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EXTRACT FROM DAVID CAMERON SPEECH 

 

CAMERON:  Businesses who think they can carry on setting up ever 

more complex tax arrangements abroad to squeeze their tax bills right down, well they need to 

wake up and smell the coffee .... 

 

ABRAMS: Amid growing concern over the tax arrangements of the 

multinationals, David Cameron’s been talking tough. 

 

CAMERON  ..... because the public who buy from them have had 

enough. 

 

ABRAMS: But while the rhetoric’s all about collecting more tax, the 

reality is the Government’s actually bringing in a range of corporate tax cuts. They’re designed 

to persuade big business to move to the UK. Some say they’re little better than Government-

backed tax avoidance. 

 

BROOKS:  These changes are just a corporate tax giveaway. They 

are tax breaks for offshore schemes, financial transactions through havens that we were 

supposed to be clamping down on.  
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ABRAMS: Tonight, File on 4 reveals some of the companies who 

stand to benefit most are helping to draft the new rules. And among those thrashing out the 

details are some who’ve recently been in dispute with the taxman. And, as a key parliamentary 

committee launches a fresh inquiry into tax, its chair tells us ministers have got it wrong. 

 

HODGE: I think my concern with the way the current Government 

is thinking about and developing tax law is that it only talks to those who have a self interest in 

reducing their tax contribution by changing the law. 

 

SIGNATURE TUNE 

 

ACTUALITY: COFFEE SHOP IN DUBLIN 

 

MAN: A small latte and an espresso please. 

 

ABRAMS: I’m in a café in the middle of Dublin, it’s raining outside 

so I’ve had to come indoors, and I’ve been brought here by Barry O’Leary, who’s the chief 

executive of the IDA, and their job has been over the last few years to encourage investment 

into Dublin. And I have to say, from what we can see from this window, it’s been spectacularly 

successful. 

 

O’LEARY: Well, we’re standing here down in the Dublin docks 

area, it’s on the south side of the city.  That’s about maybe an eight or nine storey building 

there, brand new one that Google moved into a few months ago.  But if you turn around to the 

left hand side and over diagonally there, you’ll see the Facebook team, and of course they’ve 

been joined in the meantime within the square mile here, people like Zynga, Twitter.  You 

know, Twitter has a team of about sixty people, only started about twelve months ago.  So 

there’s a lot of particularly the American internet-based companies that are here. 

 

ABRAMS: Ireland’s got a lot to offer US companies – a well-

educated workforce, good infrastructure, a convenient time zone for Europe and the Middle 

East. And of course, there’s another major attraction:  a 12.5% rate of corporation tax. 

I know you spend a lot of time in the States.   

When you’re over there, are you saying to people, ‘Well, Ireland’s great for a European base 

because the tax rates are very low.’? 
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O’LEARY: It’s a complicated mix, but Ireland does not win 

decisions purely based on tax. It’s the component in an overall scoring, but definitely not the 

most crucial one. 

 

ABRAMS: But it’s certainly a selling point for you? 

 

O’LEARY: Oh, of course it is, in the same way as many others.  

After all, if you didn’t have the talent pool, what good would a low tax rate be? 

 

ABRAMS: The high-tech firms on which the investment agency 

focuses, employ 150,000 people around Dublin. But across the Atlantic, some politicians don’t 

see Ireland’s technology boom in quite such a positive light. They see it as part of a wider 

global problem – US companies just aren’t paying enough tax. 

 

LEVIN:  US multinationals, as we call them, have stockpiled 

almost two trillion dollars in earnings offshore in order primarily to avoid paying US taxes on 

those profits.  The amount of revenue coming in from our corporations has drastically declined 

and that’s not right.   

 

ABRAMS: Carl Levin’s the Chairman of the US Senate Permanent 

Sub-Committee on Investigations.  He says decisions by big American corporations, to put 

major parts of their business into Ireland, have a serious impact back home. The Committee’s 

been raising concerns about one particular company - Microsoft.  

 

LEVIN: 85% of Microsoft’s research and development is 

conducted in the United States, but it’s set up operations in Ireland to facilitate the shifting of 

profits from the United States to Ireland, so what we showed is that Microsoft Ireland paid 

Microsoft US about $2.8 billion for the rights to sell Microsoft software in Europe in the 

Middle-East.  Now of course Microsoft Ireland is Microsoft.  Now through this transaction, 

Microsoft US then shifted about $6 billion in revenue offshore and so Microsoft Ireland then 

netted $6 billion in revenue without selling a single Microsoft product to any customer.  

 

ABRAMS: The Sub-Committee found Microsoft’s Irish operations 

had quite a complex structure. There was Microsoft Ireland Operations Ltd, out on the outskirts 

of Dublin, making copies of software. It was owned by Microsoft Ireland Research, 
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ABRAMS cont: based down in the docks area.  It held the rights to sell 

the software. And it was owned by a third firm, incorporated in Ireland, but with its 

headquarters in Bermuda. Those first two companies reported profits of a massive £4 billion in 

2011.  In one case that added up to almost £7 million per employee. The tax bill came to a bit 

more than 7% of the profits – a lot less than Ireland’s 12.5% corporation tax rate. And a lot less 

than the UK’s rate too. And that’s been causing concern at Westminster. 

 

ELPHICKE:  What Microsoft have done is set up a tax structure using 

a tax haven and it works like this.  You get revenues from the UK territory, you stream them 

through the Irish company, which is called, technically, a conduit company, to the tax haven. 

 

ABRAMS: Charlie Elphicke’s the Conservative MP for Dover and 

Deal. He used to give legal advice to companies on international tax. Now he’s using his 

experience to drill down in the accounts of some of the big American technology companies – 

especially those that run their UK sales operations from Ireland. It’s been a complex process. 

 

ELPHICKE: In the case of MS they are very unclear in their filings in 

the States as to where their revenues come from. In their Irish accounts, which you can find in 

Companies House in Ireland, which takes some research in itself, there’s no mention of a 

Bermuda company in a tax haven that takes all the revenues from Ireland at all, and it’s very 

hard to piece together their revenues from UK territory.  You can only do that from looking at 

their UK service company, their Luxembourg accounts and their Irish accounts. So it has taken 

quite a lot of detective work to get to the bottom of where Microsoft’s revenues are and how 

much they are. 

 

ABRAMS: He’s come up with some calculations, based on an 

estimate of the UK share of Microsoft’s global profits. He says they reveal that as well as 

avoiding US tax, Microsoft’s also paying less than it should be here.  

 

ELPHICKE: What I found is they have substantial revenues in the UK 

- about £2.35 billion, which is a lot of money, and the amount of tax they paid on that was 

about £19 million.  But if you look at what their global profits are and you apply that to their 

UK turnover, you suddenly realise that the amount of tax that they would have paid if 
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ELPHICKE cont: they had declared profits on a global basis in the UK, it 

would have been more like £246 million, according to my calculations, meaning a tax gap of 

about £226 million - that's a lot of tax money that we could do with to help clear the deficit. 

 

ABRAMS: So if they paid a straight tax on their profits here, they 

would be paying about six times as much tax as they actually are? 

 

ELPHICKE: That’s right.  And it’s a particular concern because they 

have government contracts and they receive taxpayers’ money of some £700 million a year, 

and my view is, if you’re going to get taxpayers’ money for government contracts, then you 

should pay a fair share of taxes in the UK. 

 

ABRAMS: Microsoft didn’t want to be interviewed, but it told us in 

a statement it was always careful to operate within the law. 

 

READER IN STUDIO:  Our Microsoft operation in Ireland supports 

approximately 1,700 staff who develop, produce, distribute and sell Microsoft products 

throughout Europe, the Middle East and Africa. The income from the sale of Microsoft 

products sold and distributed across the region is fully taxed in Ireland.   

 

ABRAMS: But while the tax affairs of the American multinationals 

are causing political storms on both sides of the Atlantic, close to home there’s a quiet 

revolution going on. Barely noticed amid the furore over Google, Starbucks and Amazon, the 

British government’s been changing the rules - to make it easier for big UK-based companies 

to minimise their tax bills. As well as cutting the overall corporation tax rate, the Government’s 

also bringing in specific incentives for multinationals to base themselves here. 

 

EXTRACT FROM VIDEO ON YOUTUBE 

 

PRESENTER: Does your company own patents?  Does it sell patented 

products or receive income from licensing patents?  If the answer to these questions is yes, 

you’ll be interested in a new tax incentive for companies being introduced .... 
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ABRAMS: I’m looking at a video posted on YouTube by the 

taxman.  He’s been busy, promoting a new scheme for companies which have invented 

something clever. So, let’s say you’re a phone company and you’ve invented some bit of 

technology which is patented. Then you could benefit substantially from something called the 

Patent Box scheme. In essence, the corporation tax you have to pay on the profits from selling 

your phones could be slashed.  

 

MILLER: What will happen in April is that firms will effectively 

be able to calculate how much income derives from products that have a patented element and 

then attribute that to the Patent Box, which will be taxed at a rate of 10%. 

 

ABRAMS: Helen Miller’s a senior research economist at the 

Institute for Fiscal Studies.   She says the scheme could bring huge bonuses for companies – it 

could help some firms slash their tax rates by more than half.  And, she says, even if they’ve 

only patented one tiny component in a huge machine, that could still apply.  

 

MILLER:  Say you have a car and the windscreen wiper has a 

patent, you will be able to work out how much income you got from the sale of the complete 

car, and then make some deductions for a normal rate of return and for any income that you 

think can be attributable to branding, and then all the income that’s left, which will be quite a 

lot and probably a lot more than the individual value of the windscreen wiper, can be put into 

the Patent Box and subject to a 10% tax rate. 

 

ABRAMS: So if one small part of my very complicated industrial 

process is patentable, I can probably pay 10% tax on a huge part of that process? 

 

MILLER: That’s potentially right, yes, and of course firms have 

incentives to move as much income as they can into the Patent Box. 

 

ABRAMS: The Government is hoping the Patent Box scheme will 

help the UK to attract the kind of high-tech companies which have been taking their 

headquarters to Dublin. 

 

ACTUALITY WITH MACHINERY AT EISAI 
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PATEL: So this machine over here is our main liquid handling 

robot, and what that does is takes essentially concentrations of substances, drugs, and we will 

then dilute them .... 

 

ABRAMS: This is Eisai, a big Japanese pharmaceutical company. A 

few years ago it decided to bring its European headquarters here to Hertfordshire – it employs 

more than five hundred people on this site. And it’s expanding, with the help of the new Patent 

Box tax rules under which it’ll pay 10% tax on much of its profit.  Eisai’s Chief Financial 

Officer for the region is Gerd Koenigsman. He says the new tax initiative’s been helpful in 

making the decision to expand. 

 

KOENIGSMAN:  The Patent Box is an interesting initiative and I think we 

do have a good base for future growth in this country as well. 

 

ABRAMS: If these reforms weren’t taking place, would there be a 

chance that you would have expanded elsewhere instead? 

 

KOENIGSMAN: It is a competitive environment and many countries 

around the globe offer similar schemes to what the UK has introduced now with the Patent 

Box.  But the Patent Box has done something for us and for the company which is a little bit 

more than just the immediate tax incentive.  It has been the seed for a decision to actually bring 

in more production. 

 

ABRAMS: How much of your profit, as it were, will go into that 

10% tax bracket? 

 

KOENIGSMAN: Well, that’s very hard to say at this point in time.  We 

are using that initiative as something, as I’ve just said, to improve and to expand our set up in 

the UK and bring in research into the country that otherwise would have gone somewhere else 

in the world. 

 

ABRAMS: The idea of a Patent Box has been around for some time 

– it was first talked about under the last Government. The plan was to encourage companies to 

develop cutting-edge technology in the UK. But according to Helen Miller from the Institute of 

Fiscal Studies, that wasn’t realistic. 
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MILLER:  The stated aim was effectively that the Patent Box 

would encourage more innovation.  On those grounds it’s a particularly poorly targeted policy.  

It could be the case that firms continue to do more innovation offshore and just hold the income 

from the patent here in order to take advantage of the Patent Box, or alternatively it could be 

that the Patent Box has actually very little effect, so it applies to all patents that are already in 

existence, not only to new patents.  So a lot of firms will already be able to benefit from the 

Patent Box and don’t actually face particularly large incentives to get more patents because 

they’re already benefiting. 

 

ABRAMS: What do we know about what this will actually cost in 

terms of lost revenue from those taxes? 

 

MILLER: So the HMRC initial estimate of the policy that it would 

cost about £1.1 billion in steady state. 

 

ABRAMS: So that’s £1.1 billion a year? 

 

MILLER; Every year in lost corporation tax revenue, so it is a lot 

of money, especially in a time where, you know, figures that are in the millions make the 

headlines.  So it’s roughly a third to a quarter of the UK science budget. 

 

ABRAMS: But it isn’t only the cost of this tax-cutting exercise 

that’s raised one or two eyebrows. To help thrash out details of its various reforms, the 

Treasury’s set up a series of working groups, composed almost entirely of representatives from 

major businesses with an interest in the changes. Among the ten members of the Patent Box 

working group were GlaxoSmithKline, Dyson, Shell and Eisai’s Gerd Koenigsman. 

What were you saying to the Government about what it needed to do?  What was your 

influence on the process? 

 

KOENIGSMAN: Well, very importantly, we wanted to have something 

that really benefits us, that means it has to be a clear difference to the existing scheme or the 

existing corporation tax rate, it has to be competitive and comparable to what other countries 

have done in the past already and it should be reasonably easy to administer.  
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ABRAMS: Because in the past companies like yours pay a lot of 

money to lobbyists to get that sort of access to Government, don’t they?  It’s something you 

would pay a lot for, it’s very valuable. 

 

KOENIGSMAN: Well, we don’t lobby this.  I think this is the Government 

having taken that initiative because it sees that other countries have done something like that.  

We didn’t have to lobby, I don’t think anybody had to lobby.  I think it became very apparent 

over the years that something has to be done.  At the end of the day it’s the Government that 

decides.  We are only advisers. 

 

ABRAMS: Everyone agrees it’s perfectly appropriate for the 

Government to consult business about changes that are going to affect it. But the chair of the 

parliamentary Public Accounts Committee, Margaret Hodge, says she feels something’s been 

missing from the process. 

 

HODGE: When I was a government minister and I was thinking 

about a new policy, I would talk to all my stakeholders, but I would have also sought advice 

from those who might come at it from the point of view of you and me as ordinary taxpayers or 

might come at it from an academic point of view.  There’s a whole range of interests that you 

have to have regard to. 

 

ABRAMS: Have you been able to look at the working groups for 

those tax rule changes and what do you make of them? 

 

HODGE: Of course the big firms would have an interest, but you 

should balance that by having maybe some of those campaigners who argue that the law has to 

be tightened up so that we get our fair contribution from profits made by both British 

corporations and global corporations in the UK through corporation tax or other means. 

 

ABRAMS: But major firms whose tax bills stand to be cut, aren’t 

the only private sector organisations advising ministers about this. The Public Accounts 

Committee is also questioning the big accountancy firms about their role. And, Margaret 

Hodge says, they’ve been helping write the rules, too. 
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HODGE:  What’s at the back of my mind is, you know here it was 

KPMG who sat on the working party to devise the Patent Box regulations.  What was at the 

back of their mind?  The public interest or the interests of their clients?  What makes their 

bottom line?  The money they get from serving the public interest by pro bono work with the 

Government or the money they get from their clients?  And these companies are driven by their 

bottom line and it is just a bit scary to think that these are the very organisations that are setting 

regulations in the future.  

 

ABRAMS: What they’d say is, we just apply the law, we don’t make 

the law, we’re just helping people to keep within it. 

 

HODGE: Well, nothing is as black and white as that.  What to me 

is really dangerous is that many are working very closely both with HMRC and with Treasury 

to devise new tax changes; in this case to stimulate innovation in our economy, and then they 

use those, they exploit those perfectly legitimate objectives as opportunities to avoid tax.  That 

is just not on. 

 

ACTUALITY WITH BROCHURES 

 

ABRAMS: I’ve just got KPMG’s latest glossy brochure – they do 

seem to be one of the go-to companies when it comes to minimising tax. 

 

READER IN STUDIO:  Patent Box: What’s in it for you? The Patent Box gives 

companies the opportunity to significantly reduce their UK tax burden. 

 

ABRAMS: KPMG have got a whole team of senior people on the 

case. Headed by Jonathan Bridges - he’s an associate partner in corporate tax.  

 

READER IN STUDIO:  While on secondment to HM Treasury, Jonathan 

Bridges also acted as the lead policy advisor on tax and innovation, including the Patent Box.   

 

ABRAMS: He should know his stuff, then.  
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MCCORMICK: When we second people to the Treasury or HMRC, they 

are not there to formulate policy.  They are there to provide technical expertise to Government. 

 

ABRAMS: Jane McCormick, Head of Tax for KPMG. 

 

MCCORMICK: Clearly there is an advantage to us if we were, you 

know, involved in the formulation of the legislation, but again Government formulates policy, 

we provide technical expertise to help them to do that. 

 

ABRAMS: Yes, I mean, you talk about not being involved in policy, 

but I have to say the phrase was ‘lead policy advisor’. 

 

MCCORMICK: Yes, I think we should focus on the word ‘advisor’, so an 

advisor to the policymakers rather than the formulation of policy. 

 

ABRAMS: Sounds like a bit of a thin line. 

 

MCCORMICK: No, I don’t think it is. As I say, there is no particular 

interest to KPMG in driving policy in one way or another.  Whatever the tax rules are, we get 

to advise on them.  It’s worth saying that there has been a lot of very bad legislation enacted in 

the past, you know, very often because Government and the civil servants don’t have an 

understanding of what happens in the commercial world.  That bad legislation has often been 

the thing that has created the loopholes that people so dislike. 

 

ABRAMS: There is a clear argument in favour of the new Patent 

Box rules – that if companies choose to base themselves here to benefit from them, they’ll 

bring jobs. But some of the Government’s other planned changes go right to the heart of recent 

controversies over the way multinationals have avoided tax, particularly by pushing profits 

through offshore subsidiaries. One of the changes involves something called the Controlled 

Foreign Company, or CFC rules.  They’re meant to help the taxman to stop multinationals 

keeping their money in tax havens.  Mike Lewis is a policy advisor with ActionAid. He’s been 

doing research into the new rules.  
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LEWIS: So two major changes happened in last year’s Finance 

Bill to what are called the controlled foreign company rules.  These are essentially intended to 

be the UK’s major defence against multinationals shifting profits into tax havens, the kinds of 

inter-group transactions that have recently been in the media in terms of a number of very high 

profile US-headed companies in recent months, and they’re supposed to stop UK 

headquartered multinationals from doing the same thing.  

 

ABRAMS: And do we know what that’s going to cost? 

 

LEWIS: Well, we had the Treasury’s own figures for their 

assessment of what it’s going to cost the UK in terms of tax revenues, and their own figures 

suggest that that cost will increase to nearly £1 billion a year by 2015-16 in lost tax revenues. 

 

ABRAMS: ActionAid’s research focuses mainly on the impact of 

the new CFC rules in the developing world. But Mike Lewis has also looked at the membership 

of the Government’s working groups.  

 

LEWIS: Of the thirty companies that were included in the 

advisory groups that essentially helped to write the rules, those companies had a total of over 

three thousand subsidiaries in tax havens, so these are the kind of companies that we are talking 

about, and of course that consultation doesn’t really take into account two other major sets of 

stakeholders here.  The first is, of course, UK domestic business that wants to compete on a 

level playing field with these multinationals and doesn't have the luxury of moving its profits 

around between low tax jurisdictions.  And the second is other countries in particularly 

developing countries whose tax bases are going to be affected by these rule changes.  David 

Cameron has come out this year and said that he’s going to make cracking down on tax 

avoidance one of his major priorities at the G8 meeting in June, and yet at home in the UK’s 

own tax laws, the signs don’t look good. 

 

ABRAMS: The companies on the groups included major brands like 

Kraft, Cable and Wireless and Xerox. And one firm whose tax affairs have recently been under 

scrutiny – HSBC.  Its latest accounts revealed it was in discussion with the taxman over a very 

big tax bill indeed – somewhere in excess of £3 billion.  Richard Brooks is a former tax 

inspector and he’s written a book about big corporations and tax.  He says HSBC was involved 

in an argument about where it should pay part of its tax bill. 
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BROOKS: HSBC make a large proportion of their profits in Hong 

Kong, where they originated.  Now that would normally mean that when they send profits that 

they’ve made in Hong Kong back to the UK, there would be a tax bill, because there’s not 

much tax on them in Hong Kong and the tax bill would be topped up in the UK.  They set up to 

send those profits via the Netherlands. 

 

ABRAMS: The dispute has now been settled.  But while it was 

going on, HSBC had four senior tax experts sitting on Treasury committees, helping to rewrite 

the CFC rules.  To be fair, the specific rule on which they’d been challenged wasn’t part of the 

process. But Richard Brooks says the bank certainly had an inside track.  

And what do we know about HSBC’s relationships with Government over the last few years? 

 

BROOKS: We know that they have largely on tax been through 

Chris Spooner, who’s the tax director of HSBC, and he was the director of a company called 

HSBC Asia BV, a Dutch company, over which HMRC was arguing with HSBC for several 

billions of pounds. He subsequently sat on the Treasury committee that was overseeing the 

controlled foreign companies law changes, laws that stand significantly to benefit his company 

now. 

 

ABRAMS: HSBC told us it paid a billion of tax in the UK last year.  

In a statement, it said: 

 

READER IN STUDIO: The discussions between HMRC and HSBC regarding 

matters relating to HSBC Asia Holdings concluded last year.  HSBC Asia Holdings is a Dutch 

incorporated company subject to tax in the Netherlands.  Interest income is taxed at 25%.  If we 

are asked by the Treasury to attend a panel or a working group, we will attend. 

 

ABRAMS: And HSBC wasn’t the only company represented on the 

Government’s CFC working groups whose tax affairs had been in the news. 

 

EXTRACT FROM NEWS PROGRAMME 

 

PEOPLE CHANTING: Pay your taxes, Vodafone.  Pay your taxes, Vodafone. 
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REPORTER: Vodafone is one major company which has been targeted 

by protesters alleging that business isn’t paying its fair share, though Vodafone denies .... 

 

ABRAMS: Back in 2010, campaigners showed their disapproval 

outside Vodafone shops after the company settled a long-running battle over its UK tax bill.  

According to former tax inspector Richard Brooks, the dispute had gone on for almost a 

decade. 

 

BROOKS: Well, in 2000, Vodafone acquired a big German 

engineering company called Mannesmann, but it didn’t do so directly, it did so via 

Luxembourg, so that instead of lending the money from the UK to Mannesmann in Germany, it 

put the money into a Luxembourg subsidiary and that subsidiary lent the money to 

Mannesmann. 

 

ABRAMS: The Vodafone case centred on whether the company 

should be paying UK tax on the money that went through the controlled foreign company in 

Luxembourg.  It ended up with Vodafone agreeing to pay £1.25 billion to the taxman.  And 

while all this was going on, Vodafone was talking to the Treasury about how the CFC laws 

needed to be changed. 

 

BROOKS: Very soon after the agreement, one of their tax directors, 

John Connors, was named as a member of the working group that was framing the new laws 

governing what were called monetary assets.  In other words, offshore investments of exactly 

the sort that Vodafone was routing through Luxembourg. 

 

ABRAMS: What do you make of that? 

 

BROOKS: What surprises me is that you would always expect 

companies who are going to have to pay tax to have a say in those rules, you’d want to hear 

their opinions, but you would not give them such a dominant role, and that’s what’s happened.  

The Government has said, we will change these rules according to what business wants, and 

the way we’ll find out what business wants is set up these small committees made up of the 

people who are most affected by the changes and get them to decide. 
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ABRAMS: In a statement, Vodafone told us the settlement 

represented fair value for taxpayers and it strongly denied doing anything improper.  The 

statement went on: 

 

READER IN STUDIO: Vodafone only ever engages in fully commercial 

activities, was not engaged in UK tax avoidance and had not entered into any artificial tax 

arrangements.  For every £4 we make in profit, we pay £1 in tax around the world.  Are we not 

entitled to make our opinion known when the opportunity arises to do so? 

 

ABRAMS: And the Tax Minister, David Gauke is adamant the 

Government should continue talking to business, regardless of its tax status. 

There are a number of companies on those working groups who had been in dispute with 

HMRC on their taxes. You know, people who pay their taxes might find that quite disturbing. 

 

GAUKE: I don’t think one should necessarily say that anyone who 

takes say a different interpretation of the law than HMRC should be excluded from having their 

views heard.  As far as we are concerned, we want HMRC to collect all the money that is due 

under the law.  There are times where there will be disagreements as to points of law and a lot 

of this relates to European law, where there’s an inconsistency, if you like, between one part of 

the legal system and another - that is the nature of international tax. But do we want to engage 

with businesses and hear what they have to say?  Yes.  But are we in any way captured by 

them?  Do they determine what we decide?  Absolutely not.  And the message that I want to 

put out is that we want businesses located in the United Kingdom, we want a competitive tax 

system and we want those businesses to pay tax under that system. 

 

ABRAMS: But who are the people on those groups who are saying, 

actually no, we don’t want to drive tax rates down, it’s not necessarily in the public interest.  

Who are the people who are arguing the other point of view in that process? 

 

GAUKE: Well we hear the arguments all the time and, you know, 

plenty of representations and I meet with plenty of groups who will raise issues as to how our 

tax system works.  The point of the working parties was to get the views and expertise of those 

businesses likely to be affected by the change in the CFC regime.  We want to make sure that 

we have got a tax regime that will mean those businesses will be located in 
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GAUKE cont:  the UK.  Any sensible government is going to want to at 

least hear the views of those affected businesses. 

 

ABRAMS: So, after all these consultations, what’s actually 

changed?  It’s complicated, but essentially the new CFC rules mean multinationals can put 

their internal banks offshore and not pay full UK corporation tax on profits they bring back to 

the UK.  From next year, instead of paying 21% tax on that money, they’ll pay just a quarter – 

5.25%.  Heather Self is a tax partner with the law firm, Pinsent Mason.  She says it’s a practical 

response to a complex problem. 

 

SELF: While we’re part of the EU, companies are entitled to 

choose to put their economic activities wherever they like within the EU, and the fact that one 

country has a lower tax rate than another country, that’s fine, it’s not in itself a reason to say 

you can’t do it.  You’ve got to be allowed to move capital freely around the EU.  So this is a 

pragmatic response that says, actually we’ll settle for a reasonable amount of tax and I suppose 

the bargain is to then expect companies not to try to get round that and to do even more 

aggressive planning.  But you do run the risk of a race to the bottom and that’s something 

which governments do worry about, because at the end of the day the Government does need to 

raise money through taxes in order to fund public services. 

 

ABRAMS: Do you think then that the Government has done the 

right thing by offering that 5.25% tax rate? 

 

SELF: Whether it’s the right rate, whether it could have been a 

little bit higher or should have been a little bit lower, I don’t have the facts to judge, but 

broadly yes, I think a pragmatic response which says let’s have a simpler system and collect a 

reasonable amount of money rather than a very complicated system which would probably not 

collect much more, I think that’s a sensible response.   

 

ABRAMS: But Margaret Hodge, chair of the Public Accounts 

Committee, has deep concerns about the direction the Government’s tax policy is taking. 

She thinks ministers have gone too far in capitulating to the demands on business. 
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HODGE: My concern is of this Government, and I think it’s 

probably true to some extent particularly of the latter years of the last Government, is that the 

bias is all towards making sure you don’t offend UK or global corporations by imposing any 

taxes on them rather than making sure they pay a fair contribution, so the balance has gone too 

much to the self-interest of the corporations and against the public interest of the taxpayer.  So 

I think the Government is timid in its approach to these global corporations and I think it 

should just take a step back and not feel it’s always got to cave in to what I think are 

illegitimate demands on taxation from global corporations and just put the balance better in the 

interests of the taxpayer and the wider public interest. 

 

ABRAMS: But surely, you know, companies would say they have a 

duty to their shareholders not to pay any more tax than legally they have to.  

 

HODGE: They have a duty to their shareholders to maximise 

profits.  I think what I worry about and maybe I don’t know the full answer to, is that there 

appears to be an accepted culture in the UK today that one of the ways in which you maximise 

profits is by avoiding tax.  It’s almost like avoiding tax is a new way of making money, a new 

profit centre.   

 

ABRAMS: At a time of austerity and budget deficits, governments 

everywhere are increasingly alive to public concern about tax avoidance by big companies. But 

on the other hand, they’re equally aware global companies are bound to search the world for 

the most competitive tax regimes. And Jane McCormick, Head of Tax for KPMG, says people 

in her position aren’t there to fly the flag for Britain. She has to put her clients’ interests first – 

and that means helping them to find the best deal on tax. 

 

MCCORMICK: Governments all around the world are, if you like, 

hanging out their wares with their tax regimes, of reliefs and special regimes, to attract business 

into their jurisdiction. So what we do is to assist our clients in looking at what those 

alternatives are and factoring the tax part into the overall business equation in making those 

choices. 

 

ABRAMS: Isn’t there a risk then that, you know, in the meantime 

we’re really engaged in a race to the bottom? We can’t compete with BVI and Bermuda, can 

we? 
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MCCORMICK: No, and we’re not competing with BVI or Bermuda. To 

a large extent that is not where people are choosing to headquarter their companies. Really 

what we’re competing with is other European jurisdictions such as Ireland or places like 

Switzerland.  As a professional advisor, I’m completely agnostic about where a business 

locates itself. I have to be – that’s what you do as a professional. As a citizen of the United 

Kingdom, I’m absolutely delighted that we have new tax rules that are attracting business in 

the UK and we are seeing evidence that that is working, and that those businesses are going to 

pay a lot more other taxes – things like employers’ National Insurance contributions, business 

rates.  And even more importantly they’re going to create jobs for people here. 

 

ABRAMS: The news that some firms are moving back to the UK to 

take advantage of lower taxes is balm to the ears of the Tax Minister, David Gauke.  But 

there’s still a very long way to go before he can know whether this gamble’s paid off. The 

Treasury’s own figures show the tax cuts will cost £20 billion by the end of the Parliament. 

And it remains to be seen how much of that can be clawed back through investment which 

creates jobs.  

Do you think that some people might see a contradiction between the rhetoric that we get from 

the Prime Minister and from the Chancellor at the moment, you know, that they’re talking very 

tough about tax while you’re liberalising the tax laws? 

 

GAUKE: The point we’re making is that yes, we want a 

competitive tax system; yes, we want businesses to choose to locate here; yes, we believe in 

lower rates, but we also expect businesses to pay the tax that is due under the law and that’s 

what we’re determined to do, so at the same time as making our tax system competitive and 

lowering rates, we’re also strengthening HMRC’s capacity to ensure that we get that money in. 
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