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There is a report in the International Accounting Bulletin this morning that suggests:

The UK’s HM Revenue and Customs (HMRC) has reported that US companies may have
underpaid taxes amounting to £8.8bn ($11.8bn) in the previous financial year,
according to UHY Hacker Young, a national accountancy firm.

This figure marks a 57% increase from the estimated £5.6bn underpayment recorded
the year before.

US corporations represent the largest share of tax underpayment among foreign
entities, contributing to 46% of the total £19bn in tax underpaid by all international
companies operating in the UK.

This data is fascinating because it directly contradicts a great deal of data in HM
Revenue & Customs' own tax gap information on the corporation tax gap.

With regard to corporation tax, they say this gap is as follows:

Figure 5.3: Corporation Tax gap, tax liability and theoretical tax liability, since 2019
t0 2020 (£ billion)

Change to chart view

Year Nettaxgap Liability Totaltheoretical tax liability
2019-20 9.4 56.1 65.5
2020-21 10.5 53.9 64.5
202122 14.2 66.5 80.7
2022-23 15.5 81.6 a7
2023-24 18.6 988 174

They then admit it is at record levels:

Figure 5.1: Corporation Tax gap by value and as a percentage of theoretical tax
liability, 2005 to 2006 up to 2023 to0 2024
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https://www.internationalaccountingbulletin.com/news/uks-hmrc-estimates-us/
https://www.gov.uk/government/statistics/measuring-tax-gaps/5-tax-gaps-corporation-tax

And they explain the gap by type of entity as follows:

Figure 5.2 Corporation Tax gap as a percentage of total theoretical tax liabilities
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But if the Hacker Young data is right, and they have a long history of extracting data
from HMRC via Freedom of Information requests, then all this corporation tax gap data
IS nonsense.

If, as is reported, US companies have underpaid by £8.8 billion, and they represent 46%
of the loss to transfer pricing abuse, this means that the total loss to this case is most
likely £19.1 billion.

As the International Accounting Bulletin report notes:

Some analysts have suggested that these companies are minimising their tax
obligations in the UK by reallocating profits to jurisdictions with lower tax rates, such as
Dublin.

UHY Hacker Young pointed out that a prevalent strategy used by these firms is known
as ‘transfer pricing’.

In their tax gap report, HMRC suggest that the value of the large business tax gap (and
large businesses are the type of entity that almost invariably are part of multinational
corporations, and so undertake transfer pricing) is as follows:

Figure 5.16: Large businesses Corporation Tax gap, tax liability and theoretical tax
liability, since 2019 to 2020 (£ billion)

Change to chart view

Year Nettaxgap Liability Totaltheoreticaltax liability
2019-20 1.1 288 299
2020-21 1.1 25.5 26.7
2021-22 1.4 3.0 32.4
2022-23 1.9 439 45.8
2023-24 2.3 52.8 55.1
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| think it is safe to assume that no more than half of that stated gap is due to transfer
mispricing, so let me value that at, say, £1.1 billion, and then note that the obvious
conclusion to draw is that the large business tax gap is understated by £18 billion as a
result.

This increases the large business tax gap to £20.3 billion, or 36.8% of theoretical
liabilities, as stated above. If, however, we assume HMRC also understates theoretical
liabilities, as | think this implies they must, the loss becomes 27.7% of theoretical
liabilities.

Importantly, this makes the large business corporation tax gap bigger than the small
business corporation tax gap, which is £14.7 billion. They have placed much emphasis
on that small company figure in their recent reports on this issue. They appear to have
ignored, or misstated, the bigger issue.

Correcting for this misstatement then means the total corporation tax gap becomes
£36.6 billion, or 27% of total corporation tax owing.

It also increases the overall tax gap from £46.8 billion to maybe £64.8 billion, because
this claim by HMRC is obviously wrong:

Figure 1.1: Tax gap by value and as a percentage of theoretical tax liabilities, 2005 to
2006 up to 2023 t0 2024
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That means the revenue lost is not 5.3%, but something like 7.3%, which somewhat
blows apart their claim of continuing compliance improvement. But, to put it another
way, it also means HMRC understate the tax gap by 28%. | think they might be
unamused if a company did that with regard to its profit reporting.

But what it also means is that:

* We have good reason to doubt the validity of HMRC's claim about tax gap data, as |
have always suggested.
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* We also have very good reason to doubt whether HMRC has got the management of
transfer pricing under control, for which there is now no excuse when it has
country-by-country reporting data to assist it with this task. | should add that this is a

subject | know something about: | created country-by-country reporting.
* We should have serious doubts about a public authority that chooses the information

to include in its public reporting to suit its own agenda.
This last point is, perhaps, the most important. | have, for many years, pointed out that

the definitions of tax loss included in HMRC's tax gap data have been open to question.
In particular, HMRC has used a spectacularly inappropriate definition of tax avoidance
to limit the scale of recognised losses attributed to this cause. Basically, they claim
that unless an activity is considered to be tax avoidance under the Disclosure of Tax
Avoidance Schemes (DOTAS) rules of 2004, they can ignore it for the purposes of
calculating the tax gap. This will be their excuse for ignoring this transfer pricing abuse,
because transfer pricing is not required to be disclosed under the DOTAS rules, and so,
rather conveniently, falls out of the disclosure requirement for tax gap reporting
purposes.

So, too, incidentally, does the incorporation of companies with the purpose of avoiding
national insurance charges fall out of tax gap reporting rules because that, too, does
not require disclosure under the DOTAS rules.

Likewise, the use of umbrella companies to avoid tax also falls outside the scope of
reporting for this purpose.

In other words, tax gap reporting rules are created in a way that is designed to ensure
that the tax gap is seriously, and very obviously, understated, giving a false impression
of the result of tax loss as a consequence of tax avoidance activity.

This is precisely why | have said, over many years, that HMRC have published what |
consider to be misleading information, and | continue to hold that view.

So, the question is, when will HMRC tell us the truth about the true scale of the tax gap,
and when will the government, as a result:

* Invest appropriately in tax enforcement and collection in the UK.
* Properly regulate companies in the UK.
* Close the real black hole in their finances, which is not created by people claiming

disability benefits, or by families having a third child without state consent, or even by
local authority librarians stocking too many books on their shelves and schools
spending too much on pencils, but is instead caused by the UK-based business

community not making payments of the tax that they owe?
These are questions requiring answers.

| will be sharing this post with parliamentarians.

Page 4/5


https://www.gov.uk/government/statistics/measuring-tax-gaps/methodological-annex

Taking further action

If you want to write a letter to your MP on the issues raised in this blog post, there is a
ChatGPT prompt to assist you in doing so, with full instructions, here,

One word of warning, though: please do make sure you have got the correct
MP. ChatGPT can get it wrong.
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https://www.taxresearch.org.uk/Blog/2025/06/20/chatgpt-prompt-for-a-letter-to-your-mp/

