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Summary 

In early 2020, the Government established three business loans schemes in 
response to the pandemic: 

• the Coronavirus Business Interruption Loans Scheme (CBILS) 
• the Coronavirus Larger Business Interruption Loans Scheme (CLBILS) 
• the Bounce Back Loans Scheme (BBLS). 

The schemes were part of the Government’s package to support the economy 
through the pandemic. Their launch received wide political and business 
support. 

The British Business Bank oversaw the schemes. A range of accredited lenders 
made decisions on applications made to them. 

By 31 May 2021, the three schemes disbursed over £79 billion through loans 
and similar facilities. BBLS accounted for over 93% of loans made and almost 
60% of funds disbursed. 

The original CBILS was quickly modified in response to concerns about 
difficulty of access to and speed of funding. It already offered an 80% 
Government guarantee to lenders. 

But the BBLS increased that guarantee to 100% and further simplified 
application processes. The scheme immediately proved to be particularly 
popular. Some accredited lenders sought to manage demand – for instance, 
by only accepting applications from existing customers. Others, such as 
challenger banks and fintech lenders, found it difficult to get hold of funds to 
lend to businesses. 

To simplify the application process, the Government relaxed consumer 
protection provisions for BBLS. Although all the schemes relied on ‘know your 
customer’ and anti-fraud checks, there have been concerns that the schemes 
were open to abuse by fraudsters. 

Most borrowers benefit from not having to repay anything for the first year. 
No interest would be charged over that period either. 

The three schemes closed at the end of March 2021. They were replaced by the 
Recovery Loan Scheme in April 2021. 

Many businesses have certainly survived with the help of the schemes. But 
many face an uncertain future. The Office for Budget Responsibility has 
suggested that up to 40% of BBLS borrowers may default. Given the 
Government guarantee, this could lead to losses of as much as £33.7 billion. 
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There has been some discussion about managing defaults and slow 
repayment. Proposals include setting up ‘bad bank’ structures or developing 
wider initiatives to allow businesses to pay off debts more slowly. 
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1 Coronavirus business loans: doing 
whatever it takes? 

On 17 March 2020, the Chancellor, Rishi Sunak, set out a package of financial 
measures worth £330 billion (“equivalent to 15% of GDP”) and “promised to 
do whatever it takes to support our economy through this [coronavirus] 
crisis.” He continued, noting that “if demand is greater than the initial £330 
billion I'm making available today, I will go further and provide as much 
capacity as required. I said whatever it takes – and I meant it." 1 

A central part of the strategy was to offer businesses comparatively easy 
access to credit that they might otherwise have found difficult to obtain. To 
this end, the Government launched the Coronavirus Business Interruption 
Loans Scheme (CBILS) on 23 March, offering businesses loans and other 
facilities backed by an 80% Government guarantee, low interest rates and no 
interest payments for the first year. 

On 25 March, the Chancellor, the Governor of the Bank of England, and CEO of 
the Financial Conduct Authority together wrote to Britain’s banking sector 
with a warning not to allow fundamentally viable companies to collapse 
because of the crisis: 

The priority for all of us - banks, building societies, government and 
the financial authorities - should now be to take all action necessary 
to ensure that the benefits of the measures outlined above are 
passed through to businesses and consumers. This will require a 
willingness to maintain and extend lending despite the uncertain 
economic conditions. We must ensure that firms whose business 
models were viable before this crisis remain viable once it is over. 2 

In line with the Chancellor’s stated commitment and wider business and 
political reaction, the original CIBLS scheme was itself swiftly modified and 
complemented by two further programmes – the Coronavirus Larger Business 
Interruption Loans Scheme, launched on 20 April, and, most significantly, the 
Bounce Back Loans scheme, which launched on 4 May. (Another, somewhat 
different scheme, the Future Fund, was launched in May. 3) Both CBILS and 
BBLS were developed and launched quickly. 

 

1  HM Treasury, Chancellor of the Exchequer, Rishi Sunak on COVID19 response, 17 March 2020 
2  HM Treasury, Letter from Chancellor, Governor of Bank of England, CEO of FCA: COVID and Bank 

lending, 25 March 2020 
3  The Future Fund was aimed at “innovative” businesses “that rely on equity investment and are unable 

to access other government business support programmes because they are either pre-revenue or 
 

https://www.gov.uk/government/news/coronavirus-business-support-to-launch-from-today
https://www.gov.uk/government/news/coronavirus-business-support-to-launch-from-today
https://www.gov.uk/government/news/coronavirus-business-support-to-launch-from-today
https://www.gov.uk/government/news/new-bounce-back-loans-to-launch-today
https://www.gov.uk/guidance/future-fund
https://www.theguardian.com/business/2020/apr/30/uk-treasury-rushes-to-finalise-coronavirus-bounce-back-loan-scheme
https://www.theguardian.com/business/2020/apr/30/uk-treasury-rushes-to-finalise-coronavirus-bounce-back-loan-scheme
https://www.gov.uk/government/speeches/chancellor-of-the-exchequer-rishi-sunak-on-covid19-response
https://assets.publishing.service.gov.uk/government/uploads/system/uploads/attachment_data/file/875266/COVID_19_and_Bank_Lending__25_March_2020_.pdf
https://assets.publishing.service.gov.uk/government/uploads/system/uploads/attachment_data/file/875266/COVID_19_and_Bank_Lending__25_March_2020_.pdf
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All of the developments served to widen access to the scheme, removing 
restrictions and making them even more attractive to potential borrowers. In 
the case of the Bounce Back loans scheme, this included offering a 100% 
Government guarantee to lenders. 

It was not until 15 July 2020 that the Treasury, BEIS and the British Business 
Bank agreed overall objectives for the three main schemes, as set out below: 4 

Objectives for the three COVID-19 business loan support schemes 

Timescale Objective 

Short term 
COVID-19 restrictions place 
significant restrictions on 
business operations 

Guarantee schemes complement other 
government support and initiatives. 
Unlock finance at scale and pace such 
that businesses disrupted by COVID-19 
still have access to finance. 

Medium term 
COVID-19 restrictions lifted 

Businesses receive the maximum 
opportunity to maintain liquidity until 
lockdown measures are lifted (given 
what was known about the pandemic at 
the scheme launch date). 
Scheme design should incentivise 
appropriate risk-taking by lenders. 

Long term 
Over the life of the loan 

Debt structure should take account of 
long-term business survival. 
Debt structure should allow firms with 
long-term growth potential to continue 
to grow. 
Long-term economic benefits realised 
from 5) and 6) exhibit value for money 
against any government-incurred losses. 

Source: Adapted from National Audit Office, Investigation into the Bounce Back Loans 
Scheme, Figure 5, p20. 

The schemes proved to be very popular and were welcomed across the 
political spectrum. By 31 May 2021, the three schemes had provided £79.3 
billion through almost 1.6 million loans, with about 250,000 applications 
outstanding. Indeed, BBLS received over 300,000 applications during its first 
week of operation. 5 

 

pre-profit”. Its focus is rather different and relies on match funding from investors. For that reason 
and because of its small scale it is not the focus of this briefing paper. 

4  National Audit Office, Investigation into the Bounce Back Loans Scheme, 7 October 2020, p17 
5  HM Treasury, HM Treasury coronavirus (COVID-19) business loan scheme statistics, accessed 15 July 

2021 

https://www.nao.org.uk/wp-content/uploads/2020/10/Investigation-into-the-Bounce-Back-Loan-Scheme.pdf
https://www.nao.org.uk/wp-content/uploads/2020/10/Investigation-into-the-Bounce-Back-Loan-Scheme.pdf
https://www.nao.org.uk/wp-content/uploads/2020/10/Investigation-into-the-Bounce-Back-Loan-Scheme.pdf
https://www.gov.uk/government/collections/hm-treasury-coronavirus-covid-19-business-loan-scheme-statistics


 

 

Coronavirus: Business loans schemes 

8 Commons Library Research Briefing, 23 July 2021 

In late October the Government extended the closing date for all three 
schemes to the end of November 2020 6; on 2 November it further extended 
the closing date to 31 January 2021, 7 and on 17 December to 31 March 2021. 8  

Nevertheless, the steps taken to make funding available quickly and simply 
are likely to have increased the risk of loan default and repayment difficulties 
for businesses facing a period of severe recession. These risks were 
recognised from the earliest stages – at least for Bounce Back loans – and the 
Government accepted responsibility for the risks through Ministerial 
Direction. 9 

This briefing paper considers the development of the main loan schemes and 
how they have reflected the Chancellor’s commitment to do “whatever it 
takes”, as well as outlining the challenges and early consideration of how 
best to manage the consequences of bad debt that are likely to arise over the 
coming years. 

Further general information about the loans schemes and wider business 
support is available in our briefing Coronavirus: Support for businesses, while 
data on spending on relevant schemes is collated in Coronavirus business 
support schemes: statistics. 

 

6  HM Treasury, Policy paper: Winter Economy Plan, 24 September 2020, accessed 3 November 2020 
7  HM Treasury, National restrictions: Financial support for joss and businesses, Monday 2 November 

2020, accessed 3 November 2020 
8  HM Treasury, Chancellor extends furlough and loan schemes, 17 December 2020, accessed 18 

December 2020 
9  National Audit Office, op. cit., p20. Reports on the other schemes and their development are 

forthcoming. 

https://commonslibrary.parliament.uk/research-briefings/cbp-8847/
https://commonslibrary.parliament.uk/research-briefings/cbp-8938/
https://commonslibrary.parliament.uk/research-briefings/cbp-8938/
https://www.gov.uk/government/publications/winter-economy-plan/winter-economy-plan
https://assets.publishing.service.gov.uk/government/uploads/system/uploads/attachment_data/file/932077/ECONOMIC_SUPPORT_UPDATE__NOVEMBER__FINAL.pdf
https://www.gov.uk/government/news/chancellor-extends-furlough-and-loan-schemes
https://www.nao.org.uk/wp-content/uploads/2020/10/Investigation-into-the-Bounce-Back-Loan-Scheme.pdf
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2 The loan schemes 

The Government established three main schemes to provide loans to 
businesses of different sizes affected by coronavirus: 

• Small and medium-sized businesses – the Coronavirus Business 
Interruption Loan Scheme (CBILS, launched on 23 March) offers loans of 
up to £5m for businesses with a turnover under £45 million. The loans are 
80% backed by the Government. 

• Large businesses - Coronavirus Larger Business Interruption Loan 
Scheme (CLBILS, launched on 23 March) extends the standard CBILS 
approach to larger businesses.  

• All businesses – Bounce Back Loans (BBLS, launched on 4 May) of up to 
£50,000 or 25% of turnover. The scheme offers streamlined application 
procedures and loans are 100% backed by the Government. 

The Chancellor announced a successor programme – the Recovery Loan 
Scheme – in the March 2021 Budget. 

The three schemes were all overseen by the British Business Bank (BBB), a 
government-owned business development Bank. The BBB accredited lenders 
for each of the schemes, and those accredited lenders varied between 
programmes, countries and regions. 

Businesses could generally apply to any accredited lender, although it was 
usually most practicable for them to apply to their own provider in the first 
instance, as lenders would always carry out know-your-customer (KYC) 
checks on applicants. Decisions about applications were made by individual 
lenders. 

The following table gives an overview of the main features of the schemes and 
is adapted from the British Business Bank’s description of the schemes 10 and 
from updates announced in the Chancellor’s Winter Economy Plan. Further 
information about eligibility and applying is available in our briefing paper 
Coronavirus: Support for businesses. 

 

 

 

 

10  The features appear under different headings in the guidance, so not all fields are completed in this 
table. 

https://www.gov.uk/guidance/recovery-loan-scheme
https://www.gov.uk/guidance/recovery-loan-scheme
https://www.british-business-bank.co.uk/
https://www.gov.uk/government/publications/winter-economy-plan/winter-economy-plan
https://commonslibrary.parliament.uk/research-briefings/cbp-8847/
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Main features of the coronavirus business loans schemes 

Feature CBILS CLBILS BBLS 

Finance 
available 

The maximum 
value of a facility 
provided under 
the scheme is £5 
million. 

Term loans and 
revolving credit 
facilities over 
£50m will be 
offered by CLBILS 
lenders which 
have secured 
additional 
accreditation. The 
maximum size for 
invoice finance 
and asset finance 
facilities is £50m. 

Loans range from 
£2,000 up to 25% 
of a business’ 
turnover. The 
maximum loan 
amount is 
£50,000. 

Guarantee 
to the 
lender to 
encourage 
them to 
lend 

A government-
backed, partial 
guarantee 
against the 
outstanding 
balance. 
The borrower 
remains 100% 
liable for the 
debt. 

A government-
backed, partial 
guarantee (80%) 
against the 
outstanding 
balance. The 
borrower remains 
100% liable for the 
debt. 

A full (100%), 
government-
backed guarantee 
against the 
outstanding 
balance (both 
capital and 
interest). 
The borrower 
remains 100% 
liable for the 
debt. 

Government 
contribution 

A Business 
Interruption 
Payment to cover 
the first 12 months 
of interest 
payments and any 
lender-levied 
charges. 

 

A Business 
Interruption 
Payment (BIP) to 
cover the first 12 
months of interest 
payments. 
No repayments 
for the first 12 
months. 

Interest 
rate 

  
Set at 2.5% per 
annum. 

Finance 
terms 

For term loans 
and asset finance 
facilities: up to six 
years. 
For overdrafts 
and invoice 

From three months 
to three years. 

Ten years but 
early repayment 
is allowed, 
without early 
repayment fees. 
Repayment 
holidays and 
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finance facilities: 
up to three years 11 

interest-only 
repayment 
periods available. 

Security 

No personal 
guarantees for 
facilities under 
£250,000. 
Personal 
guarantees may 
still be required, 
at a lender’s 
discretion, for 
facilities above 
£250,000, but 
they exclude the 
Principal Private 
Residence (PPR) 
and recoveries 
under these are 
capped at 20% of 
the balance. 

No personal 
guarantees are 
permitted for 
facilities under 
£250,000.  
For facilities of 
£250,000 and 
over, claims on 
personal 
guarantees cannot 
exceed 20% of 
losses after all 
other recoveries 
have been 
applied. 

Lenders are not 
permitted to take 
personal 
guarantees or 
take recovery 
action over a 
borrower’s 
personal assets 
(such as their 
main home or 
personal vehicle). 

Guarantee 
fees 

There are no 
guarantee fees for 
SMEs. Lenders 
pay a fee to 
access the 
scheme. 

 

There is no fee to 
access the 
scheme for either 
businesses or 
lenders. 

Source: Adapted from British Business Bank, Coronavirus Business Interruption Loan Scheme 
(CBILS), Coronavirus Large Business Interruption Loan Scheme (CLBILS) and Bounce Back 
Loans Schemes (BBLS), accessed 7 September 2020. 

2.1 General eligibility 

Most businesses 12 established and operating in the UK could apply for 
relevant schemes. Specific requirements are available from the British 
Business Bank and are summarised in our briefing Coronavirus: Support for 

 

11  From 23 December 2020, terms may be increased to up to ten years if not doing so would compromise 
the borrower’s business and would not increase the Government’s risk. 

12  BBLS guidance excluded credit institutions falling within the remit of the Bank Recovery and 
Resolution Directive, insurance companies, public-sector organisations and state-funded primary 
and secondary schools. CBILS guidance additionally excluded the public sector including state 
funded primary and secondary schools; and employer, professional, religious or political membership 
organisation or trade unions, but explicitly included insurance brokers. 

https://www.british-business-bank.co.uk/ourpartners/coronavirus-business-interruption-loan-scheme-cbils-2/
https://www.british-business-bank.co.uk/ourpartners/coronavirus-business-interruption-loan-scheme-cbils-2/
https://www.british-business-bank.co.uk/ourpartners/coronavirus-business-interruption-loan-scheme-cbils-2/
https://www.british-business-bank.co.uk/ourpartners/coronavirus-business-interruption-loan-schemes/
https://www.british-business-bank.co.uk/ourpartners/coronavirus-business-interruption-loan-schemes/
https://commonslibrary.parliament.uk/research-briefings/cbp-8847/
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businesses. There were various changes to the rules since the schemes 
launched; the most important of these are discussed later in this briefing. 

In general terms, the schemes were meant to support businesses that had 
been “adversely affected” by the pandemic. Applicants self-certified that this 
was the case. For CBILS and CLBILS, applicants were asked to present a 
borrowing proposal “which the lender would consider viable, were it not for 
the current pandemic”. 

BBLS applicants were expected to be engaged in trading or commercial 
activity and to have been established by 1 March 2020. With the exception of 
charities and further education colleges, they were required to receive more 
than half their income from trading activity. 

BBLS was not available to firms in “bankruptcy or liquidation or undergoing 
debt restructuring” when they applied. There were more complex and 
differing arrangements relating to “undertakings in difficulty” for all 
programmes. The rules for CBILS changed at the end of July 2020 for smaller 
businesses to take account of changes in EU State Aid Law. 

Businesses were only permitted to hold loans or other facilities under one of 
the schemes, although there were options to transfer loans from one to 
another. In addition, businesses receiving support from these schemes were 
not eligible for support from the Covid Corporate Financing Facility Scheme 
(CCFF). 

On 2 November 2020 the Government announced that all three schemes 
would remain open to new applicants until 31 January 2020, and that holders 
of Bounce Back loans would be permitted to increase the total amount of the 
loan (as long as they remain within the overall limit). 13 On 17 December the 
Government extended the closing dates for the schemes to 31 March 2021. 14 

 

13  HM Treasury, National restrictions: Financial support for joss and businesses, Monday 2 November, 
accessed 3 November 2020 

14  HM Treasury, Chancellor extends furlough and loan schemes, 17 December 2020, accessed 18 
December 2020 

https://commonslibrary.parliament.uk/research-briefings/cbp-8847/
https://www.british-business-bank.co.uk/changes-to-eu-state-aid-undertaking-in-difficulty-test-increases-access-to-the-coronavirus-business-interruption-loan-scheme-for-smaller-businesses/
https://www.british-business-bank.co.uk/changes-to-eu-state-aid-undertaking-in-difficulty-test-increases-access-to-the-coronavirus-business-interruption-loan-scheme-for-smaller-businesses/
https://www.bankofengland.co.uk/markets/covid-corporate-financing-facility
https://assets.publishing.service.gov.uk/government/uploads/system/uploads/attachment_data/file/932077/ECONOMIC_SUPPORT_UPDATE__NOVEMBER__FINAL.pdf
https://www.gov.uk/government/news/chancellor-extends-furlough-and-loan-schemes
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3 How much support has been offered? 

The speed of release of loan funds to businesses was an important issue when 
CBILS opened in March. As will be seen in the next section, such concerns led 
both to changes to the way that CBILS operates and the design of the Bounce 
Back Loans Scheme. By 31 May 2021, the three schemes had disbursed £79.3 
billion. 

Although CBILS disbursed £450 million through 2500 loans between Friday 3 
and Wednesday 8 April, the Financial Times reported delays and frustration 
on the part of businesses, with some observers contrasting the UK scheme 
unfavourably with what they described as a much simpler system operating in 
Switzerland: 

The SFr40bn package of emergency loans…managed to disburse 
SFr15bn (£12.4bn) to 76,034 businesses in its first week, 28 times as 
much as the UK equivalent has in three weeks. 

On 15 April UK Finance reported that £1.115 billion had been allocated through 
6,020 loans made under CBILS. Criticism continued, although The Financial 
Times reported similar delays in Germany, France and Italy. 

As the following chart below demonstrates, the launch of Bounce Back Loans 
on 4 May led to an immediate acceleration of disbursement. Within a week, 
the three loans schemes had allocated almost £15 billion through over 
304,000 “approved facilities”. They had received more than 435,000 
applications. Bounce Back loans already accounted for over 88% of 
applications approved and 56% of total funds disbursed. 15

 

15  HM Treasury, “Chancellor extends furlough scheme until October”, 12 May 2020 (accessed 14 May 
2020) 

https://www.ft.com/content/afd2deb3-cc47-4d57-b5c2-8959d53b4774
https://www.ukfinance.org.uk/press/press-releases/banking-and-finance-sector-provides-over-%C2%A31-1-billion-to-smes-through-covid-19-lending-scheme
https://www.ft.com/content/9ab135d3-f85e-4ca8-9bb4-0e487e134b10
https://www.gov.uk/government/news/chancellor-extends-furlough-scheme-until-october
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Source: HM Treasury coronavirus (COVID-19) business loan scheme statistics, data for close 
of business, accessed 15 July 2021. 

The table below sets out total support offered through the three loans 
schemes to 31 May 2021. The proportion of Bounce Back funding accounted for 
over 93% of loans approved and almost 60% of funds disbursed. 

 

Notes: Includes BBLS loans that have been topped up.  
Figures are based on management information supplied to HM Treasury by accredited 
lenders and represent their best estimates of the published totals.  
The total number of applications includes approved applications, those applications that are 
still to be processed, applications that have been declined and those applications that may 
turn out not to be eligible or cases where customers will decide not to proceed. For CBILS, 
this number will also include a number of applications that have subsequently been 
converted to applications for the BBLS scheme. 
Source: HM Treasury coronavirus (COVID-19) business loan scheme statistics, data for close 
of business, accessed 15 July 2021. 
 
Further details of support offered through these schemes is available in our 
briefing Coronavirus business support schemes: statistics. 

BEIS has set out arrangements for publishing details of businesses that have 
received support under the schemes. 

Bounce back loans form the largest share of loan funding
Total loan value, monthly, £ billions
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Almost 1.7 million businesses received loans worth over £79 billion
Coronavirus business loan schemes, 31 May 2021

Total value of loans 
(billion)

Number of loans 
approved

Total number of 
applications

Coronavirus Business Interruption Loan 
Scheme (CBILS) £26.39 109,877 251,342
Coronavirus Large Business Interruption 
Loan Scheme (CLBILS) £5.56 753 1,152

Bounce Back Loan Scheme (BBLS) £47.36 1,560,309 2,094,858

TOTAL £79.31 1,670,939 2,347,352

https://www.gov.uk/government/collections/hm-treasury-coronavirus-covid-19-business-loan-scheme-statistics
https://www.gov.uk/government/collections/hm-treasury-coronavirus-covid-19-business-loan-scheme-statistics
https://www.gov.uk/government/collections/hm-treasury-coronavirus-covid-19-business-loan-scheme-statistics
https://www.gov.uk/government/collections/hm-treasury-coronavirus-covid-19-business-loan-scheme-statistics
https://commonslibrary.parliament.uk/research-briefings/cbp-8938/
https://www.gov.uk/government/publications/covid-19-loan-schemes-privacy-notice/covid-19-loan-schemes-data-reporting-to-the-european-commission-and-the-uk-government
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4 Concerns about access to CBILS 

CBILS was launched on 16 March 2020, and while it was broadly welcomed, 
politicians and businesses expressed concern that the scheme was failing to 
reach enough businesses quickly enough and that the lending rules were too 
restrictive. 

4.1 Personal guarantees and general terms 

Business owners and MPs criticised some banks for insisting on personal 
guarantees to support CBILS facilities under the original scheme. 16 

Speaking to the BBC, Chair of the SME Alliance, business owner Andy Keats, 
said that while business owners were grateful for the recognition that most 
firms would need help to survive the crisis:  

“Yet again, it is the banks and not businesses who will receive the 
funds to help SMEs. 

We would appreciate some clarity because, as things stand, the 
proposed loans mean the banks have no risk, the government has a 
small risk and businesses and their officers have 100% risk." 17 

There were also frustrations about responsibility for delays and policies, and 
notably that CBILS loans were only offered to businesses ineligible for 
standard commercial loans. As the BBC reported: 

Many companies have told the BBC that the scheme isn't working for 
them, with some turned down for a government-backed loan and 
others told they may have to wait weeks. 

The planned rule change follows a furious behind-the-scenes row 
between the banks and the government over whose fault it is that too 
few emergency loans have been offered to businesses in need. 

Privately, the banks say it's the government's rules that are in the 
way. They are required to lend to firms on normal commercial terms 
if they can - and only businesses that can't get a traditional loan 
qualify for the scheme. 

 

16  Andy Verity, Banks under fire for coronavirus loan tactics, BBC, 26 Mar 2020 
17  Ibid.  

https://www.bbc.co.uk/news/business-52043896?at_custom4=EAAD469E-6F0E-11EA-A923-97A44744363C&at_custom2=twitter&at_campaign=64&at_custom3=%40BBCNews&at_custom1=%5Bpost+type%5D&at_medium=custom7
https://www.bbc.co.uk/news/business-52126658
https://www.bbc.co.uk/news/business-52043896?at_custom4=EAAD469E-6F0E-11EA-A923-97A44744363C&at_custom2=twitter&at_campaign=64&at_custom3=%40BBCNews&at_custom1=%5Bpost+type%5D&at_medium=custom7
https://www.bbc.co.uk/news/business-52043896?at_custom4=EAAD469E-6F0E-11EA-A923-97A44744363C&at_custom2=twitter&at_campaign=64&at_custom3=%40BBCNews&at_custom1=%5Bpost+type%5D&at_medium=custom7
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But the Treasury is now reportedly planning to scrap that rule so that 
banks can lend faster. 

Another obstacle has been the demand from banks that company 
directors put their own assets at risk by signing personal guarantees 
when borrowing £250,000 or more. That is also expected to be 
addressed. 

On 3 April the Government made changes to the scheme that responded to 
these concerns, summarised as follows: 

• No personal guarantees for facilities under £250k: Personal 
guarantees of any form cannot be taken under the scheme 
for any facilities below £250k. 

• Personal guarantees for facilities above £250k: Personal 
guarantees may still be required, at a lender’s discretion, but 
recoveries under these are capped at a maximum of 20% of 
the outstanding balance of the CBILS facility after the 
proceeds of business assets have been applied. A Principal 
Private Residence (PPR) cannot be taken as security to 
support a personal guarantee or as security for a CBIL 
backed facility. 

• Security: For all facilities, including those over £250,000, 
CBILS can now support lending to smaller businesses even 
where a lender considers there to be sufficient security, 
making more smaller businesses eligible to receive the 
business interruption payment. 

The Government announced that these changes should be retrospectively 
applied by lenders for any CBILS facilities offered. Applicants initially directed 
to other products could ask to be transferred onto CBILS, or to have earlier 
decisions reconsidered. 

Later in the month, after the Chancellor announced the new Bounce Back 
Loans Scheme, UK Finance issued a joint statement with the seven largest 
SME lenders on 27 April noting that they would relax requirements about 
viability: 

Lenders are working hard to ensure we provide support swiftly and 
responsibly and we will continue to work closely with customers to 
help them identify the finance that is right for their business and 
financial circumstances. Following the changes to the scheme 
announced today lenders will only ask businesses for information 
and data they might reasonably be able to provide at speed and we 
will not require the provision of forward-looking financial information 
or business plans from businesses applying for CBILS-backed 
lending, relying instead on our own information to assess credit and 
business viability. 

https://www.gov.uk/government/news/chancellor-strengthens-support-on-offer-for-business-as-first-government-backed-loans-reach-firms-in-need
https://www.gov.uk/government/news/chancellor-strengthens-support-on-offer-for-business-as-first-government-backed-loans-reach-firms-in-need
https://www.ukfinance.org.uk/press/press-releases/uk-finance-issues-joint-statement-behalf-seven-largest-sme-lenders
https://www.ukfinance.org.uk/press/press-releases/uk-finance-issues-joint-statement-behalf-seven-largest-sme-lenders
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This led to some rewording of the eligibility requirements, from noting that 
businesses should: 

• Have a borrowing proposal which, were it not for the COVID-
19 pandemic, would be considered viable by the lender, and 
for which the lender believes the provision of finance will 
enable your business to trade out of any short-to-medium 
term difficulty 

to: 

• Have a borrowing proposal which the lender would consider 
viable, were it not for the current pandemic. 

4.2 Government guarantee 

Another area of concern was the 100% government guarantee for Swiss 
loans, compared with 80% for CBILS and CLBILS in the UK. The shadow 
business secretary, Ed Miliband – among others – had called for an expansion 
of the guarantee so that banks would be more willing to lend: 

[T]he CBIL scheme is simply not working well enough. We need 
change now. The chancellor must move to a 100% guarantee of 
loans for smaller businesses as other countries have done. In this 
economic emergency, it is the right thing to do… 

The Chancellor, Rishi Sunak, said that he could “learn and improve” from 
other countries. The Financial Times reported that the Chancellor worried that 
such an approach might lead to banks not undertaking adequate credit 
checks and that the UK might not have the right “historic systems” in place to 
facilitate such a scheme. 

On 27 April, he stated that he was not convinced by the arguments to extend 
the loan guarantee to 100% for CBILS, although he would do so for the new 
Bounce Back Loans Scheme. He cited the potential future burden on 
taxpayers and argued that the UK’s wider package of support was more 
generous than those offered elsewhere, including Switzerland. 18 

The Shadow Chancellor, Anneliese Dodds, welcomed the launch of the Bounce 
Back scheme, but again noted the comparative speed of Switzerland in 
releasing funds, and that “the UK has an enormous mountain to climb”. 19 

 

18  HC Deb 27 April 2020 c108-111 
19  HC Deb 27 April 2020 c109-110 

https://www.theguardian.com/business/2020/apr/15/covid-19-bailout-loans-issued-uk-firms-banks
https://www.theguardian.com/business/2020/apr/15/covid-19-bailout-loans-issued-uk-firms-banks
https://www.ft.com/content/74eb33fc-4be0-4ae7-bfc9-502108378e97?desktop=true&segmentId=d8d3e364-5197-20eb-17cf-2437841d178a#myft:notification:instant-email:content
https://hansard.parliament.uk/commons/2020-04-27/debates/818ACC91-8604-4498-92F6-2D01F2B129C6/TheEconomy
https://hansard.parliament.uk/commons/2020-04-27/debates/818ACC91-8604-4498-92F6-2D01F2B129C6/TheEconomy
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5 Bounce Back Loans: easier access to 
credit 

Although the reforms to CBILS discussed in the previous section had made 
access to funds easier for many businesses, it was the launch of Bounce Back 
Loans on 4 May that made far and away the biggest difference. The upper 
limit for loans was set at £50,000 – a tenth of what was available from CBILS 
– but the 100% government guarantee would help overcome lenders’ 
apparent reluctance to agree loans, while the simple application process 
appealed to borrowers in search of emergency funding. 

5.1 Design and development of the scheme 

The innovations effectively overcame many of the concerns made about 
access to CBILS and reflected the much-promoted Swiss model more closely. 
The new scheme was designed in the context of that debate, with details 
being finalised at short notice before launch. 

Indeed, the National Audit Office’s first Investigation into the Bounce Back 
Loans Scheme highlights some of the exceptional circumstances in which it 
was developed. Overall objectives for the three business loans schemes were 
only agreed in July: 

HM Treasury did not develop a business case for the Scheme, which 
means, at its launch the Scheme lacked clear objectives beyond the 
aim of fast financial support for smaller SMEs. In order to allow 
effective appraisal, planning, monitoring and evaluation, the Bank 
developed objectives after the Scheme launch, in consultation with 
HM Treasury and the Department. The Bank combined the objectives 
for the three COVID-19 debt programmes because of the similarity of 
the objectives to provide financial support in the form of loans. The 
Bank felt it was not “proportionate […] to produce a unique set of 
objectives for each product” owing to the likely evolution of the three 
programmes, together with the uncertain economic outlook. HM 
Treasury, the Department and the Bank agreed the objectives on 15 
July. The Department and the Bank told us that they are in the 
process of developing metrics for measuring the performance of the 
individual loan support schemes. (p17) 

The focus on speed of launch and release of funds meant that civil servants in 
BEIS sought a Ministerial Direction to proceed, while the British Business Bank 
raised similar concerns with the Department through a Reservation Notice: 

https://www.ft.com/content/70501f60-20c1-44ff-94ad-67ad60c9e2a9
https://www.ft.com/content/70501f60-20c1-44ff-94ad-67ad60c9e2a9
https://www.nao.org.uk/wp-content/uploads/2020/10/Investigation-into-the-Bounce-Back-Loan-Scheme.pdf
https://www.nao.org.uk/wp-content/uploads/2020/10/Investigation-into-the-Bounce-Back-Loan-Scheme.pdf
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The Chancellor launched the Scheme on 4 May, within two weeks of 
proposing it to the Department and the Bank. The Bank was able to 
move quickly because it amended the reporting system (the portal) 
of an existing programme (Enterprise Finance Guarantee scheme) to 
support the Scheme. In its Reservation Notice, the Bank raised 
concerns around the “compressed timetable” which has created 
“huge operational challenges for delivery partners”. The Bank 
explained that given the pace at which decisions were being made, it 
would not be feasible to put in place “robust controls and 
governance” to ensure public funds are used appropriately. The 
Department recognised the restrictions and limitations imposed on 
the Bank in its Ministerial Direction to proceed with the Scheme on 3 
May. The Department recognised the restrictions and limitations 
imposed on the Bank in its Ministerial Direction to proceed with the 
Scheme on 3 May. (p20) 

5.2 Demand for Bounce Back loans 

The launch of BBLS immediately led to a huge level of demand, as 
summarised in section 3. Individual lenders were flooded with applications. 

Kate Dickins, a senior Natwest manager, reported on 11 May that the bank 
had received an “unprecedented…65,000 applications in the first 48 hours” 
and that call centres had had at least double their normal level of traffic.  

The backlog continued to develop. By 9 June, The Guardian was reporting 
continued delays and decisions by banks only to accept applications from 
existing customers: 

While around 81% of the fast-track BBLS applications have been 
approved so far, there are signs of a major backlog in demand. Most 
of the 16 accredited lenders are restricting BBLS to existing 
customers, leaving many small businesses locked out. 

HSBC and digital upstart Starling Bank are among the only banks 
accepting external applicants for the emergency cash loans, but 
they are still prioritising their own account holders. 

Starling was forced to block sole traders from opening new accounts 
for a second time last week, and has set up a lengthy waiting list for 
its own customers amid a surge in demand for BBLS. 

The scheme guidelines were clear that businesses could apply to any 
accredited lender, but anecdotal evidence suggests that this itself was not 
straightforward. On 28 September, City A.M. reported concerns about banks’ 
treatment of applications, notably that Barclays had “invented” reasons for 
rejection and that HSBC had taken “nearly six months” to consider 
applications. 

https://thefintechtimes.com/natwest-sees-massive-demand-for-bounce-back-loans-bbls/
https://www.theguardian.com/business/2020/jun/09/uk-banks-approve-35bn-in-state-backed-loans-amid-heavy-demand
https://www.theguardian.com/business/2020/may/05/small-firms-hit-by-coronavirus-could-miss-out-on-bounce-back-loans
https://www.theguardian.com/business/2020/may/05/small-firms-hit-by-coronavirus-could-miss-out-on-bounce-back-loans
https://www.theguardian.com/business/2020/may/05/small-firms-hit-by-coronavirus-could-miss-out-on-bounce-back-loans
https://www.cityam.com/exclusive-mps-slam-inconsistency-and-incompetence-as-smes-struggle-to-get-bounce-back-loans/
https://www.cityam.com/exclusive-mps-slam-inconsistency-and-incompetence-as-smes-struggle-to-get-bounce-back-loans/
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On 28 October, City A.M. reported that only one bank was still accepting 
applications from new customers, and that MPs were increasingly concerned 
about the risks arising from the impending closure of the scheme at the end of 
November: 

Kevin Hollinrake, leader of the all-party parliamentary group for fair 
business banking, told City A.M. the group wanted a replacement 
scheme to be “rolled out really quickly”. 

Hollinrake said the BBLS “should not end” as scheduled next month, 
and should instead be immediately replaced by “a new iteration of 
the scheme… that takes us through to the middle of next year”.  

Labour shadow business secretary Ed Miliband said it was “deeply 
concerning” that businesses on the brink were “being squeezed out” 
of the scheme, and said that the government should ensure they 
could still access loans. 

“It’s vital that ministers act to unblock the system and ensure finance 
is available. If they do not, the risk is that we will see more 
businesses going bust, and further job losses which will undermine 
our economy, and weaken any recovery.” 

Nevertheless, BBLS accounts for the overwhelming majority of coronavirus 
business loans made and – by 31 May 2021 – just under 60% of the total 
amount disbursed. Over 74% of applications had been approved. Although 
this compares favourably with a 44% approval rate for CBILS applications, it 
still implies a difference of about 530,000 between applications made and 
those approved. 20 

As part of the further measures announced with the new national restrictions 
in England, the Government extended the deadline for applications for all 
three loans schemes to 31 January 2020. 21 They would also permit existing 
Bounce Back loans to be topped up once. 22 

Alternative lenders’ access to finance 
While the British Business Bank accredited various ‘challenger’ and fintech 
lenders to offer loans, many of these in turn found it difficult to obtain cheap 
credit to finance Bounce Back loans. While the Government offered 100% 
guarantees to the loans, it did not provide finance directly: lenders had to 
seek this themselves. Unlike established banks, the smaller and newer 
lenders did not have access to cheaper credit offered by the Bank of England 
through the Term Funding [Scheme (TFS). 

 

20  Calculated from figures in HM Treasury, HM Treasury coronavirus (COVID-19) business loan scheme 
statistics, data for close of business, accessed 27 January 2021. 

21  This was later finally extended to 31 March. 
22  HM Treasury, National restrictions: Financial support for joss and businesses, Monday 2 November, 

accessed 3 November 2020 

Our constituency 
caseworker article 
Coronavirus: 
Problems with 
Bounce Back Loans 
sets out some of the 
challenges 
businesses have 
faced in seeking 
Bounce Back loans 
and what they might 
do to overcome 
them. 

https://www.cityam.com/exclusive-mps-call-for-clarity-on-bounce-back-loan-replacement-as-lenders-shut-door-on-smes/
https://www.cityam.com/exclusive-mps-call-for-clarity-on-bounce-back-loan-replacement-as-lenders-shut-door-on-smes/
https://www.gov.uk/government/collections/hm-treasury-coronavirus-covid-19-business-loan-scheme-statistics
https://www.gov.uk/government/collections/hm-treasury-coronavirus-covid-19-business-loan-scheme-statistics
https://assets.publishing.service.gov.uk/government/uploads/system/uploads/attachment_data/file/932077/ECONOMIC_SUPPORT_UPDATE__NOVEMBER__FINAL.pdf
https://commonslibrary.parliament.uk/economy-business/business/coronavirus-problems-with-bounce-back-loans/
https://commonslibrary.parliament.uk/economy-business/business/coronavirus-problems-with-bounce-back-loans/
https://commonslibrary.parliament.uk/economy-business/business/coronavirus-problems-with-bounce-back-loans/
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One fintech lender – Tide – suspended its involvement in the scheme early in 
July 2020. According to the fintech news service, AltFi: 

Tide initially slowed and then paused its bounce back loans last 
month after reaching around £50m in lending, at the time Prill [the 
CEO] said Tide would need to raise over £100m in additional funds to 
fulfil the volume of loans being requested by the fintech’s customers.  

Yesterday he informed Tide account holders that this had not been 
successful.  

Speaking to AltFi just after the letter went out Prill 
explained: “Having spoken to a lot of financial institutions it is just 
the unfortunate fact that at the very low margins that are 
available [with the BBLS], and even with us giving everything up, 
commercial funding will not be available for 
the bounce back loans.”  

[…} 

“Our members cannot get bounce back loans from the big banks, 
because the big banks have effectively stopped opening business 
current accounts,” Prill told AltFi.  

“The conclusion we have reached is that we, and players like us, can 
only really serve BBLS customers if the funding is provided [by the 
government].” 

While Tide argued in favour of direct government financing (as is the case for 
the Future Fund), the All-Party Parliamentary Group on Fair Business Banking 
has called for alternative lenders to be given direct access to the Term 
Funding Scheme or to be lent funds by banks that do have such access. The 
Chair of the APPG raised the question in the House on 2 September; the Prime 
Minister replied that this was a matter for the Bank of England. 23 

The National Audit Office (NAO) found that by 7 September, the five largest UK 
banks (Barclays, HSBC, Lloyds/Bank of Scotland, NatWest/RBS and and 
Santander) had made 89% of all Bounce Back loans, while “non-banks” 
(including building societies and peer-to-peer lenders) had made less than 
1%. 24 The NAO report noted: 

This is market-distorting. Bank of England data estimate the total 
small- and medium-sized enterprise (SME) debt to be £167 billion, 
with the big banks accounting for 65% of the lending. The [British 
Business] Bank and [BEIS] raised concerns that the Scheme’s terms 
are making it uncompetitive for smaller lenders to compete with 
incumbents which, in turn, has a negative impact on competition in 
the SME lending sector. Although HM Treasury recognised this 

 

23  HC Deb 2 September 2020 c160 
24  National Audit Office, Investigation into the Bounce Back Loans Scheme, p33 

https://www.altfi.com/article/6789_tide-shutters-bounce-back-loans-as-funding-runs-out
http://www.altfi.com/companies/tide
http://www.altfi.com/companies/tide
http://www.altfi.com/companies/tide
http://www.altfi.com/companies/tide
http://www.altfi.com/companies/tide
http://www.altfi.com/companies/tide
http://www.appgbanking.org.uk/uncategorized/the-current-position-of-lenders-regarding-new-bounce-bank-loan-scheme-bbls-applications-from-new-customers/
http://www.appgbanking.org.uk/uncategorized/the-current-position-of-lenders-regarding-new-bounce-bank-loan-scheme-bbls-applications-from-new-customers/
https://hansard.parliament.uk/Commons/2020-09-02/debates/E6B581D5-4A6E-4947-A767-FA55EBBF4C20/Engagements#contribution-3F0964BB-D7CA-449C-A7F5-256192C947C5
https://www.nao.org.uk/wp-content/uploads/2020/10/Investigation-into-the-Bounce-Back-Loan-Scheme.pdf
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concern, it believed it to be a commercial decision for individual 
lenders. One of the [BBB]’s key objectives is to help create a more 
diverse finance market for smaller businesses, with a greater choice 
of options and providers.20 The Bank has sought to mitigate this risk 
by broadening the number of lenders under the Scheme. (p41) 

5.3 Relaxation of consumer protection 

In order to streamline administrative checks and so release Bounce Back 
funds more quickly, the Chancellor had written to accredited lenders on 1 May 
2020 assuring them of the Government’s commitment to making legislative 
changes that would free them from various consumer credit liabilities. The 
following changes were implemented: 

1. A statutory instrument – The Financial Services and Markets Act 2000 
(Regulated Activities) (Coronavirus) (Amendment) Order 2020 – removed 
Bounce Back Loans of up to £25,000 – and made to sole traders, 
unincorporated associations or partnerships of fewer than four people – 
from the scope of the consumer credit regulatory regime. The SI does 
however maintain provisions relating to debt collection as a regulated 
activity. 

2. Section 12 of the Business and Planning Act 2020 (which received Royal 
Assent on 22 July 2020) excluded the Bounce Back Loans Scheme from 
the “unfair relationships” provisions of the Consumer Credit Act 1974. 
While such provisions are meant to ensure that consumers can afford 
repayment commitments, their application to Bounce Back loans would 
require a higher level of review of applications and forecasting, thus 
inevitably leading to longer decision times and (presumably) lower 
approval rates. In line with the commitment in the Chancellor’s letter, 
this change applied retrospectively to the beginning of the Bounce Back 
loans scheme. 

Despite those relaxations, BBLS and the other schemes maintained fraud and 
know-your-customer checks. 

In Lords debate about Section 12 (point 2 above), and speaking in favour of an 
amendment, Baroness Bowles of Berkhamsted expressed strong reservations 
about the potential implications of the proposed change: 

Apart from for micro-businesses, there is no regulatory protection for 
business loans or recovery procedures other than the measure the 
Government now seek to disapply… 

[…] 

https://assets.publishing.service.gov.uk/government/uploads/system/uploads/attachment_data/file/882875/01052020_CX_Letter_to_banks_-_pricing_and_CCA_.pdf
https://assets.publishing.service.gov.uk/government/uploads/system/uploads/attachment_data/file/882875/01052020_CX_Letter_to_banks_-_pricing_and_CCA_.pdf
https://www.legislation.gov.uk/uksi/2020/480/memorandum/contents
https://www.legislation.gov.uk/uksi/2020/480/memorandum/contents
https://enquiries.parliament.uk/Pages/TreeView.aspx?node=54355864694e593443376c4351594e4a34506d366a773d3d
http://www.legislation.gov.uk/ukpga/1974/39/section/140A/2011-01-31
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Why do I care so much about this, especially when the Government 
are being generous with loans? I am not disputing good intentions, 
but the high-profile government publicity surrounding the loans can 
be misleading. There is constant reiteration of the good things about 
bounce-back loans: 100% guaranteed by government; try again if 
the first lender declines you; you cannot be asked for personal 
guarantees. This is encouragement to apply and gives the 
impression that the government guarantee is coming into play for 
the benefit of the borrower. 

That is not the story, though. The Government back the lender; they 
are not a guarantor for the borrower. That is not stated on the 
GOV.UK website, although I am not sure that everyone would 
understand the significance even if it were… 

[…] 

Other standard terms also apply, such as that any default, 
anywhere, on any other loan, with anyone, can trigger default. A 
bank can also take the view that the position of the borrower has 
declined since the making of the loan agreement. Given that a loan 
condition for a bounce-back loan is that the business has suffered 
from the effects of coronavirus, just about every loan is at risk of 
being defined as in default. 

Of course, not many defaulting people or companies can go to court, 
so what does it matter if that route is blocked? Well, the principle 
matters; the deterrent matters; and the comparison matters. It gives 
away that the Government care little about those that go under; the 
focus is on the economic benefit of survivors. That view was 
reinforced during the meeting we had with the Minister and Treasury 
officials. In the future, the story of bounce-back loans will be one of 
borrowers thinking that the Government have backed them. The 
usual debt-recovery operations will be a sorry tale, even without bad 
behaviour, but in that event the law has been changed and that has 
consequences. 25 

Replying on behalf of the Government, Baroness Penn reiterated the low costs 
and charges associated with the scheme, as well as potential intervention by 
the British Business Bank and ultimately the Government: 

I reassure the noble Baroness that there is also a general, 
overarching commitment in the guarantee agreement. The lenders 
have an overarching obligation that they must always act in good 
faith and not behave in a manner that could reasonably be expected 
to bring the scheme or the guarantor into disrepute, or in a way that 
contravenes any applicable law or regulation. This includes all 
actions in respect of servicing and enforcement of the loan. The 

 

25  HL Deb, 20 July 2020, c2010-2012 

https://hansard.parliament.uk/Lords/2020-07-20/debates/F4467F59-4DEC-4E32-B16B-05A71B3BF5EE/BusinessAndPlanningBill#contribution-DDA7F503-AA53-4E8C-B2F7-957FE37BEE9E
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lender’s performance of such obligations is subject to audit by the 
British Business Bank, and the obligations of the guarantee 
agreement are legal, valid, binding and enforceable obligations. 
Failure to comply with these terms in the guarantee would mean 
lenders risk not being able to make a claim under it, which would 
provide an exceptionally strong incentive to firms to conduct 
themselves properly. I assure the noble Lord, Lord Stevenson, that if 
such behaviour that contravened the terms of the guarantee 
agreement were brought to light, the Government would have no 
qualms about using their power to withdraw the guarantee. 26 

Ultimately, she noted the effect of not fulfilling the commitment made to 
lenders in May: 

Lenders have made over £30 billion-worth of loans under the scheme 
in anticipation of Sections 140 to 140C of the Consumer Credit Act 
1974 being disapplied. Borrowers have entered into those 
agreements in the knowledge that the usual protections will not 
apply. I point out to the noble Lord, Lord German, that over 1 million 
businesses have benefited from this measure, and that take-up is not 
insignificant. 

Lenders have informed us that, should the amendment be agreed, it 
is likely that they would cease to offer any new lending under the 
scheme, thus depriving small businesses of the vital finance they 
need to weather this crisis. I understand the concerns expressed by 
noble Lords, but it is not possible to be in favour of the Bounce Back 
Loan Scheme but not in favour of this part of it—a part that has been 
crucial in getting the lending going. 27 

5.4 Potential for fraud 

Although BBLS carried out fraud and ‘know your customer checks’, the 
application process largely relied on self-certification, a situation that some 
commentators argued could give rise to organised fraud or misrepresentation 
(whether intentional or not) by applicants. On 16 June, Transparency 
International, the Fraud Advisory Panel and Spotlight on Corruption (among 
others), wrote to the Chancellor warning of the possibility of fraudulent abuse 
of both CBILS and BBLS, including by “rogue bank insiders”, potential “mis-
selling bad behaviour akin to the sub-prime mortgage scandal” and 
intimidation and infiltration of companies already in difficulty. 

 

26  HL Deb, 20 July 2020, c2019 
27  HL Deb, 20 July 2020, c2020 

https://www.transparency.org.uk/sites/default/files/pdf/publications/Letter-to-Chancellor-Exchequer-Rishi-Sunak-Re-CBLS%20%281%29.pdf
https://www.transparency.org.uk/sites/default/files/pdf/publications/Letter-to-Chancellor-Exchequer-Rishi-Sunak-Re-CBLS%20%281%29.pdf
https://hansard.parliament.uk/Lords/2020-07-20/debates/F4467F59-4DEC-4E32-B16B-05A71B3BF5EE/BusinessAndPlanningBill#contribution-DDA7F503-AA53-4E8C-B2F7-957FE37BEE9E
https://hansard.parliament.uk/Lords/2020-07-20/debates/F4467F59-4DEC-4E32-B16B-05A71B3BF5EE/BusinessAndPlanningBill#contribution-DDA7F503-AA53-4E8C-B2F7-957FE37BEE9E
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Nicola O’Connor of Bird & Bird LLP highlighted the importance of internal 
review and checking to help uncover deliberate or accidental 
misrepresentation: 

it is important to understand that the current level of suspicion and 
heightened scrutiny will affect all businesses and not just those that 
have deliberately committed fraud. 

It is crucial that businesses use this time wisely to carry out checks 
and conduct investigations to identify mistakes in claiming under the 
BBLS, and any other Government financial support that the business 
has accessed. Legitimate businesses should be alive to the risk that 
they may be infiltrated by criminal gangs in order to access the loans 
and steal the money. It is possible that this might happen without the 
knowledge that an application has been made on behalf of the 
company. It is perhaps most likely that someone within the 
legitimate business may have assisted, aided and/or abetted a 
fraudulent application in this scenario. 

In response to a Written Question from John McDonnell MP on 3 July 2020, 
Paul Scully, Parliamentary Under-Secretary (Department for Business, Energy 
and Industrial Strategy) emphasised that plans were in place: 

…At scheme design level, the rules of the scheme set out minimum 
standards in relation to fraud which highlight action lenders are 
expected to take to identify fraudulent applications. The British 
Business Bank’s (BBB) audit function enables BBB to sample 
portfolios of lending to assess regularity and take action if required. 

For the Bounce Back Loan Scheme (BBLS), we continue to work 
extensively with BBB and the lenders to strengthen the anti-fraud 
systems in place… 28 

In September 2020, the BBC reported evidence of fraudulent applications, 
including use of identity theft. It also suggested that loans had been made to 
companies set up after 1 March, although such companies should be 
ineligible. UK Finance noted that checks were in place, including "a cross-
industry initiative to check if duplicate applications have been made". 

Some commentators suggested that publishing details of businesses that had 
received support from the schemes might help to highlight fraudulent 
applications. The Government initially rejected such calls on the grounds of 
commercial sensitivity and personal data concerns.29 But it later emerged 
that such support would be considered state aid under the European 
Commission’s Temporary Framework for state aid measures to support the 
economy during the pandemic. As a result, the Government is progressively 

 

28 UIN 68651, 3 July 2020 
29  See, for instance, PQ HL7806 [Bounce Back Loan Scheme and Coronavirus Business Interruption Loan 

Scheme], 17 September 2020. 

https://www.twobirds.com/en/news/articles/2020/uk/first-arrests-made-in-connection-with-alleged-coronavirus-bounce-back-loan-scheme-fraud
https://www.twobirds.com/en/news/articles/2020/uk/first-arrests-made-in-connection-with-alleged-coronavirus-bounce-back-loan-scheme-fraud
https://www.bbc.co.uk/news/uk-54187581
https://www.parliament.uk/written-questions-answers-statements/written-question/commons/2020-07-03/68651
https://questions-statements.parliament.uk/written-questions/detail/2020-09-03/HL7806
https://questions-statements.parliament.uk/written-questions/detail/2020-09-03/HL7806
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publishing limited detail of some loans (generally those of €100,000 or more) 
on the European Commission’s state aid transparency website.30 

The NAO report and fraud risk 
The NAO report reviewed the consideration of fraud risk during the 
development and implementation of the scheme. It warned that the risk of 
fraud had been “very high” and remained “significant”, summarising its 
findings as follows: 

Government recognises that the decision to provide funds quickly 
leaves taxpayers exposed to a significant residual fraud risk, even 
after lenders have implemented mitigation strategies…The Bank 
assessed the Scheme risks before launch, and instructed 
PricewaterhouseCoopers LLP to conduct a risk review. The review 
found that, while some risks can be mitigated, there remains a “very 
high” level of residual fraud risk. Based on feedback from lenders, 
the adviser summarised the residual external fraud risk causes as: 
self-certification; multiple applications; lack of legitimate business; 
impersonation; and organised crime. The nature of the Scheme 
places the main responsibility for managing fraud risk on the lenders 
as part of the loan approval process. To support lenders in 
managing fraud-related risks, the Bank established fraud prevention 
forums with the lenders and a wider group of stakeholders, to share 
best practice and aid implementation of additional fraud measures. 
From October 2020, the Bank, alongside the Department and 
lenders, will utilise the reporting portal to provide a monthly fraud 
report. This will provide details on: prevented loss; detected loss; 
errors; and recoveries. The Cabinet Office’s Government Counter 
Fraud Function believes fraud losses are likely to be significantly 
above the general estimates of public sector fraud levels of 0.5% to 
5%. The fraud risks were also highlighted in, and contributed to, the 
Bank’s Reservation Notice and the Department’s request for 
a ministerial direction. 

Overall, the NAO concluded that the scheme had met its initial and 
“prioritised” objective, but that fraud and debt remained significant risks into 
the future: 

Once government decided to support small businesses facing cash 
flow problems owing to the pandemic, it moved very quickly to set up 
a scheme. It prioritised one aspect of value for money – payment 
speed – over almost all others and has been prepared to tolerate a 
potentially very high level of losses as a result. These losses can stem 
from businesses wanting to pay back loans but finding themselves 
unable to, through to organised criminals taking out loans with no 
intention of ever paying them back. The Scheme achieved its initial 

 

30 BEIS, COVID-19 loan schemes: data reporting to the European Commission and the UK government, 30 
April 2021 (accessed 20 July 2021) 

https://webgate.ec.europa.eu/competition/transparency/public/search/home?lang=en
https://www.nao.org.uk/wp-content/uploads/2020/10/Investigation-into-the-Bounce-Back-Loan-Scheme.pdf
https://www.gov.uk/government/publications/covid-19-loan-schemes-privacy-notice/covid-19-loan-schemes-data-reporting-to-the-european-commission-and-the-uk-government
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objective of quickly supporting small businesses, but a lack of more 
detailed Scheme-specific objectives will make it difficult to measure 
its ultimate success. Systems and processes have evolved since the 
Scheme launch but much hard work remains over the coming months 
and years to ensure that the risks to value for money are minimised. 
This work must include implementing a robust debt collection plan 
with lenders and fraud investigation arrangements. Government 
should also take this opportunity to consider now the controls it 
would put in place to protect against fraudulent abuse for any future 
schemes. (p12) 

Commenting on the findings, and while noting the scheme’s overall success in 
“shovel[ling] loans to small businesses”, The Guardian highlighted the 
Government’s overall responsibility for the situation: 

One temptation is to blame the banks, but, for a change, that looks 
unfair. Lenders were under orders, in effect, to perform only cursory 
ID checks in the interest of speed. That was the government’s choice 
– indeed, it was made in the face of an explicit warning by the British 
Business Bank, overseeing the scheme, about fraud. 

The main questions are really for the Treasury. First, did it do any 
pandemic planning at all, and how was the fraud risk assessed? The 
public accounts committee must demand a clear account. 

Second, what’s the plan for catching the cheats?... Rishi Sunak, the 
chancellor, should take note: when you’re planning to raise taxes, 
the perception that the Treasury was taken for a ride by conmen for 
several billions is not a good look. 

Insolvency and potential fraud 
In June 2021, the Insolvency Service reported that it had taken action against 
various individuals and firms for “abusing COVID-19 financial support”, 
including in the following case: 

Raashid Khan (26) has been disqualified as a director for 12 years 
after fraudulently claiming £50,000 through the Bounce Back Loan 
Scheme (BBLS) before transferring the full amount out of the 
company’s account to himself just days before his company went into 
administration. 

Khan, from Birmingham, was director of Ikandy Wholesale Ltd, which 
bought and sold bulk goods, including fireworks and fresh meat. 

Despite Ikandy Wholesale’s company accounts being frozen after it 
was confirmed the company was to be shut down, Khan forged a 
document to convince his bank that the winding up order had been 
revoked. This allowed him to transfer around £70,000 out of the 

https://www.theguardian.com/business/nils-pratley-on-finance/2020/oct/07/questions-treasury-covid-loan-scheme-bites-back
https://www.theguardian.com/business/nils-pratley-on-finance/2020/oct/07/questions-treasury-covid-loan-scheme-bites-back
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account, including a £50,000 Bounce Back Loan, which he had 
secured less than two weeks previously. 31 

The Insolvency Service was able to take action in that case because the 
company had entered administration. The Ratings (Coronavirus) and 
Directors Disqualification (Dissolved Companies) Bill, introduced in May 2021, 
would allow the Insolvency Service to overcome a loophole through which – 
as our Bill Paper explains – “directors…might seek to dissolve their 
companies to obstruct investigations into them for fraudulently avoiding the 
repayment of Government-backed loans during the pandemic” (p5). 

 

31  Insolvency Service, “Insolvency Service takes action against businesses abusing COVID-19 financial 
support”, press release, 22 June 2021 (accessed 28 June 2021) 

https://bills.parliament.uk/bills/2861
https://bills.parliament.uk/bills/2861
https://commonslibrary.parliament.uk/research-briefings/cbp-9249/
https://www.gov.uk/government/news/insolvency-service-takes-action-against-businesses-abusing-covid-19-financial-support
https://www.gov.uk/government/news/insolvency-service-takes-action-against-businesses-abusing-covid-19-financial-support
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6 Moving beyond the pandemic 

6.1 Ending the schemes and beginning 
repayments 

The original timetables for the end of the schemes were extended several 
times. There were also been some changes to rules about managing 
repayments. 

CBILS was originally due to close to new applicants on 30 September, CLBILS 
on 20 October and BBLS on 4 November 2020. But on 24 September, as part of 
his Winter Economy Plan, the Chancellor announced that all schemes would 
close at the end of November. On 2 November the deadline was further 
extended to 31 January 2021, and on 17 December, to 31 March 2021. 

The Winter Economy Plan made some initial adjustments that responded to 
potential repayment difficulties, summarised as follows: 

Pay as you Grow – The government will give all businesses that 
borrowed under the BBLS the option to repay their loan over a period 
of up to ten years. This will reduce their average monthly repayments 
on the loan by almost half. UK businesses will also have the option to 
move temporarily to interest-only payments for periods of up to six 
months (an option which they can use up to three times), or to pause 
their repayments entirely for up to six months (an option they can 
use once and only after having made six payments). These changes 
will provide greater flexibility to repay these loans over a longer 
period and in a way that better suits businesses’ individual 
circumstances. 

CBILS loan extension – The government intends to 
allow CBILS lenders to extend the term of a loan up to ten years, 
providing additional flexibility for UK-based SMEs who may otherwise 
be unable to repay their loans. 

On 8 February 2021 – acknowledging the continuing effect of the pandemic 
and restrictions on businesses – the Chancellor announced that BBLS 
borrowers could use the payment holiday facility to delay their first 
repayment for six months. 

The extension to the CBILS loan term was not implemented until 23 December. 
It was limited to businesses that would be “compromised” if not offered such 

https://www.gov.uk/government/publications/winter-economy-plan/winter-economy-plan
https://assets.publishing.service.gov.uk/government/uploads/system/uploads/attachment_data/file/932077/ECONOMIC_SUPPORT_UPDATE__NOVEMBER__FINAL.pdf
https://assets.publishing.service.gov.uk/government/uploads/system/uploads/attachment_data/file/932077/ECONOMIC_SUPPORT_UPDATE__NOVEMBER__FINAL.pdf
https://www.gov.uk/government/news/chancellor-extends-furlough-and-loan-schemes
https://www.gov.uk/government/publications/winter-economy-plan/winter-economy-plan
https://www.gov.uk/government/news/chancellor-eases-burden-on-more-than-a-million-businesses-through-pay-as-you-grow-flexible-repayment-options
https://www.gov.uk/government/news/chancellor-eases-burden-on-more-than-a-million-businesses-through-pay-as-you-grow-flexible-repayment-options
https://www.gov.uk/government/news/chancellor-eases-burden-on-more-than-a-million-businesses-through-pay-as-you-grow-flexible-repayment-options
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forbearance. 32 On 17 December, in response to a Question from Thangam 
Debbonaire MP, the Economic Secretary highlighted caveats to what would 
be on offer: 

I should be clear that CBILS term extensions will be offered at the 
discretion of lenders, unlike the “Pay As You Grow” options for 
Bounce Back loans. Extensions will be limited to those borrowers that 
lenders assess are in difficulty and will benefit from the extension, 
and only for the duration required, meaning that lenders may offer 
an extension to 7 years, for example, rather than the maximum 10 
years allowed. 33 

6.2 The Recovery Loan Scheme 

In his September speech, the Chancellor also referred to a “new, successor 
loan programme, due to start in January”. While there were speculative 
reports about the new scheme in December, 34 the announcement of the 
extension of the existing schemes noted that further details of the successor 
scheme would be included in the 2021 Budget. 

On 3 March 2021, the Chancellor duly announced that a new Recovery Loan 
Scheme would be launched on 6 April 2021 and run until the end of the year 
(“subject to review”). The announcement highlighted the following features: 

• The scheme would begin after the other schemes have closed. 
• It would be open to businesses of any size and would provide up to £10 

million per business – with loans from £25,001 and invoice finance and 
asset finance from £1,000. 

• There would be an 80% Government guarantee. 
• Once again, the scheme is overseen by the British Business Bank and run 

through accredited lenders.  
• General eligibility and lender arrangements are broadly similar to those 

offered through CBILS. Overall, the scheme aims to “provide support as 
businesses recover and grow following the disruption of the pandemic 
and the end of the transition period”. Funds “can be used for any 
legitimate business purpose, including growth and investment”. 
 

There are however some differences: 
• There is no limit on turnover for eligible businesses. 

 

32  British Business Bank, “Coronavirus Business Interruption Loans Scheme (CBILS): Final Recoveries 
Guidance”, 23 December 2020 

33  UIN128202, 10 Dec 2020 
34  According to The Financial Times, “UK ministers plan new state-backed loan scheme for SMEs”, 13 

December 2020, the scheme would be launched in January 2021 and offer an 80% guarantee on 
loans of up to £10 million and interest rates of up to 15%. 

https://www.gov.uk/government/speeches/chancellor-of-the-exchequer-rishi-sunak-on-the-winter-economy-plan
https://www.gov.uk/government/news/chancellor-extends-furlough-and-loan-schemes
https://www.gov.uk/government/news/chancellor-extends-furlough-and-loan-schemes
https://www.gov.uk/guidance/recovery-loan-scheme
https://www.gov.uk/guidance/recovery-loan-scheme
https://www.british-business-bank.co.uk/ourpartners/recovery-loan-scheme/current-accredited-lenders/
https://www.british-business-bank.co.uk/ourpartners/recovery-loan-scheme/
https://questions-statements.parliament.uk/written-questions/detail/2020-12-10/128202
https://www.ft.com/content/daab45b2-e347-4611-aee4-0429e11ff62d
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• Businesses may apply for up to £10 million (or £30 million for a group). 
Minimum levels of support may vary by the type of facility. 

• The scheme is open to businesses that have received support under the 
three previous schemes, although in some cases that earlier support may 
affect the maximum available.  

• Businesses will be responsible for meeting fees associated with the 
facility. The guidance notes that “[t]he annual effective rate of interest, 
upfront fee and other fees cannot be more than 14.99%”. 

• While CBILS generally excluded “businesses in difficulty”, the new 
scheme excludes those “in collective insolvency proceedings”. There may 
be more complex arrangements for businesses “in scope of the Northern 
Ireland Protocol”. 

6.3 Managing potential losses 

The original Coronavirus Business Interruption Loans Scheme – and the 
programmes that evolved from it – helped to satisfy business demand and 
concerns. In doing so they also helped to fulfil the Chancellor’s earlier 
promise to “do what it takes”. But there have also been concerns that the 
relaxation of normal lending controls will lead to problems, not least in the 
context of a severe economic recession. 

As early as 31 May 2020, the Financial Times had reported that “senior 
bankers” feared that up to 50% of Bounce Back loans might end in default 
and that “about a quarter of the loans would not have been made under 
normal lending practices”. Some Tory MPs were said to be concerned about 
“the political fallout of so many small businesses being closed down after 
being pursued by the state”. 35 

In July 2020, the Office for Budget Responsibility estimated that 40% of BBLS 
borrowers might default, compared with 10% each for CBILS and CLBILS. The 
central case scenario suggested a total fiscal cost of write-offs of £16.9 
billion, of which 95% would come from BBLS. The worst-case scenario 
suggested losses of £33.7 billion. These estimates were based on learning 
from schemes operating after the global financial crisis of 2008/9, as well as 
consideration of the types of businesses concerned and their underwriting 
arrangements. 36 

On 11 May, Alok Sharma, the Secretary of State for BEIS, had confirmed an 
initial contingent liability of £27 billion for the Bounce Back Loans Scheme. He 
noted that this figure might be increased if necessary: 

 

35  The Financial Times, “UK banks warn 40%-50% of ‘bounce back’ borrowers will default”, 31 May 2020 
(accessed 28 June 2021) 

36  Office for Budget Responsibility, Fiscal sustainability report, July 2020, p65-68 

https://www.ft.com/content/8a551c37-2de8-446b-a8b8-d4a61d33ef73
https://cdn.obr.uk/OBR_FSR_July_2020.pdf
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The percentage of net (post-recovery) losses for each loan that is 
guaranteed by the Government will be 100 per cent, with no cap on 
gross Government liability at the level of the lender’s whole BBLS 
portfolio. Personal guarantees are not permitted, although some 
personal assets could be claimed as part of recovery from sole 
traders. Sole traders’ principal private residence and vehicle may 
never be claimed as part of recovery. 

A Government grant (‘the business interruption payment’) will be 
provided for the benefit of businesses, equal to the interest incurred 
on the facility for the first twelve months. Businesses will not be 
required to make any repayments on capital during the first twelve 
months of the facility. 

Based on the information described in the paragraphs above, the 
contingent liability for assumed BBLS lending of £27 billion is £27 
billion. 

BBLS will be of unlimited size. If the liability is called, provision for 
any payment will be sought through the normal Supply procedure. 37 

The Telegraph reported on 28 August 2020 that the British Business Bank was 
to spend £1.1 million on auditing the loans schemes, and as part of this would 
look for “cases where businesses were wrongly handed support”. 

National Audit Office report 
The National Audit Office’s October 2020 report 38 highlighted the continuing 
uncertainty about the potential scale of BBLS losses, but – subject to heavy 
caveats – put the potential risk at anywhere between 35 and 60% of 
borrowers: 

As a result of credit and fraud risks, the Department and the Bank’s 
preliminary central estimate is that 35% to 60% of borrowers may 
default on the loans but the estimate is highly uncertain. 
Government’s default estimates at Scheme launch ranged between 
30% and 75%. The latest estimates, including those including those 
by the Bank and the Office for Budget Responsibility, have widened to 
between 15% and 80% depending on the UK’s economic 
performance. According to the Bank, credit and fraud risks are 
interrelated and therefore it did not assess them separately. [BEIS]’s 
2019-20 annual report and accounts highlights likely total credit and 
fraud losses of between 35% and 60%, based on historic losses 
observed in prior programmes which most closely resemble the 
Scheme. Assuming the Scheme lends £43 billion, this would imply a 
potential cost to government of £15 billion to £26 billion. However, 

 

37  Department for Business, Energy and Industrial Strategy, Notification of the contingent liability 
arising from the Bounce Back Loans scheme, UC 36 2019-21, 11 May 2020 

38  National Audit Office, Investigation into the Bounce Back Loan Scheme, 7 October 2020 

https://www.telegraph.co.uk/business/2020/08/28/accounting-firms-audit-government-virus-loan-schemes/
https://www.nao.org.uk/wp-content/uploads/2020/10/Investigation-into-the-Bounce-Back-Loan-Scheme.pdf
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actual losses may differ from those forecast and indications of the 
extent of credit losses and fraudulent applications will not become 
apparent until borrowers are due to start repaying their loans. (p11) 

With regard to recovery processes, it warned that much work still needed to 
be done, and that the 100% backing of the loans weakened incentives to 
lenders to take action: 

Loans are likely to be written off more quickly than for other COVID-
19 related business loan support schemes, but HM Treasury has not 
finalised yet how lenders should collect overdue loan repayments. 
Lenders are required to pursue “appropriate recovery processes” in 
line with their existing standards under the terms of the guarantee 
agreement. The Scheme terms give lenders a 12-month time limit 
after they have issued a formal demand on the borrower to pursue 
outstanding amounts. However, claiming on the government 
guarantee is not conditional on having completed the recoveries 
process – lenders are able to make a claim on the government 
guarantee “within a reasonable time period” following the first 
formal demand date, or sooner, if lenders believe “no further 
payment is likely”. Government provides a 100% guarantee to 
lenders owing to the absence of credit checks, but this reduces the 
lenders’ incentives to recover money from borrowers. Moreover, the 
Scheme does not include actions to recover outstanding debt after 
the 12-month time limit, for example by requiring lenders to continue 
recovery processes in exchange for a fee. The recovery process has 
been agreed with lenders on a principles-level and HM Treasury 
expects to agree specific operational details by winter 2020-21. (p11) 

Public Accounts Committee 
The Public Accounts Committee held an inquiry into the Bounce Back Loans 
Scheme and published its report in December 2020. 39 The Committee came to 
similar conclusions as the NAO report, but also noted earlier warnings about 
the potential effects of a pandemic: 

Government needed to move quickly because it was taken by 
surprise that these businesses would require tailored support for 
dealing with the economic impacts of a pandemic. Since 2010, the 
National Risk Register has identified the potential economic impact 
of a pandemic. HM Treasury, the Department for Business, Energy & 
Industrial Strategy (the Department) and the British Business Bank 
(the Bank) prioritised delivery speed over all other aspects of value 
for money, and they have not been able to offer clear objectives or 
measures of the Scheme’s success. 

This focus on speed of delivery has exposed the taxpayer to 
potentially huge losses, estimated in the region of £15 billion to £26 

 

39  Public Accounts Committee, Covid-19: Bounce Back Loan Scheme, HC 687, 16 December 2020 

https://committees.parliament.uk/publications/3988/documents/40040/default/
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billion. According to the Department, the majority of these are credit 
losses, where the borrower wants to repay the loan but cannot, but 
Government lacks data to assess the levels of fraud within the 
Scheme. It also lacks data or measures to understand the economic 
benefit of the Scheme. In addition, HM Treasury is yet to agree the 
process and protocols that lenders are expected to follow in 
recovering overdue loans. Government needs to use the lessons 
learned from this Scheme to inform the future schemes schemes it 
plans to implement in its continued response to the covid-19 
pandemic. (p3) 

The Government responded to the report on 25 March 2021.40 It agreed with 
most – but not all – of the report’s conclusions and recommendations: 

• The Government accepted that it hadn’t been sufficiently prepared to 
support micro-businesses, despite the “known risk”. It would work with 
the British Business Bank and others to remedy this for the future. 

• Ministers had indeed issued a direction to implement the scheme, and 
since that time the various parties had worked to improve data collection 
and analysis. 

• The Government did not agree that “shortcomings in the Scheme’s 
design have exposed the taxpayer to potentially significant losses”, 
noting again the priority given to fast launch, as well as the inevitable 
uncertainties about the potential and actual level of losses so far. 

• But it did agree that any future schemes (and continued management of 
the current scheme) should better balance the interests of taxpayers and 
businesses. The scheme had included and developed anti-fraud 
measures and so its design “remains appropriate”. 

• The Government did not accept that plans to protect the taxpayer (from 
both fraud and default) were “woefully under-developed”. It noted 
various approaches and responsibilities involved in combating fraud, but 
declined to go into detail. 

• It noted that it has already implemented recovery arrangements with UK 
Finance and the accredited lenders, but again declined to set them out, 
as doing so “would notably risk educating criminals about the approach 
to the collection and recovery of loans”. 

• The Government intended to undertake a full monitoring and evaluation 
exercise to assess the impact of the three schemes by autumn 2021. This 
would ensure that SMART objectives and performance measures could be 
put in place for any future schemes. 
 

 

40 Treasury minutes, Treasury minutes: Government response to the Committee of Public Accounts on 
the Thirty third report from Session 2019-21, 25 March 2021 

https://enquiries.parliament.uk/Pages/TreeView.aspx?node=625a77687658716f444e496e74574d6e377377386e673d3d
https://enquiries.parliament.uk/Pages/TreeView.aspx?node=625a77687658716f444e496e74574d6e377377386e673d3d
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A separate Fraud and Error Inquiry considered the loans schemes as part of 
the Government’s wider response to the pandemic. In June 2021 it called on 
all Government departments to work together more closely to share 
information and build on the existing Global Fraud Risk Assessment.41 

6.4 What options have been proposed? 

In its report of 31 May 2020, The Financial Times presented some early 
thinking on approaches to managing the high costs of default. One “bank 
chairman” dismissed the idea of the government taking equity in small 
companies, while the former chancellor Sajid Javid suggested “a bad-bank 
type structure”. 

Sir Howard Davies, Chairman of the Royal Bank of Scotland (now 
Natwest),also suggested developing a bad-bank solution, as RBS had done to 
isolate some of the effects of debt arising from the global financial crisis. 

Other stakeholders have put forward proposals that would allow companies 
to repay debts over a longer period, and in particular when improved 
economic circumstances allow them to do so. This approach is often 
compared with student loan repayment schemes. On 21 July, for instance, 
TheCityUK, a body representing financial services and related professions, 
published a report, Supporting UK Economic Recovery: recapitalising 
businesses post Covid-19. The report warned that UK businesses might hold 
£100 billion of unsustainable debt, with £35 billion of that coming from the 
loan schemes (p10). Summarising their recommendations, the CityUK 
proposed setting up a government-backed UK Recovery Corporation: 

…This would both, issue and hold, and oversee and manage, the 
unsustainable debt that is already government-guaranteed, in order 
to support funding on more manageable terms for businesses, and 
provide a vehicle in which the private sector could invest in over 
time. 

Through the UK Recovery Corporation, viable SMEs would be offered 
the opportunity to convert their loans into new products allowing 
them to manage their debt in a more sustainable way and achieved 
without being put into default. Depending on the size of their debt, 
they could either access a ‘Business Repayment Plan (BRP)’ to 
convert unmanageable loans into means-tested tax liabilities, or for 
larger debts, use ‘Business Recovery Capital (BRC)’ to convert crisis 
loans into preference shares or long-term subordinated debt. Both 
products will ensure SMEs do not give up any equity in their business. 

The conservative think tank, Onward, has proposed a broadly similar scheme, 
“New Start, under which HMRC would allow firms to pay down their 

 

41 Public Accounts Committee, Fraud and Error, HC 253, 30 June 2021 

https://www.ft.com/content/8a551c37-2de8-446b-a8b8-d4a61d33ef73
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government-issued debt over a long period, through a surcharge on taxable 
profits and shareholder salaries, rather than over the next few years when 
investment and growth are more of a priority”.  

More recently, Lord Bilmoria, President of the Confederation of British 
Industry, suggested that it was too soon to predict ultimate default levels on 
BBLS loans. He called on the Government to “drive the creation of new 
sources of long-term patient equity funding to ensure more firms realise their 
growth potential”. 

Commenting on the wider dilemma, Jonathan Ford wrote in The Financial 
Times on 17 July that the Chancellor essentially had to decide between 
“forgiveness and forbearance”. Bankruptcies or converting loans into grants 
might be forms of forgiveness, but would create political risks. Putting off 
making decisions risked supporting “zombie companies”, but forcing them to 
the wall would just as likely further depress demand. He suggested that 
monetary policy might offer another approach, including dual interest rates 
and “lending to banks through a special scheme such as the Term Funding 
Scheme at substantially negative rates (eg minus 3-4 per cent)”. He argued 
that a “period of zero rates” would “in effect banish default risks” for all but 
the most troubled businesses. 42 

In May 2021, Ownership at Work and the Federation of Small Businesses 
proposed using the opportunity to develop employee equity: 

The simple idea proposed by FSB is that a time-limited amnesty is 
granted to qualifying BBLS borrowers under which loans are written 
off in exchange for the borrower establishing an all-employee equity 
stake of meaningful value. This overcomes the likely objection to 
unconditional forgiveness of Bounce Back loans: business owners will 
not be the only beneficiaries of a loan write-off. 43 

The Government has not yet expressed its intentions for dealing with the 
potential losses. In July 2020, however, the Chancellor expressed doubt to the 
Treasury Committee about the wisdom of taking an equity stake in “millions of 
very small businesses”. He added that the Treasury was “open to interesting 
ideas that we think might help drive the recovery. As you know, many different 
institutions, bodies and think tanks continue to come up with ideas and send 
them our way; we will happily take a look at them.” 44

 

42  Financial Times, “Zombies are the least of Britain’s small business problems”, 19 July 2020 
43  Federation of Small Businesses, “A shares for debt recovery plan: converting Bounce-back loans into 

employee equity”, May 2021 (accessed 28 June 2021) 
44  Treasury Committee, Oral evidence: Economic Impact of Coronavirus, HC 271, 15 July 2020, Q863 
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