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21 February 2016 

 
Turning the spotlight on #GoogleTax: 
What would they have paid under a fairer 
tax system? 
Since Google UK’s £130m payment to HMRC of tax and interest, following a six-year audit, there has 
been much discussion of the numbers. This short briefing for the Tax Justice Network pulls together 
all the available, relevant data in order to benchmark the deal. If Google’s profits were aligned with 
its economic activity – which is the goal for OECD rulemakers, and the public’s clear expectation – then 
Google might have paid the amount it's just settled on paying for the last ten years, every single year. 
And on this basis, Google’s effective tax rate in the UK is just 2%.  

Assessing UK profits  
The actual rate of tax paid depends on Google UK’s declared profits. The global aspiration for 
corporate tax, encapsulated as the single aim of the OECD BEPS process (Base Erosion and Profit 
Shifting), is to reduce the misalignment of profits with real economic activity. As we’ve written, 
repeatedly, that misalignment is a product of the current system – because it is based on the logic-
free approach that each entity within a multinational group be treated as if it were a separate profit-
maximising company. The only viable solution is to treat firms such as Google in accordance with the 
economic reality that they are unitary firms: that is, they have a common global management which 
takes the decisions, and it is at this level only that profit is maximised, and tax liabilities should be 
assessed.  
 
Once that decision is made, what remains is to apportion the global profits as tax base between 
countries – which could of course, and should, be done on the basis of the location of real economic 
activity. Where this system is already in place (for example among the states of the US, the provinces 
of Canada and the cantons of Switzerland), the common measures used include sales; employment 
(wage bill and staff headcount); and (tangible) assets.  The European Commission’s long-standing 
proposal for intra-EU apportionment is an equally-weighted combination of the three, while the 
Canadian formula is simpler: half sales, half wages.  
 
Below, we use this approach, providing new findings on Google UK’s share of Google Inc.’s global 
activity for the most recent year, and drawing out the implications in terms of potential tax liability 
and current effective rate paid. First, we show our workings – since until there is public country-by-
country reporting of consistent data, such an exercise depends on some digging and some judgment 
calls.  
 
  

http://taxjustice.net/scaleBEPS
http://www.ictd.ac/index.php/ju-download/2-working-papers/82-is-the-international-tax-system-fit-for-purpose-especially-for-developing-countries
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Sales 
Google Inc’s most recent 10K filing (and their last, having become Alphabet Inc), includes a breakdown 
of revenues by major market: the USA, UK and the rest of the world. UK revenues for 2014 were $6.483 
billion.  
 
There is one puzzle here. We tried to check the figure with Google UK’s accounts, and found that the 
company has simply not reported it. The relevant line from the accounts is ‘turnover’, which is defined 
in the Financial Reporting Standard applicable in the UK as follows: 

“The amounts derived from the provision of goods and services after deduction of: 
(a) trade discounts; 
(b) value added tax; and 
(c) any other taxes based on the amounts so derived.” 

 
When we look at Google UK’s accounts to June 2015 (p.12), however, it turns out that they’ve defined 
it as something completely different:  

“Turnover represents the amount of fee payable in respect of services provided during the 
period to Google Inc., Google Ireland Limited and Nest Europe Limited. The Company 
recognises revenue in accordance with service agreements.” 

 
Rather than the Google Inc.-reported $6.5bn of sales (or £4.6bn, give or take), this measure is much 
smaller – around £1.2bn. This is broken down specifically in the notes to the financial statements 
(p.15), showing that around a quarter is a payment from the US for R&D, and three quarters from 
Ireland for marketing and services: 
 

 
 
For apportionment purposes, it is sales by the group, within the jurisdiction that matter (so the claim 
that they are technically made by a different part of the group doesn’t enter); but we include this UK 
‘turnover’ in some of the analysis below for comparison. 
 

 
Tangible assets 
Tangible assets – the stuff you can touch, and know the location of – are in the books of both Google 
UK and Google Inc., albeit somewhat differently expressed due to the inevitable differences in 
accounting standards. For the UK, we have ‘Tangible assets’; for the Inc, ‘Property and equipment, 
net’.  
 

http://www.sec.gov/Archives/edgar/data/1288776/000128877615000008/goog2014123110-k.htm#s5C85DE759405741EE2E0A63582A37D42
https://frc.org.uk/Our-Work/Publications/Accounting-and-Reporting-Policy/FRS-102-The-Financial-Reporting-Standard-applicab.pdf
https://beta.companieshouse.gov.uk/company/03977902/filing-history
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Employment 
Employment is straightforward in one aspect, and currently impossible in the other. For headcount, 
the data are each in set of accounts (the only possible complication is that Google UK accounts shows 
2329 staff, while the company told the UK’s parliamentary Public Accounts Committee that they have 
more than 4,000. Busy hiring since July, it would seem). 
 
Wage bill is a different matter. The costs are broken out for Google UK in note 6 to the accounts, while 
in the US accounts they are amalgamated under business headings (R&D; sales and marketing; general 
and administrative; and ‘cost of revenues’). We’ve written to Alphabet Inc to ask for the global total, 
and will update this if we get a reply; until then, we’re left with headcount.  
 

 
Profit 
Finally, we take Google UK’s ‘Profit on ordinary activities before tax’, and Google Inc’s ‘Income from 
continuing operations before income taxes’, being in each case the relevant variable used to show tax 
reconciliation.  
 
To get to 2014 figures for the UK, we are required to assume that activity was constant over the 18-
month period covered in the accounts to 30 June 2015. On that basis, we scale the relevant values by 
2/3. In addition, we convert the sterling figures to dollars using the prevailing exchange rate at 31 
December 2014.  

 

Benchmarking Google UK 
We proceed in three steps. First, we show the proportion of each measure of activity for Google, Inc 
which relates to Google UK. Next, we show the implied volume of UK profit for 2014. Finally, we 
calculate potential tax implications.  
 
The first table shows that for any of the measures of economic activity, Google UK’s share of the global, 
Google Inc total is much higher than its share of pre-tax profit: from 2.6% to 9.8% of activity, compared 
to just 0.64% of profit. Even if we take Google UK’s definition of turnover at face value, so that the 
company only provides sales services to Ireland and R&D to the group, the share of profit would still 
be three times higher. The second table shows the implications for UK-taxable profit, and UK tax 
revenues, were the misalignment of activity to be eliminated (or a formulary approach adopted). As 
well as individual factors of activity, we show the results for the two multiple-factor formulae 
mentioned above, the European and Canadian (using headcount).  
 

 Google UK Google UK Google UK Google Inc UK/Global 
 GBP GBP USD, m USD, m % 
 18 months to 

June 2015 
2014 2014 2014 2014 

Revenue             6,483           66,001  9.8% 
UK 'Turnover' 1,178,055,299 785,370,199 1,224 66,001 1.9% 
Tangible assets   405,091,325    405,091,325  631 23,883 2.6% 
Headcount 2329 2329           2,329           53,600  4.3% 
Staff costs   634,404,634  422,936,423 659 N/A  
Profit before tax     106,026,342     70,684,228 110 17,259 0.6% 
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The only single factor formula which has been proposed in the current debate is sales, which also 
shows the most extreme misalignment. Current taxable profits are just 6.5% of that implied by 
alignment with sales, and the tax bill for 2014 would have come in at £230 million. There are two good 
reasons against a sales-only basis, however. At a theoretical level, it ignores production entirely, rather 
than balancing production with consumption as each of the Canadian and European formulae seek to 
do; and at a practical level, a sales-only basis is likely to be the least valuable in terms of addressing 
the structural inequality in the allocation of taxing rights to developing countries.  
 
The Canadian and European multiple-factor formulae provide a broader base of economic activity 
against which to consider profit misalignment, and provide a closer range. The implied tax bill for 2014 
is £131-£166 million; while current declared profits are 9-11% of the implied tax base.  
 
Were the OECD BEPS process to achieve its aim, or were a unitary tax approach with formulary 
apportionment adopted, Google could expect to pay in UK tax each year an amount equivalent to or 
greater than the settlement reached for the entire period back to 2005.  
 
 

Activity 
factor 

UK share 
Implied UK 

profits, 
USDm 

Implied 
UK 

profits, 
GBPm 

Current 
assessed 

profits, % of 
potential 

Implied 
UK tax 

Sales 9.8%             1,695          1,088  6.5%           230  
Assets 2.6%                456             293  24.1%              62  
Employment 4.3%                750             481  14.7%           102  
Canadian  7.1%             1,223             784  9.0%           166  
European 5.6%                967             621  11.4%           131  

 
Notes. 'Sales' are revenues, 'Assets' are tangible assets, 'Employment' is FTE staff 
headcount. The Canadian formula here is taken as equally weighted sales and 
employment (headcount rather than payroll, for reasons of data availability discussed 
above); the European formula as equally weighted sales, assets and employment 
(again, headcount only). UK tax is assessed at the statutory rate per Google UK's 
accounts, 21.16%.  

 
Google UK’s taxable profits for 2014, after the deal with HMRC, are about 10% of what would be 
expected if their profits were aligned with the UK share of Google’s real economic activity – which 
is the stated aim of policymakers, and the clear demand of the public. With statutory corporate tax 
rates set to fall below 20%, the real effective rate may end up lower than 2% of the actual profits 
attributable to UK economic activity. By any reasonable benchmark, the Google deal highlights the 
comprehensive failure of international tax rules.  

 

The bigger picture – and the solutions 
The Google UK case is not an isolated aberration, but part of a consistent, broader picture. But it is 
perhaps the paradigmatic example of the failure of international tax rules.   

The UK government was so seized of the importance of this particular case that a new measure, the 
Diverted Profits Tax, was briefed to the media as the ‘Google tax’. The tax authority, HMRC (Her 
Majesty’s Revenue and Customs) dedicated between ten and thirty skilled staff to this one case, every 
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day for six years. And yet the outcome is that the UK will tax just a fraction of the proportionate profit 
that policymakers have aimed for, and that the public expects.  

HMRC has dedicated more capacity to this one case, for six years, than most revenue authorities in 
developing countries are able to devote in total to all multinationals. There is no prospect that the 
current rules can be made to work, whether in high-income countries like the UK or in those countries 
where the revenues are most badly needed to fund basic education, health and public investment. 

Previous research from the Tax Justice Network (http://taxjustice.net/scaleBEPS) shows that 25-30% 
of the global profits of US multinationals are now shifted to low- or zero-tax jurisdictions, away from 
where the real economic activity takes place – compared to just 5-10% as recently as the 1990s. 

This is not about the particularly egregious behavior of one multinational, but about a system that is 
unfit for purpose. In 2013, the OECD was mandated by the G8 and G20 groups of countries to reform 
the system under the Base Erosion and Profit Shifting (BEPS) Action Plan. It is already clear that the 
BEPS plan will not bring the fundamental changes needed.  

 
Policy recommendations  
There are two immediate priorities for policymakers.  

First, multinationals must be required to publish their country-by-country reporting data, under the 
new OECD standard, to reveal where their economic activity takes place, where profits are declared 
and where tax is paid. At a minimum, this will allow the public to hold multinationals and tax 
authorities accountable for their performance. We welcome the recent support for this original Tax 
Justice Network policy proposal from European Commissioner Pierre Moscovici, and UK Chancellor 
George Osborne – but that support must now be turned into legislation.  

Second, recognising that the OECD BEPS process has failed to meet the scale of the challenge of profit 
shifting, policymakers should urgently convene an independent, international expert-led process to 
explore alternatives – starting with the taxation of multinational groups as a unit, rather than 
maintaining the current pretence of individual entities within a group maximising profit individually. 
This will allow full consideration of formulary apportionment approaches, including as recommended 
by the Independent Commission for the Reform of International Corporate Taxation (ICRICT); and 
detailed analysis of possible practical steps to move towards a functioning system. Such a process 
would sit well as the first major responsibility of an intergovernmental tax body, as recommended by 
the majority of developing country governments and by global civil society at the Addis Financing for 
Development meeting in 2015.  

http://taxjustice.net/scaleBEPS
http://www.euractiv.com/section/euro-finance/video/moscovici-commission-to-discuss-feasibility-of-country-by-country-tax-reporting/
http://www.euractiv.com/section/euro-finance/video/moscovici-commission-to-discuss-feasibility-of-country-by-country-tax-reporting/
http://www.icrict.org/declaration
https://financialtransparency.org/materials/what-should-an-intergovernmental-tax-body-look-like/

