
SUPLEMENTARY AO ADVICE FOR CORONAVIRUS BUSINESS INTERRUPTION 
LOAN SCHEME 

Department for 
Business, Energy 
& Industrial Strategy 

Date: 30th March 2020 
From: Angelina Cannizzaro (Business Growth) and [Name Redactedpusiness Growth) 

SUPPLEMENTARY AO ADVICE: CORONAVIRUS BUSINESS INTERRUPTION 
LOAN SCHEME DELIVERED BY THE BRITISH BUSINESS BANK 

Summary 

At Budget 2020, the Chancellor announced that a 'Coronavirus Business 
Interruption Loan Scheme' (CBILS) will temporarily replace the Enterprise 
Finance Guarantee (EFG), with several new scheme parameters. These were 
subsequently modified by an announcement on 17 March, increasing the loan 
size to £5m and introducing a six-month interest-free period. 

2. The Chancellor then made further changes: 

• the scheme will now be open to all sectors including agriculture and fisheries, 
although at a reduced level to meet State Aid requirements; 

• the effective portfolio-level cap on losses will increase from 20% to 60% of 
portfolio value (75% portfolio cap x 80% guarantee); 

• the interest-free period for businesses will now be 12 months and will 
technically be classified as a grant equal to the value of the interest; and 

• the new State Aid framework requires that a premium must be paid in respect 
of the guarantee and this will be paid by the lenders. 

3. For w/c 30th March the Chancellor plans further adjustments to the scheme: 

• Lenders will no longer be permitted to require a personal guarantee (PG) for 
loans or other facilities in the CBILS under £250,000; and 

For loans over £250,000, lenders will be free to seek a PG. In event of default, 
the lender would first seek to recover it from business assets and then would 
look to the PG for a maximum of 20% of the remaining debt, claiming 80% 
of the residual loss under the guarantee agreement. 

4. The previous AO assessment is attached for reference. We have not had the 
opportunity to update this in light of the latest proposed changes. We believe that 
these changes increase the likelihood and amount of losses that will be called on 
under the guarantee and therefore worsen the value for money of the scheme. 
This judgement on VfM is subject to the same limitations as the original 
assessment, that there has been insufficient time and data for a full analysis. 
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SUPLEMENTARY AO ADVICE FOR CORONAVIRUS BUSINESS INTERRUPTION LOAN SCHEME 

ANNEX A — Illustrative examples of potential PG change impacts 

The table below illustrates the impact of the treatment of PGs under current rules (A) and the new rules (B) for a notional loan with a 
residual balance of £400K where the directors' personal assets available to cover the PG amount to £200K. 

Scenario 1 — business assets realise £200K when sold. Under current rules, there is full recovery thanks to the PG and no claim. 
Under new rules, there is a claim of £128K (32% of loan value) against the government guarantee and the bank loses £32K as a bad 
debt. 

Scenario 2 - business assets realise only £50K. Under current rules, the PG recovers the £200K maximum and there is a claim of 
£120K (30% of loan value) against the government guarantee. The bank suffers a loss of £30K. Under the new rules, there is a claim 
of £224K (56% of loan value) against the government guarantee and the bank loses £56K as a bad debt. 

Scenarios for a loan Scenario 1A - current rules Scenario 1B - new rules Scenario 2A - current rules Scenario 2B - new rules 

PG to cover any shortfall PG at 20% net of recoveries PG to cover any shortfall PG at 20% net of recoveries with £400K outstanding 

at time of default Strong balance sheet Strong balance sheet Weak balance sheet Weak balance sheet 

% of Business Recoveries to Lender 100% 100% 100% 100% 

PG as % of post business recoveries N/A 20% N/A 20% 

PG as % of original Loan 100% N/A 100% N/A 

HMG percentage net loss exposure 80% 80% 80% 80% 

Outstanding at time of default 400 400 400 400 

Directors' assets available to cover PG 200 200 200 200 

Business assets recovery (to Lender) 200 200 50 50 

Loss pre-personal guarantee 200 200 350 350 

Max. recovery from personal guarantee 200 40 200 70 

Total recoveries 400 240 250 120 

Total loss 0 (160) (150) (280) 

Cash Cost to HMG (80% of total loss) 0 (128) (120) (224) 

Cash Loss to Lender (20% of total loss) 0 (32) (30) (56) 

Loss to Government on Default 0% 32% 30% 56% 

Recoveries 100% 68% 70% 44% 

1NQ000563910_0003 


