish tax agency, was the setting of a ruse that cost taxpayers more than $2 billion. It’s also where the civil servant Sven Nielsen approved tax refunds.

16 applications every working day.

It apparently never occurred to Mr.
Nielsen that Mr. Vargas was playing
him. “Atno point did I get the impression
that he wanted to trick me or cheat in
any way,” Mr. Nielsen said in the docu-
mentary, sounding bereft. “But that’s
what it could appear like today.”

Mr. Vargas could not be located for
comment. The producers at DR hired a
researcher to find him, to no avail.

In the summer of 2015, the pace of ap-

- plications made one final surge. In July

alone, $500 million in refunds was dis-
bursed — about $25 million per working
day, $3 million every hour:

Mr. Shah may have had a hunch that
the Danish tax refund machine was
about to stop working. In May 2015, he
met in London with his then-new com-
pliance officer at Solo Capital, Navin
Khokhrai. As Mr. Shah put itin the hand-
written letter provided by his publicist,
Mr. Khokhrai expressed profound reser-
vations about Solo Capital’s business,
telling his boss that he was unsure
“whether the company was processing
the trades correctly” Mr. Shah assured
him that he’d obtained all necessary le-
gal clearances.

Mr. Khokhrai was apparently not con-
vinced. He resigned soon after and Mr.
Shabh stated in the same handwritten let-
ter that his former employee “submitted
awhistle-blower letter to HMRC” — Her
Majesty’s Revenue and Customs — “al-
leging that Solo had created fictitious
client accounts and trading records in
order to defraud the tax authorities in
Denmark and Belgium.”

In August 2015, the dividends stopped
flowing out of SKAT, though not because
of sirens set off by anyone inside the
agency. Rather, it took a tip from the
British government to end the scheme,
several Danish politicians said. The
London offices of Solo Capital were later
raided by Britain's National Crime
Agency and by July 2016 Solo Capital
closed. At the time, Mr. Shah said he had
done nothing improper. “Had they ac-
cused a large bank like Goldman Sachs,
the bank would have kicked back with a
large team of lawyers,” he told Borsen, a
Danish newspaper. “It’s easier to target
a single individual”



FINDING HIS CALLING

Mr. Shah declined to be interviewed for
this article. To offer his version of
events, he provided through his publi-
cist a 14-page handwritten letter that
outlined l'us career. And for added per-

room in ‘house. n-Dubai and muses

about his life, and busmess ph]losophy,=

omltung any:

COmes acrossia

expat with an abxdltrg fondness for mu-

51c After a m}dhfe crrms he founded Au-
: i

vldeo he éald,, that!sports cars parked
outsrde .the office at Merrill Lynch,
where he worked early on, inspired him
to consuler- new cafeer.

; 088, “Who drives these
1in the video. “And he

said- thettrad'e ;
wanted to be one of

M. Shah wagrmsedm London by par-
ents of ndian ancb’Stry who had immi-
grated from. Kenya. He dropped out of
college in-1992, ¢iting a lack of motiva-
tion, and’ worked at a number of large fi-
nanolalhrms In‘ZOO?, he landed ajobat
the London office of Rabobank, a Dutch
company, cm the dmdend arbltrage

desk. .

‘ There ‘he. learned about cum-ex
tre.des The term is, Latln for “with-with-
‘out” and refers.to the'status of shares
before and after a dividend is issued.

Cum-ex trades would quickly become

the focus of Mr. Shah’s professional life,

Around the time of the globalfinancial
crisis; Raboban psed its dividend ar-
bitrage desk, While former colleagues
scrambled to look for careers in other
fields, Mr. Shah boldly-opened his own
firm, Solo Capital, with an office of eight
employees At the same time, he did
somethmg uhusual for a man starting a
business in London. He and his family
moved ‘to  Dubai, - “mamly for  the
weather and the hfestyle i he explamed
mavrdeo, A A

- As economies around the globe
reeled ‘Mr. Shah found himself in one of
the few growth. segments in banking.
Cumwex trades are made possrble by tax
treanes betweencountrles, agreements
that are intended to prevent double tax-
ation. Denmark has such a treaty with
the Umted States. ;

- What : government ; regulators
throughout Europe failed to foresee was
that forelgh dw:dend tax refunds could
y1eld immense. and dubious profits. Af-

ter the fmancral meltdown, dozens 'of

German banks ‘desperate for a new
sourceof profits eagerly facilitated cum-
ex trades, fueled by capltal from all over
the world. ‘

_Traders made off wnh more’ than $11

brlhon according to officials in Ger-

many: Cum-ex Wwouldreap fortunes from
the geVemmEnts in Austria, Be]grum
and Switzerland, too. |

It took years for the German authorr—
ties, who barined the practice in 2012, to

flgure out what had hit them. The first .

cum-ex indictments in the country were
fﬂed in May. .
“It turned out to be one of the b1ggest

o'on the fifth floor. So.
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Lisheth Romer was a former boss of Mz, Nlelsen, who socialized with an employee of
the man authoritles say. concewed and executed the scheme in Denmark.

financial'scandai‘s that Europe has ever

thorities in Germany didn’t bother to
alert other countries, and speculators
moved elsewhere. The biggest target, it
turned.out, was Denmark.

Under the terms of an American-Dan-
ish tax agreement, Americans who own
shares in, for instance, Carlsberg can
get a full or partial refund on the 27 per-

What has made'the debacle

‘even more painful is that
~many in Denmark believe
it was an inside job.

‘cent withheld for tax on dividends. Re-

tirement accounts get the best deal of

~all. They get all 27 percent of the tax’

back.

" Toscale up his cum-ex trade, Mr, Shah-

needed individuals in the United States

- 'with self-directed pension plans, a type
of retirement account that allows own- =
ers to invest in a wide range of financial

instruments. By 2012, he had found

- more than a dozen of them — which
_ turned out to be plenty. ;

A MAN WITH 44 PENSION PLANS

The names of these Americans who
owned the self-directed pension plans
became public this summer, when the

Danish authorities sued them, hoping to

recover lost funds. Exactly how these
people linked up with Solo Capital is un-
known. Mr. Shal’s publicist would say

" only that they came via wealth manage- -

ment advisory firms.

There are demographic patterns.
Most live on the East Coast, with clus-
ters in New York, New Jersey and Flor-

ida. At least five different plans used the

same mailing address, 425 West 23rd

- Street, Apartment 7B, New York, N.Y.
The tenant there had never heard of the '

Danish lawsuits, but said he had re-

ceived mail for one of the defendants, -

Gavin Crescenzo, a previous occupant.

Nearly all the defendants have jobsin
finance, though one, Michael Ben-Ja-
cob, is a partner at a prestigious law

firm, Arnold & Porter. He declined todis- -
cuss the case and a spokeswoman at the
firm said that it did not comment on ht1-_

gation in progress.

Many people have their names at-

tached to dozens of pension plans, which
is why there are 277 suits and roughly 17

‘defendarits, A 30-year-old named Roger

Lehman, for instarice, opéned 44 plans

\

in a handful of states, ndth names such

seen,” said Bastian Finkel, a tax lawyer | as the Ludlow Holdings 401K Plan and
at BLD, a law firm in.Cologne, “and all

. the more pamful because it's public

: money.” :
In the wake of their losses, the au-

- the Hotel Fromance Pension Plan.

M. Shah said through his spokesman
that Solo Capital worked with 200 of

these pension plans. He dechned to‘

identify which ones.
None of the defendants responded to
requests for comment. In July, though,

" . an email response came instead, unbid-
. den, from a law firm in Luxembourg

called Schatfelhuber Miiller & Kollegen.
A partner there named Helene Schwier-
ing stated that her clients, whom she did

-~ not name, would appreciate it “if you
- henceforth refrain from attempting to

contact them.”
On paper, the owners of the plans

pocketed most of SKAT’s $2 billion. In
reality, these people probably wound up,

with little or none of the money.

" That, at least, is the impression of
- John Hanamirian, a plaintiffs attorney

in New Jersey. Until mid-July, he repre-
sented defendants in more than 50

* cases, then he suddenly filed legal pa-

pers withdrawing from all but a few of
them.

The mthdrawal fllmgs were reveal-
ing. They stated that Mr. Hanamirian
was not paid by the defendants named
in the lawsuits, Rather, his bills were

‘paid by what he deseribed only as a
“Luxembourg law firm” And that law.

firm would not provide needed files

- about his defendants, “desplte repeated

requests;” he wrote.
In an interview, Mr. Hanarmrlan elab-

orated. The firm was the one in Luxem-

bourg that sent the out-of-the-blue email

.asking that defendants in the cases be
left alone. “T needed documents sur-

rounding their involvement, whatever
that is — bank statements, investment
statements, communications,” Mr
Hanamirian said. “The firm wouldn’t do
it. They said, ‘We’ll meet you in advance,
the day of the proceedings. I said that’s
unacceptable.”

Before exiting the cases, Mr
Hanamirian spoke to a handful of clients
who told him that money went in and
then was immediately moved out of
their accounts. Whether the defendants
earned a fee of some kind is unknown to
Mr. Hanamirian, as is the ultimate desti-
nation of the funds.

“I don’t want any of this to reflect on
my former clients,” he said. “But the
whole thing was definitely odd.”

$3 MILLION, EVERY HOUR

In 2013, all that stood between Solo Capi-
tal and Denmark’s treasury was the be-
spectacled, gray-haired veteran of
SKAT, Sven Nielsen. After two col-
leaguesretired, he was the last personin
the Dividend Department. Complicat-
ing matters, he lacked the tools to per-
form the most basic due diligence when
reviewing refund applications.

The agency was in the midst of a
yearslong and often disastrous over-
haul, meant to digitize the system and
reduce head count. The priority was

helping Danish taxpayers, not foreign

shareholders. Mr. Nielsen didn’t even

have a database to check whether anin-

dividual pension plan actually owned
the shares it claimed, said Lisbeth
Romer, who was Mr. Nielsen’s boss until
she retired in 2013. “Sven’s job was re-
duced to bookkeeping, essentially,
checking if a form was filled out prop-
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Downtown Copenhagen, where a, payment agent named Camilo Vargas and Mr. Nielsen
had a lively evening drinking beer. Their friendship was fantastically lucrative.
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John Hanamirian, an attorney in New Jersey. Until mid-July, he represented defendants
in some cases brought by Denmark — then suddenly withdrew from all but a few.

erly,” she said. “A monkey could do it

There was another problem that no-
body knew about then: Mr Nielsen
could be persuaded to break the law.
When the Danish police searched his
home after the Solo Capital revelations,
they found a letter showing that in 2007,
he helped an old friend illegally secure
$5.7 million from SKAT. (The two men
knew each other from the days when Mr.
Nielsen moonlighted with a job deliver-
ing newspapers.) Last December, pros-
ecutors convicted Mr. Nielsen of fraud
for taking a kickback, the equivalent of
$315,000, for his efforts.

Defenders of Mr. Nielsen maintain
that he is a fundamentally decent guy
who made a serious mistake under the
suasion of a pal. True or not, Mr. Nielsen
had a new pal in 2014, Just as the SKAT
payouts soared.

“At no point did I get the
impression that he wanted to trick
me or cheat in any way. But that’s
what it could appear like today.”

His name was Camilo Vargas. He

workedin London at one of a small num-
ber of “payment agents,” niche compa-
nies that handle the array of paperwork
submitted to the foreign tax authorities
for refunds. Mr. Vargas had just founded
his own payment agent firm, which he
called Syntax GIS. Soon after Syntax be-
gan operations, it started working with
Sanjay Shah, who eventually bought the
company.

During the first of several trips to Co-
penhagen, Mr. Vargas sought out Mr
Nielsen, asking for guidance on how to
fill out Danish tax refund applications.
What is known about those meetings
comes from the one interview Mr.
Nielsen has ever given, in a 2016 docu-

mentary that ranon DR, Denmark’s ver-
sion of the BBC. Mr. Nielsen appeared to
be flattered by the attention and happy
to provide advrce

He just as gladly accepted invitations
to dinner. Mr. Nielsen described in the

interview a ]jvely evening drinking beer -

with Mr. Vargas in a popular downtown
area in Copenhagen.

“We walked down Stroget,” he sa.ld

referring to a famous pedestrian street
“and made several pit stops.”

‘The friendship was fantastically lu-
crative. In 2014, more than $590 million
was paid on 1,500 refund applications.
The Danish authorities believe most of

them came from Solo Capital clients. In

the first seven months of 2015, the fig-
ures soared to roughly $1.2 billion, paid
tomore than 2,500 applications — about

- of Danish companies,

“THIS WAS FRAUD” )

The Danish authorities have been try-
ing to unravel Mr. Shah’s handiwork for
over three years. Much of his modus
operandi was revealed, experts believe,
in 2017 when the police in Germany, who
were acting at the behest of the Danes,
used a search warrant to sift through the
records of North Channel Bank, a small
bank in Mainz, a city outside Frankifurt.
Ateam of 60 investigators found that the
bank was used by 27 of the American
pension plans, which were ultimately
paid a total of about $168 million by
SKAT. :

What investigators found is that the
accounts didn’t actually own any shares
said Prof.
Christoph Spengel, who served as an ad-
viser to Germany’s Parliament during
an inquiry into the questionable trades.
He studied the results of the North
Channelinvestigation, issued in a report
by a German district attorney. He said
that the 27 plans primarily traded with
one another. One would place an order to
short a chunk of shares of Danish stock
— essentially, a promise to buy the
shares once they dipped below a certain
price. Socn after, an order was placed by
another of the 27 plans to buy the order
for the shorted shares. That open buy
order — essentially, a promise to pur-
chase shares that the other plan still did-
n’t own — was proof enough for SKAT to
approve a refund. Once the refund was
issued, the buy order was canceled.

“This wasn’t a transaction. This was-
n't tax planning” Professor Spengel
said. “This was fraud.”

A spokeswoman for North Channel
said that the bank was cooperating with
the authorities and had no comment.

After funds were wired to North
Bank, Professor Spengel said, they were
shunted to two banks, first in London,
then another in Germany. Finally, he
said, they were sent to accounts con-
trolled by Mr. Shah and his wife, Usha.

Jack Irvine, Mr. Shah's spokesman,
said none of this was true.

“Neither Solo nor Sanjay have had
anything to do with North Channel
Bank,” he wrote in an email, “so there
appears to be confusion, which isnot un-
usual in this case.”

Mr. Shah is preoccupied with his own
troubles. In mid-September, a High
Court of Justice judge in London en-
tered a $1.3 billion default judgment
against Solo Capital and a company it
owned, Elysium Global, in a case filed by
SKAT alleging fraud. Mr. Shah’s spokes-

. man said that his client didn’t respond to
- the lawsuit because both companies are
. now controlled by liquidators.

He also said that at the prodding of
Danish officials, Britain, Germany and

‘the United Arab Emirates have all

frozen, though not confiscated, $660 mil-
lionin assets belonging to Mr. Shah. The
financial pinch is enough that Mr. Shah
has been forced to put his house up for
sale, the publicist added. Out of caution,
the publicist said, Mr. Shah does-not
travel.

Fears of arrest and extrachtlon are

* justified, said Henning Sorensen, an as-

sociate law professor at the University
of Southern Denmark. “Shah is free as
long ashe staysin Dubai,” he said. “Heis
like a bird living in a golden cage.”

Alain Delaquén'é‘re and Martin Selsoe
Sorensen contributed reporting.



