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Dear Sir/Madam 

RESPONSE OF THE CHARTERED INSTITUTE OF CREDIT MANAGEMENT (CICM) TO:  HMRC: PROTECTING 

YOUR TAXES IN INSOLVENCY  

The Chartered Institute of Credit Management (CICM) is the largest recognised professional body in the world 

for the credit management community. Formed 80 years ago, the Institute was granted its Royal Charter in 

2014.  Representing all areas of the credit and collections lifecycle, it is the trusted leader and expert in its 

field providing its members with support, resources, advice, and career development as well as a networking 

and interactive community. In addition to its comprehensive suite of qualifications and learning 

opportunities, events and magazine ‘Credit Management’, the CICM administers the Prompt Payment Code 

for BEIS. Independently, and through collaboration with business organisations, it provides vital advice to 

businesses of all sizes on how best to manage cashflow and credit. 

CICM members hold important, credit-related appointments throughout industry and commerce, and we 

feel it appropriate to comment on this consultation.  

We understand that UK Finance is submitting a response, and we support its position. Our answers to the 

questions posed in the consultation paper are attached. 

If we can help in any further way please do not hesitate to contact us. 

Yours faithfully 

Glen Bullivant FCICM 

Chair of Technical Committee 
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Question 1: The government is committed to increasing the priority of certain tax debts in insolvency. 

Should they be ranked as a secondary preferential creditor, an ordinary preferential creditor, or 

protected in some other way in the event of an insolvency?  

We believe that HMRC should remain as now, an ordinary creditor. They have the ability and systems to 

control any indebtedness on the part of businesses which is far superior to other creditors.   

Our members feel that the re-introduction of the priority of certain tax debts will have a significant 

detrimental effect on all parties, and by extension, business rescue and funding, and that the costs 

involved will potentially outweigh the recovery by HMRC. Meaningful engagement with the companies 

concerned, and Insolvency Practitioners, on an ongoing basis, is essential and does not always happen as it 

should.    

Question 2: Would any of the taxes included in this measure pose any particular challenges to 

insolvency office holders when they process HMRC claims?  

We feel that poorly maintained records in an insolvent company can often pose a particular challenge, 

as can the assessment of the liabilities (VAT, PAYE, NIC etc). Delays in agreement of its claims could hold 

up distribution in cases where there are funds available, and this would be to the detriment of other 

creditors. 

Question 3: Do you foresee additional administrative burdens falling upon individuals, businesses or 

insolvency practitioners as a result of this measure? If any, how might they be lessened?   

For unsecured creditors such as suppliers, assessment of creditworthiness could be negatively 

impacted. HMRC debts are an unknown quantity as they accrue in real time, but financial data is usually 

historic. This change will make any credit assessment more difficult. If credit rating agencies or credit 

insurers were to be given access to the VAT & PAYE records of businesses as part of their assessments 

this could go some way to mitigating this issue. Cost implications should also be taken into account when 

updating records and agreeing a claim. There may be further unintended consequences that cause an 

administrative burden, as a result of this measure.  

Question 4: Do you consider the objectives of any type of formal insolvency procedure will be adversely 

affected by this measure? If so, please evidence or explain why. Please suggest how we could mitigate 

against this.   

Our members feel that all insolvency procedures are likely to be impacted. In the pre-insolvency stage, 

when companies seek professional help to obtain new funding, secured lending will be more difficult to 

obtain as the preferential claims will reduce the available pool of assets to which a lender might look for 

security. There could also be an increase in the demand for personal guarantees to support commercial 

lending, which will come with its own consequences and burdens.  We have serious concerns that what 

started as a CVA proposal could swiftly become a liquidation on receipt of a significant preferred claim.  

The proposal runs counter to the enterprise culture the government was keen to foster in 2002/3, when it 

withdrew its priority status in favour of unsecured creditors. 



Question 5: Are there any transitional issues that we need to take into consideration in implementing 

this measure?   

Our members have commented that ‘time to pay’ measures adopted by HMRC should continue and be 

unaffected by any changes to preferential status. There is also likely to be uncertainty in relation to a 

recovery which begins informally pre-April 2020 but results in a formal insolvency post-April.  

Question 6: In your view, are there any other considerations, or other potential impacts that HMRC 

should take into account in implementing this measure?   

We feel that there are several considerations that should be taken into account. These include: 

Time limit: In effect this measure is retrospective in that all liability for PAYE, VAT and NIC is caught by 

preference at the point of insolvency. This is stretching preference far too widely. If it were modified to 

more “current” debt it might be more acceptable. 

Prescribed part: This was originally seen as a “pot” for dividends to unsecured creditors. If HMRC etc are 

“promoted” to preferential status this pot will decrease (notwithstanding the proposed increase in the 

preferred part). 

Impact on lenders: Floating charge lenders will reduce the amount of loan capital available given their 

reduced status. This will lead to a restriction in the general economy. Those involved in pension funds 

and unsecured creditors, the latter of which will often be trade creditors, are also likely to be negatively 

impacted.  

Reduction in available credit: Unsecured creditors such as suppliers will undoubtedly reduce available 

credit given the reduction in their security and dividend prospects. 

Control in Insolvency: Usually Insolvency Practitioners act in the best interests of ALL creditors. If this 

change goes ahead, control of the process is likely to be in the hands of HMRC who may not play as 

active a role in the process. This will be to the detriment of creditors generally.  

Our members also commented that consideration should be given to the ‘Time to Pay’ initiative and 

ensure that there is no adverse impact of the proposals on future lending and support provided to 

companies in debt. We feel that the introduction of a cap on the size of HMRC’s overall claim would also 

be appropriate.  

Question 7: Do you have any comments on the assessment of equality or other impacts? 

Our members feel that the assessment of impact on unsecured creditors does not accurately reflect the 

reality in most cases, and could be viewed as a speculative observation. They believe the papers’ 

assessment of impact on unsecured creditors is both dismissive and inaccurate. 

In general, we feel this change is a step back in time and its impact on business does not justify the 

estimated £185 million the Government hopes to secure by its implementation. Perhaps if HMRC had 

better collection procedures this measure would not be required at all.  

In addition, general comments raised by individual members included:

i) There is some consensus for calls on government to re-think one important aspect of this proposal –

that is the unlimited extent of the new preferential claims. Those impacted by this measure (floating

charge holders in particular) need to be able to calculate the risks they face, and the only way they

can realistically do that is to factor into their assessments a figure for the likely upper limit of the

HMRC preferential claim. Time limited claims would enable them to do that.



What that limit might be is another matter, but six months seems a reasonable point at which to draw 

the line. Frankly, if a company’s tax debts stretch back further than that, one would expect HMRC to 

be involved long before insolvency sets in.  

There might be case for arguing that the most recent element of the tax debt (for example, PAYE/NIC 

from the last month’s payroll) should not be included in the preferential category, on the basis that if 

that part of the debt has not yet fallen due for payment (as could be the case if commencement of 

insolvency occurs before the 19th of the month) then the Treasury’s moral/trust justification might not 

apply. This could complicate matters, but would be a way of mitigating against the effect of the new 

proposals. It could be more difficult perhaps to run the argument on quarterly VAT. 

ii) The losers here are floating charge holders and unsecured creditors. The former will try to factor this

into their lending criteria as noted above, and that could have an adverse impact on available credit

to companies. The impact on unsecured creditors may be less direct, but how many SMEs will suffer

the knock-on effects of the irrecoverable debts they will now be faced with when a customer goes

bust?

iii) On timing of introduction, the government may wish to consider whether the coincidence with Brexit

could cause unintended consequences – in sectors that might be affected by trading restrictions or

tariffs, the limitation on available asset-based lending (as discussed above) could hit some companies

with an unfortunate double circumstance.


