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UK COVID-19 INQUIRY

MODULE 9 WITNESS STATEMENT OF ANGELA JEAN CROSSLEY

|, Angela Jean Crossley, Director of Strategy, Policy and Analysis, Insolvency Service,
16th Floor, 1 Westfield Avenue, Stratford, London, E20 1HZ, will say as follows: -

PART A: Introduction

1. | am the Director of Strategy, Policy and Analysis at the Insolvency Service, and
have held this position throughout the Inquiry’s reference period of 1 January
2020 to 28 June 2022. On 1 April 2021 my title changed from Director of Strategy
and Change to Director of Strategy, Policy and Analysis, however my
responsibilities have remained substantively the same. | am providing this
statement on behalf of the Insolvency Service in response to the Inquiry’s draft
Rule 9 request dated 11 February 2025.

2. On behalf of the Insolvency Service, | would like to express my deepest sadness
and sympathy for all those who passed away or were affected in other ways by

the Covid-19 pandemic, including those still affected now and in the future.

3. Whilst | have personal recollection of many of the events outlined in this
statement, | have co-ordinated with colleagues within the Insolvency Service to
assist me in developing this statement and fully answering the Inquiry’s
questions. | have alsoc relied on colleagues to search for and collate the

documents | refer to in this statement.
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4. The Insolvency Service is an executive agency of the Department for Business
and Trade (DBT). Prior to the Machinery of Government changes in February
2023, the Insolvency Service was an executive agency of the Department for
Business, Energy and Industrial Strategy (BEIS). We help to deliver economic
confidence by supporting those in financial distress, tackling financial

wrongdoing, and maximising returns to creditors from insolvency proceedings.

5. Under the sponsorship of DBT, the Insolvency Service has policy responsibility
for the insolvency legal framework in England and Wales, and for parts of the
corporate insolvency framework in Scotland. We also have policy responsibility
for parts of the corporate enforcement framework in England, Wales and
Scotland, including the disqualification of company directors who have

demonstrated unfit conduct.

6. Our key activities include:

e providing the framework to rescue struggling businesses, and to ensure a
fair and orderly winding up where a rescue is not possible

e providing the framework for individuals to deal with problem debt, giving
them a fresh start, and a return to economic productivity

e ensuring the insolvency framework promotes investment in businesses
through predictable and transparent insolvency processes, supports
creditors’ interests, and recycles productive assets back into the economy

e ensuring the insolvency framework is administered effectively, both the
part that is administered within the Insolvency Service and by ensuring
that those in the private sector who administer the remainder of the
framework are regulated effectively

e providing financial support to employees who have been made redundant
and are owed redundancy pay or certain non-redundancy debts, by
administering the payment of statutory sums from the National Insurance
Fund

e tackling corporate misconduct and insolvency-related economic crime

through prosecutions, civil enforcement, and intelligence sharing.
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7. The insolvency and restructuring legal framework includes procedures for
companies or individuals unable to pay their debts. For companies these include
liquidation, administration, restructuring plans, and company voluntary
arrangements. For individuals these include bankruptcy, debt relief orders, and
individual voluntary arrangements. In addition, companies and individuals may
make use of a statutory moratorium to obtain time and space to consider their
debt relief or restructuring options free from creditor pressure. For companies this
is known as a Part A1 moratorium, and for individuals it is known as Breathing
Space. These statutory moratoriums were introduced during the Covid-19
pandemic on a permanent basis, and | expand on the Insolvency Service’s role in

introducing these schemes later in this statement.

8. For context, a brief summary of insolvency procedures in England and Wales is

as follows:

e Liquidation is sometimes referred to as a “terminal”’ insolvency, meaning
the company stops trading, its assets are sold to pay expenses and its
creditors, and the company is usually dissolved following the conclusion
of the liquidation. Liquidation can be compulsory, meaning the court has
ordered the company be wound up (usually because it is insolvent), or
voluntary, meaning it is instigated by the company out of court. Voluntary
liquidation can occur where the company is insolvent (creditors’ voluntary

liquidation) or solvent (members’ voluntary liquidation).

e The primary purpose of administration is to rescue an insolvent
company as a going concern, but it can more broadly be used to achieve
a better outcome for creditors than would have been the case had the
company entered liquidation (for example, maximising value by continuing

to trade whilst a buyer for the business is found).

¢ Restructuring plans were introduced during the pandemic on a
permanent basis. A restructuring plan is a court-sanctioned compromise
of a company’s debts, where the company is facing such significant

financial difficulties that they threaten its ability to continue to trade as a
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going concern. Restructuring plans are designed to be highly flexible, but
a company’s proposal must, in the court's view, be able to resolve the

company’s financial difficulties after its restructuring plan is sanctioned.

e Company voluntary arrangements and individual voluntary
arrangements are binding agreements between a company or an
individual and their creditors, where the creditors agree to accept a
reduced amount in full repayment of their debts or obligations. This is
usually achieved through regular payments to a supervisor, who is an

insolvency practitioner.

e Bankruptcy is a procedure for individuals who cannot afford to pay their
debts. Either an individual or their creditors can apply for bankruptcy and,
once the order is made, the process is administered by a trustee in
bankruptcy (an official receiver or insolvency practitioner). The trustee
may sell some of an individual's assets to pay their creditors. Individuals
are usually discharged from their debts after one year, but may need to
pay a proportion of their surplus income towards their debts for up to

three years.

e Debt relief orders are an alternative to bankruptcy for individuals with
relatively low levels of debt, limited assets, and limited surplus income.
Their debts are written off after one year without the sale of any assets or

regular payments.

9. Official receivers, employed by the Insolvency Service, operate in England and
Wales. They act as insolvency office-holders in relation to most bankruptcies and
compulsory liquidations. An official receiver also adjudicates upon all debt relief
order applications. The Business Services Division of the Insolvency Service
adjudicates upon applications from individuals wishing to make themselves
bankrupt and administers the Breathing Space scheme in England and Wales on
behalf of HMT.
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10. Insolvency practitioners (IPs) are individuals in the private sector who act as
insolvency office-holders for all administrations, voluntary liquidations, company
voluntary arrangements, and individual voluntary arrangements, as well as some
bankruptcies and compulsory liquidations where the official receiver is not the
appointed office-holder. IPs also monitor all Part A1 moratoriums. IPs are
licensed and regulated by Recognised Professional Bodies (RPBs). The
Insolvency Practitioner Regulation Section (IPRS) of the Insolvency Service acts
as oversight regulator of the RPBs on behalf of the Secretary of State, across the
UK.

11. The Insolvency Service, through its Redundancy Payments Service (RPS) and
on behalf of the Secretary of State, provides financial support to the former
employees of insolvent employers where they are owed employment debts (for
example, unpaid wages). The RPS can also make payments to redundant
employees of solvent employers who are unwilling or unable to pay their statutory
redundancy pay. These payments are made from the National Insurance Fund

and are made to employees in England, Wales, and Scotland.

12. Finally, the Insolvency Service operates as a key part of the UK law enforcement
ecosystem. It is a prosecuting authority for insolvency-related economic crime
and operates a significant civil enforcement regime in relation to corporate
misconduct. lts civil enforcement capability is centred around disqualifying
miscreant company directors, winding up rogue companies that trade against the
public interest, and restricting the economic activity of reckless or fraudulent
insolvent individuals. It shares intelligence and evidential material with other
government departments, financial institutions, and other prosecuting authorities.
The Insolvency Service does not investigate where the criminality or wrongdoing
falls within the defined remit of other agencies, but it actively refers such matters
to those agencies that are better placed to investigate and prosecute the

wrongdoing, or departments with more relevant statutory powers.

Summary of the Insolvency Service’s role in the government’s economic response

to the pandemic
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13. In addition to ensuring our key functions outlined at paragraph 6 remained
resilient throughout the pandemic, the Insolvency Service adapted its approach
to assist the government’'s wider economic response. This response itself had to
adapt to the evolving nature of events during and after the pandemic. Much of the
detail of the Insolvency Service’s role will be covered later in this statement, but it

can be summarised as:

e Acting with other parts of government to support the then government’s
programme of financial assistance, by helping otherwise viable
companies avoid the threat of insolvency during the Covid-19 pandemic
emergency. This included both permanent and temporary insolvency
measures infroduced by the Corporate Insolvency and Governance Act
2020, and several extensions of those temporary measures. These are
explained further in paragraphs 30 to 72.

e Supporting individuals subject to insolvency proceedings by ensuring they
were given additional forbearance in making any monthly payments due
under those proceedings. It was a key government policy at the outset of
the pandemic that individuals, as well as companies, should be afforded

as much forbearance with regards to payments to creditors as possible.

e Expanding the eligibility criteria for individuals to obtain debt forgiveness
through a debt relief order and temporarily expanding relief measures in

Individual Voluntary Arrangements.

e Increasing the resources for its Redundancy Payments Service in
anticipation of needing to provide support to an increasing number of
individuals likely to need its services. Activities in this area were made
temporarily more complex by the introduction of the furlough scheme and

how it interacted with redundancy and insolvency payments.

e Focusing the Insolvency Service’'s investigation and enforcement

capability on taking action against those who abused the government’s
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pandemic-related financial support, such as the furlough scheme and
Bounce Back Loans (BBLs).

e Supporting IPs by giving them clear advice on how they needed to adapt
their regulated functions in order to be compliant with the lockdown
restrictions, and giving them notice of the changes or updates to
insolvency law made during the pandemic, particularly on the temporary

insolvency measures.

e Increasing the level of data collection and the frequency of publishing
insolvency statistics from quarterly to monthly, in addition to the
Insolvency Service’s role in collating and publishing data on levels of
insolvency within the economy. We also increased sharing of additional
data collection with other parts of government, and increased monitoring
and analysis of corporate insolvency trends for senior management and

ministers throughout the pandemic period.

14. The Insolvency Service provides and maintains a legal and regulatory framework
for companies and individuals to deal with their financial difficulties, and with all
affected stakeholders, in a fair and transparent way. This framework is designed
to be robust enough to tackle shocks that impact the national economy or the
wider public interest, including the insolvency of large or strategically important
companies. This includes tackling misconduct where that is found. The Covid-19
pandemic was significantly different in that it was an unprecedented global event
with no recent examples from which to base a practiced response. A great deal
of planning and preparation was needed to increase many of the Insolvency
Service’s functions to deal with the higher levels of insolvencies and
indebtedness that were expected. The principal difference, however, was the
deliberate intervention in the working of the insolvency legislative framework in
order to prevent wide-scale insolvencies of companies that would have been

viable but for the pandemic.

PART B: Cooperation and joint working
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15. Due to the wide-ranging nature of the response needed from the government to
the issues raised by the pandemic, the Insolvency Service worked closely with a
range of bodies. The exact nature of some of these relationships will be covered

in more detail later in this statement, but can be summarised as:

a. The Department for Business and Trade (DBT) (formerly known as the
Department for Business, Energy and Industrial Strategy) acts as the
Insolvency Service’s sponsor department for governance, finance, and policy
matters. We worked closely with DBT on the Corporate Insolvency and
Governance Act 2020 (CIGA 2020), as it included both permanent and
temporary insolvency measures and temporary corporate governance
measures. The Bill team for the Act included officials from both organisations.
Government Legal Department (GLD) lawyers advising DBT assisted
Insolvency Service policy officials with legal advice on the insolvency
measures contained within the Act, and DBT economists assisted in the
analysis of the insolvency measures in the Act. The Insolvency Service
provided advice to DBT ministers on policy measures and other information,
and sought decisions from those ministers in responding to the pandemic.
DBT’s Chief Statistician provided support and a contact point for escalation of

important matters relating to official statistics and the statistics profession.

b. His Majesty’s Treasury (HMT). Officials in HMT were key policy and
operational partners during and after the pandemic. This included advice on
policy issues related to the insolvency measures, particularly the temporary
measures included within CIGA 2020. During its development, discussions
focused on the workings of the new restructuring plan and how creditors and
rescue finance providers would be treated. Regular discussions were had
between HMT and Insolvency Service policy officials on the insolvency
temporary measures whenever an extension to the measures was proposed,
as there was a direct policy link with the government’s financial support

package.

c. His Majesty’s Revenue and Customs (HMRC). Regular catch ups, usually

weekly, were held between Insolvency Service and HMRC officials at the
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outset of the pandemic, and then less frequently up to the ending of the
temporary measures in April 2022. These meetings focused on the
insolvency temporary measures and the effect on HMRC’s normal tax

collection and enforcement functions in relation to companies and individuals.

Companies House. Prior to the pandemic, Companies House supplied data
to the Insolvency Service’s statistics team for the purpose of producing official
statistics on corporate insolvencies. These teams increased this collaboration

during the pandemic on matters relating to data supply and quality control.

There were numerous ad hoc meetings between Insolvency Service policy
officials and their counterparts in other government departments on various
measures in the Corporate Insolvency and Governance Act 2020, mostly

before the Bill went into Parliament. These included:

e The Ministry of Housing, Communities and Local Government
(MHCLG) regarding the temporary insolvency measures needed to
maintain the viability of the Coronavirus Act 2020 prohibitions on

landlords from forfeiting commercial tenancies

e The Department for Work and Pensions (DWP) along with the
Pensions Regulator and the Pension Protection Fund (PPF) to
discuss the new restructuring plan’s effect on the PPF as a creditor in

respect of pension scheme deficits

e The Department for Culture, Media and Sport regarding the
application of the new insolvency rescue procedures to charitable

organisations and museums

e The Department for Transport to discuss the proposed restructuring

plan’s effect on the aviation industry

e The Department for Energy Security and Net Zero (part of DBT at the

time), which wanted to ensure that the new Part A1 moratorium did
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not adversely affect certain conditions within Ofgem’s existing energy

licensing regime

e The Financial Conduct Authority, which wanted certain financial
market sectors to be exempt from some of the temporary easements

made to the new moratorium.

British Business Bank. We worked with the British Business Bank to share
information in relation to the Covid-19 Loan Schemes. This allowed for
information that was shared to also be shared with any competent judicial,
regulatory, governmental, or supervisory body and in line with those bodies’

duties.

Insolvency Service officials were involved in a number of working groups

formed during or after the pandemic to deal with specific matters:

e The Covid Support Scheme Counter Fraud policy meetings
discussed and shaped a recoveries pilot exercise to obtain winding-up
orders against companies in default of Bounce Back Loans. This
group comprised officials from the Insolvency Service’s technical and
official receiver teams, British Business Bank (BBB), HMT, Cabinet
Office, Barclays Bank, and Begbies Traynor (an insolvency and
restructuring firm). The Insolvency Service’s role in this group was to
provide guidance on the liquidation process and to ensure a full

understanding of the costs and fees chargeable.

e The BBL Collaboration and Recoveries Group met to provide a
platform to share information and intelligence across the Bounce Back
Loan Scheme (BBLS) landscape. The group oversaw key BBLS
counter fraud activities, such as discussing the Covid-19 loan book,
the identification of red flags, defining good practices, and making
referrals to the WNational Investigation Service (NATIS). Other
members of this group were officials from BBB, UK Finance, Cabinet

Office, the Public Sector Fraud Authority (PSFA) and representatives

10
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from 58 finance companies that provided Covid-19 finance backed by
the government. The Insolvency Service’s role in this group was to
develop best practice, contribute its expertise on all insolvency
matters, and seek support from lenders regarding ongoing

investigations.

e The Covid-19 Loan Scheme Counter Fraud Working Group was a
Senior Civil Service level led forum to provide cross-Government
coordination and coherence to HMG's counter fraud response to the
Covid-19 Loan Guarantee Schemes, in particular the BBLS. lts
objectives were to set strategic direction for counter fraud work on the
Covid-19 loan schemes, ensure that counter fraud work on the
Covid-19 loan schemes was coordinated and scrutinised, ensure
counter fraud work was aligned with government policy objectives for
the delivery of BBB’s Covid-19 response schemes, and to support the
accounting profession in continuing to fulfil its responsibilities
throughout the pandemic. Other members of this group were officials
from BBB, Cabinet Office, Home Office, HMT, HMRC, the National
Crime Agency and NATIS.

¢ The Covid Debt Schemes Counter Fraud Programme Board was
responsible and accountable for shaping and delivering the Covid
Debt Schemes Counter Fraud Programme in line with DBT ministerial
direction. The Board was the overall governance and decision-making
body for the BBLS, with other schemes covered by exception. The
Board members were a combination of key stakeholders from DBT,
BBB, Cabinet Office, PSFA, HMT, and the Insolvency Service.

16. At the beginning of the pandemic, many meetings were held remotely, with
officials using new virtual team technology, often well outside of normal working
hours, and having to deal with novel issues at very short notice. Remote working
was further impacted by incompatible digital systems across departments, which
caused difficulties in attending meetings, drafting and sharing documents, and

responding at pace during parliamentary proceedings.

11
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17. Despite these challenges, the vast majority of collaborations between the
Insolvency Service and other government bodies or working groups were very
positive. Amongst the policy teams and their leaders, there was a shared sense
of the magnitude and urgency of the work needed, and this often helped to

overcome any working policy tensions.

PART C: The Insolvency Service’s role in the economic response to the pandemic

Gathering and monitoring economic data

18. Prior to the pandemic, the Insolvency Service published quarterly statistics on the
numbers of corporate and personal insolvencies on GOV.UK. The raw data is
gathered from a mixture of internal systems, Companies House, and Insolvency
Service counterparts in Scotland and Northern Ireland. The data is processed
and quality assured before publishing. At the start of the pandemic, the
Insolvency Service began to receive requests for more regular information and
analysis from DBT, HMT, and other stakeholders. The Office for National
Statistics (ONS) began publishing more frequent indicators of performance of the
UK economy, mostly advancing from quarterly publications to monthly, or
sometimes weekly. In April 2020, the Insolvency Service’s statisticians
recommended increasing the frequency of publication of the insolvency statistics
from quarterly to monthly. Whilst the Lead Official for Statistics has delegated
authority under the Code of Practice for Statistics to make such decisions, this
was also approved by the Insolvency Service’'s Executive Leadership Team
(Exhibit AC/01 [INQ 000618082]). The first monthly statistics were published on
15 May 2020. The Insolvency Service continues to publish monthly statistics
given the significant demand and national interest (including from the media) they

attract.

19. The Insolvency Service also historically shared weekly management data with
DBT and HMT, showing volumes of corporate insolvencies. This was comprised
of aggregated data sourced mainly from the London Gazette and incorporated
into the Insolvency Service’'s own case management systems. In March 2020,

HMT asked whether this data could be supplied daily for use in a cross-Whitehall

12
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20.

Covid-19 intelligence pack. Mindful that the Gazette data was of lower quality
overall than the definitive Companies House data, the Insolvency Service’s
analysts worked with those from Companies House to specify and develop a
daily data feed from Companies House to DBT, HMT, and many other
government departments. These data sets were used across the government to

monitor insolvencies, including at regional and sectoral level.

The Insolvency Service routinely shares commercially sensitive data with
government departments regarding upcoming redundancies, which are reported
by companies directly to the Insolvency Service. UK registered companies have
a legal requirement to notify the Secretary of State of any proposal where twenty
or more employees at any one establishment could be made redundant, giving at
least thirty days’ prior notice. DBT uses the information to understand the impacts
on sectors and local economies, and it also featured in its daily real-time
Economics Indicators Dashboard, whilst DWP and other local agencies use it to
co-ordinate local support. Further use was made of this data during the pandemic

as follows:

e MHCLG used it to estimate potential job losses attributable to Covid-19,
sharing this across government. The Insolvency Service received
examples of this analysis in June 2020. This showed, overall, that
potential job losses attributed to Covid-19 accounted for 55% of the total

job losses reported between February and June 2020.

e In response to repeated data requests on advance notice of
redundancies, the Insolvency Service began publishing monthly
aggregated totals of (i) advance notifications of redundancy notices and
(ii) potential redundancies. DBT ministers were advised on 25 February
2021 of the intention to publish this additional data, and it was published 2
June 2021.

e From April 2021, the Insolvency Service began supplying ONS with

commercially sensitive advance notifications of redundancies. After its

13
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own analysis of that data, ONS published aggregated data as part of its

Economic Activity: Real Time Indicators publication.

21. The Insolvency Service collected data on enforcement outcomes where the data
related to abuse of government Covid-19 financial support schemes. In February
2022, a technical working group in the Insolvency Service decided how to classify
and capture more detailed information on abuse of specific schemes in its
investigation case management systems. In April 2022, the Insolvency Service
first published annual official statistics showing enforcement outcomes where the
misconduct related to abuse of government Covid-19 financial support schemes.
The Insolvency Service’s annual enforcement statistics continue to reference

outcomes arising from Covid-19 support scheme abuse allegations.

22. Lord Sikka tabled a Parliamentary Question, number 12388 on 20 January 2021,
requesting that Government create a database to record insolvencies caused
specifically by Covid-19. Lord Callanan, the then responsible minister, responded
on 3 February 2021 that although the official receiver recorded this information,
the cases dealt with by the official receiver alone would not be representative, as
it would not include cases dealt with in the insolvency practitioner sector of the
insolvency framework (Exhibit AC/02 [INQ000618094]). However, the
Insolvency Service did publish data on the GOV.UK website showing a
breakdown of those insolvencies that entered a compulsory liquidation procedure
covering the period April 2017 to December 2021, recording the cause of the
insolvency. This data showed that 71 compulsory liquidations out of a total of

1,138 were recorded as Covid-19 being the cause of the insolvency.

23. In addition to increasing the frequency of our statistical releases and providing
more data to other government departments, the Insolvency Service’s CEO also
commissioned a weekly briefing on insolvency volumes and redundancy claims

in around March 2020; the first such briefing being given on 21 March 2020.

24. During the reference period, there was widespread demand for forecasts of
post-lockdown insolvency volumes. The UK had entered a significant recession,

and previous recessions had seen large increases in insolvencies. The

14
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25.

26.

27.

Insolvency Service conducted analysis showing potential scenarios for
insolvency volumes for 2020/21 and 2021/22, using varying assumptions around
(i} length of time that insolvency volumes would remain lower than they were
pre-pandemic, and (i) the pace and severity of subsequent increases in
insolvency. There was a high degree of uncertainty and therefore the range of
potential outcomes for insolvencies was very wide. This analysis was delivered to
the Insolvency Service’s Executive Leadership Team and fed into operational
planning. It was also shared with officials in other government departments
including HMT, HMRC, DBT, and the Office for Budget Responsibility. The

analysis was revisited and shared periodically thereafter.

ONS, at the Insolvency Service’s request, included additional questions on
businesses’ risk of insolvency in its “Business Impact of Coronavirus” survey. The
first results for these questions were available on 10 September 2020 and
showed businesses’ perceived risk of insolvency and their perceptions of the
change in the risk caused by Covid-19. This was broken down by industry sector,
business size, and region. These questions were asked periodically in
subsequent surveys. The Insolvency Service’s analysts monitored the responses,
summarised the results for the Executive Leadership Team, and took them into

consideration for other analysis.

In 2019, The Insolvency Service had commissioned the University of Lancaster
to conduct a manual data collection of the outcomes of corporate insolvencies,
using information from Companies House filings. The data collated was
subsequently used in the impact assessment accompanying CIGA 2020,
specifically to estimate the benefits of the permanent measures introduced in
CIGA 2020.

The Insolvency Service’s analysts conducted an impact assessment (IA) of CIGA
2020 during its Bill stage, outlining the rationale for intervention, options
considered, and a cost benefit analysis of the permanent measures. These
measures were estimated to have a substantial net direct benefit to business
resulting from better outcomes from insolvency for creditors. The IA included an

annex containing a narrative on the impact of the temporary measures, but a full
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cost benefit analysis was not required as these measures were outside the scope

of the Better Regulation framework.

28.In September 2021, the Insolvency Service commissioned the University of
Wolverhampton to conduct an evaluation of the three permanent measures
introduced by CIGA 2020. This evaluation was based on qualitative research via
in-depth online interviews of various stakeholders. An interim report was
published on GOV.UK on 21 June 2022, with the final report published in
December 2022. The permanent measures were broadly welcomed by
stakeholders and were seen as satisfying their policy objectives. Each of the
measures was seen to be assisting the rescue of companies as going concerns.

This in turn was seen as contributing o job retention in those companies.

29.In June 2022, the Insolvency Service commissioned a company called MCC
Economics to conduct a manual data collection of corporate insolvency
outcomes, using information from Companies House filings. The data collated
was subsequently used in the CIGA 2020 post implementation review to estimate
the benefits of the permanent measures. This review was published on GOV.UK
in June 2023.

Temporary Changes to Insolvency Law

30. In conjunction with other government departments key to the overall economic
response, the Insolvency Service played a leading role in developing and
implementing two temporary changes to insolvency law: suspending wrongful
trading provisions and restricting winding-up petitions. These were introduced

under CIGA 2020 and are explained in more detail below.

31. In making its recommendations to DBT ministers, the Insolvency Service sought
to align the insolvency measures with HMT’s wider strategy for business support.
The government's main objective for the CIGA temporary measures was to
prevent mass insolvencies of otherwise viable businesses impacted by the

lockdown restrictions. Insolvency Service officials worked closely with their

16
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32.

counterparts in HMT, DBT, MHCLG, and the Cabinet Office principally, but
worked also with other government departments (as noted in paragraph 15(e)).
Prior to giving advice to DBT ministers, Insolvency Service officials received a
number of proposals from stakeholders to deal with issues that businesses were
experiencing as the initial stages of the lockdown began, and as the lockdowns
developed during 2020. Insolvency Service officials took account of all of these in
making their final recommendations to the government on the urgent legislative

proposals.

As far as the Insolvency Service is aware, these measures were unprecedented
in peacetime and were, by necessity, developed over a short period. In
recognition of the exceptional circumstances that the pandemic presented, these
measures were designed to intervene in the normal operation of the insolvency
regime. Ordinarily, the UK’s insolvency regime is designed to provide an orderly,
efficient, and transparent way of dealing with financial distress. The CIGA 2020
temporary measures and their extensions were designed intentionally to prevent
otherwise viable businesses from entering insolvency and, once the country
emerged from the lockdown periods, to improve their ability to restructure their
debts and recover. This was in the context of the government’s broader call for
creditor forbearance, and the significant concerns raised with the Insolvency
Service (outlined at paragraph 46) of the potential for companies that were viable
but for the pandemic being involuntarily put into insolvency procedures on a
mass-scale. We believed that an effect of being required to “lockdown” would
mean that a significant proportion of companies would have reduced income due
to suppressed trading whilst still having expenses to pay, causing significant cash
flow pressures. As it would not be possible to review the financial position of
every company or reliably predict their future prospects, it was necessary to give
the benefit of the doubt to struggling companies and afford them protection,
whilst also applying specific and targeted safeguards where appropriate (outlined
at paragraph 51) and applying tapering measures when the temporary changes
were removed (outlined at paragraph 66). Success would therefore mean
preventing an unnecessary increase in corporate insolvencies as a result of the
Government’s need to restrict normal trading operations during the lock down

periods of the Covid-19 pandemic, as well as immediately after when businesses
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needed time to recover. It would be very difficult to measure whether any
increase in corporate insolvencies was unnecessary and as a default we

therefore measured overall numbers of corporate insolvencies, which fell.

The Insolvency Service’s role in the suspension of wrongful trading provisions

33. Wrongful trading is a legal action that may be taken by an insolvency
office-holder (a liquidator or administrator) against a director. A director may be
held personally liable for any additional losses to creditors after the point where
the director knew or ought to have known that there was no reasonable prospect
of the company avoiding insolvent liquidation or administration. Wrongful trading
is not in itself a bar to trading, but a strong deterrent to prevent trading beyond

the point of inevitable insolvency.

34. From 17 March 2020 onwards, stakeholders began reporting that the boards of
many large, well-run companies were considering whether they ought to cease
trading to avoid personal liability issues for the directors, as a direct result of their
trading operations having to be shut down due to the enforced lockdowns. On 27
March 2020, the Economic and Business Response Implementation Group
agreed with the Insolvency Service’s recommendation that the government
suspend the wrongful trading provision to prevent otherwise viable businesses
from closure (Exhibit AC/03 [INQO0O00475288]). In recommending this measure,
we recognised the risks associated with suspending what is a deterrent to
directors behaving recklessly, specifically the risk that directors of insolvent
companies may continue to trade at the risk of creditors. However, this was
considered to be a small risk as most businesses were in any case severely
limited by lockdown, and all of the other business-as-usual protections for
creditors remained in place (further referred to at paragraph 43). Directors’
statutory duties under Companies Act 2006 remained in place, as did their
common law duty to protect the interests of creditors when the company is
insolvent. The broader corporate enforcement regime (outlined at paragraph 76)
also remained in place, meaning that directors could still be prosecuted or

disqualified, including allowing for funds to be recovered from directors through
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35.

36.

37.

Compensation Orders in appropriate cases (outlined at paragraph 77). We
therefore assessed that the downsides of suspending the wrongful trading
provisions for a defined period were balanced through the need to prevent
otherwise viable companies from closing due to conscientious directors avoiding

the perceived risk of personal liability under the wrongful trading provision.

Given that the proposal would need primary legislation and that would take time,
the Insolvency Service recommended that the provisions be applied
retrospectively and to make an urgent announcement to that effect to give
directors the necessary confidence to continue trading ahead of any change to
primary legislation. Applying legislation retrospectively requires the prior
agreement of the Attorney General, and on 28 March 2020, it was agreed that
the government's business support package be backdated to 1 March 2020
(Exhibit AC/04 [INQ000618124]).

On 23 March 2020, Insolvency Service officials contacted their counterparts in
the Accountant in Bankruptcy (AiB) (for the Scoitish Government) and the
Department for the Economy (DfE) (for the Northern Ireland Executive) to discuss
the proposals. Insolvency is almost entirely transferred to Northern Ireland, partly
devolved to Scotland (regulation and some corporate insolvency processes are
reserved), and wholly reserved for Wales. We have a good working relationship
with colleagues in the devolved governments, and held meetings with AiB on 23
March 2020 and with DfE on 24 March 2020 to brief their officials on the

proposed temporary measures.

On 26 March 2020, Minister Scully responded to a PQ number 32707 (tabled on
20 March 2020) from Martyn Day MP (SNP)on the possible suspension of
wrongful trading provisions by stating that the government was urgently
considering a range of measures to help businesses where Covid-19 caused the
business’s financial difficulties (Exhibit AC/05 [INQ000618136]). On 28 March
2020, the then Secretary of State for BEIS announced that the suspension would
take place for an initial period of 3 months from 1 March 2020 to 31 May 2020.
There was provision in the legislation for the suspension to be extended, and as

lockdowns were still in place during the Bill's passage, the government
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38.

39.

40.

41.

introduced an amendment to extend the suspension to 30 September 2020. This

aligned with the government’s other packages of measures for business support.

Following the Prime Minister's announcement of another lockdown for England
on 31 October 2020, Insolvency Service officials considered whether to revive
the suspension measures for wrongful trading (Exhibit AC/06 [INQ000618147]).
There were complications to consider: as the original period of suspension had
expired, further suspension could only be implemented through a legislative
procedure under section 20 of the recently enacted CIGA 2020, which allowed for
temporary provisions to be put in place for up to 6 months. In addition, the
devolution of public health matters to Scotland and Wales meant that lockdowns
and other trading restrictions were applied differently across Great Britain, which
could have resulted in an inconsistent approach across the devolved

governments.

On the proposal to reinstate the wrongful trading suspension, HMT was initially
opposed on the basis that the number of insolvencies had not significantly
increased since the previous provisions had expired. In response to stakeholder
concerns, the Insolvency Service continued to push for the revival of suspension
provisions to give confidence to directors wishing to continue their companies’
businesses during uncertain trading conditions. As an example of the concerns
being raised, the Institute of Directors in Scotland had requested another
suspension through AIB on 4 November 2020. HMT officials agreed with the
Insolvency Service’s recommendation on 5 November 2020 (Exhibit AC/07
[INQ0O00618149]).

On 4 November 2020, the Insolvency Service informed DBT officials of the
intention to legislate for the revival of wrongful trading suspension. DBT
requested that the legislation also include a revival of the suspension of company
law measures, principally to temporarily relax the Annual General Meeting

requirements for companies to be held physically.

The government gave its clearance and the reinstatement of the wrongful trading

suspension was implemented via the Corporate Insolvency and Governance Act
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42.

43.

44.

2020 (Coronavirus) (Suspension of Liability for Wrongful Trading and Extension
of the Relevant Period) Regulations 2020. The legislation was laid on 25

November 2020 and came into force on 26 November 2020.

As the provisions were not retrospective, there was a gap between the end of the
earlier suspension of 30 September 2020 and the beginning of the new
suspension on 26 November 2020. We did not anticipate, and have not been
made aware of, any actions taken against directors for wrongful trading during
this short period. Once the suspension was in place, Insolvency Service officials
continued to monitor the ongoing need for it closely (Exhibit AC/08
[INQOO00618150]). The new wrongful trading suspension provisions covered the
period from 26 November 2020 to 30 April 2021, and were subsequently
extended to 30 June 2021 by the Corporate Insolvency and Governance Act
2020 (Coronavirus) (Extension of the Relevant Period) Regulations 2021. This
extended expiry date aligned with the end of other government measures to

support business.

In developing this and other temporary measures, the Insolvency Service
carefully considered the risks to creditors and the impact on insolvency volumes
once the temporary measures were lifted. Protections were included, such as the
limited length of the suspension, the requirement to continually monitor its impact
and continued need for the suspension to remain in place, and the exclusion of
financial services companies from the measure at the request of HMT. In
addition, the existing directors’ duties and fraudulent trading provisions in the
Companies Act 2006, and the provisions on fraudulent trading and misfeasance
in the Insolvency Act 1986, continued to apply. Given these protections and the
extraordinary circumstances of the pandemic, a reasoned judgement was made
that no other safeguards were necessary. | am not aware of directors exploiting

this measure at the expense of creditors.

| am also not aware of any long-term impacts on the insolvency framework of this
measure other than office-holders having to allow for the 8-week gap between
suspensions when calculating a period of wrongful trading. It is possible that the

suspension of wrongful trading led to fewer actions being taken by office-holders,
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which may have impacted returns to creditors. However, this in itself was no
reason not to proceed with the suspension given that the overriding government
priority was to avoid unnecessary insolvencies of otherwise viable firms. An
action for wrongful trading can be brought only once a company is in liquidation
or administration, and therefore the provisions did not delay necessary
restructuring or cause additional financial distress. They were designed to give
confidence to directors and prevent the premature or unnecessary formal

insolvency of otherwise viable companies.

The Insolvency Service’s role in the restrictions on winding-up petitions

45. On 25 March 2020, the Coronavirus Act 2020 suspended commercial landlords’
rights to forfeit leases for non-payment of rent. These temporary measures were
to run until 30 June 2020, providing a 3-month grace period for business tenants
struggling to make rent payments during the pandemic. The measures were later
extended to March 2022.

46. In March 2020, stakeholders began raising urgent concerns that commercial
landlords were preparing to issue a considerable number of statutory demands
for tenants’ rent arrears, as a way of bypassing the lease forfeiture restrictions
included in the Coronavirus Act 2020. An unpaid statutory demand can be a first
step in proving insolvency to a court in order to obtain a winding-up order against
the company, placing it into compulsory liquidation. In most cases, a winding-up
order would result in the company ceasing to trade, its employees being made
redundant, and its assets sold off by a liquidator. This raised immediate and
significant concerns that otherwise viable businesses would be forced into
insolvency. These concerns were made directly to the Insolvency Service by

stakeholders such as the British Retail Consortium, UK Hospitality, and others.

47. A winding-up action can damage a company reputationally or operationally even
before the case is decided by the court. For example, it is normal for the
winding-up petition to be published in the Gazette, after which banks may freeze

a company’s bank accounts, severely limiting its ability to trade. Allowing
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48.

49.

50.

commercial landlords to bypass the lease forfeiture restrictions would have
substantially undermined the purpose and viability of the Coronavirus Act 2020
policy intentions in encouraging creditor forbearance and protecting otherwise

viable businesses.

The Insolvency Service raised these concerns with DBT and MHCLG ministers in
a submission dated 8 April 2020 (Exhibit AC/09 [INQ000585557]). A further
submission of 10 April 2020 (Exhibit AC/10 [INQ000618084]) and a paper to the
EBRIG Cabinet Committee of 16 April 2020 (Exhibit AC/11 [INQ000618085])
recommended that winding-up petitions only be permitted to proceed where the

company’s inability to pay its debts was not caused by the Covid-19 pandemic.

On 24 April 2020, Insolvency Service officials obtained the Attorney General’'s
Office’s agreement to suspend the use of statutory demands to support
winding-up petitions being implemented with retrospective effect to 1 March 2020
(Exhibit AC/12 [INQO000618086]). The Insolvency Service had worked with DBT
officials to issue a press release on 23 April 2020, announcing that the
government would legislate urgently, and this was updated on 25 April 2020 to
add the start and end dates for the measures. Provisions restricting the
presentation of winding-up petitions were introduced with the Bill on 20 May
2020. The restrictions initially covered the period from 27 April 2020 to 30
September 2020 (extended from 30 June 2020 during the passage of the Bill).
They applied to all companies regardiess of size and were separate, and in
addition to, the permanent company breathing space measure (the moratorium)
that CIGA 2020 also introduced (outlined at paragraph 54). The restrictions were
subsequently extended four times to cover the period 1 October 2020 to 30
September 2021, to align with the measures protecting commercial tenants
against lease forfeiture contained within the Coronavirus Act 2020, and the
Government’s fiscal support measures for companies (Exhibits AC/13-AC/19
[INQO00618087-000618093], | AC/27 | [INQ000618102], ACI27A
[INQO00618110]).

Following introduction of the measures there was a significant reduction in
winding-up orders (Exhibit AC/20 [INQ000618095]). From an early stage, the
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51.

Insolvency Service was conscious that the restrictions could create a build-up of
a substantial number of winding-up petitions once creditors’ right to issue
petitions was restored. This would have had a detrimental effect on business,
which at the time needed both trading operations to be fully restored and time to
rebuild financial sustainability to deal with the debts that accrued during the
lockdown period free from aggressive creditor action. The Insolvency Service
also wanted to avoid a deluge of petitions that would have significantly impacted
the courts. To address these concerns, the Insolvency Service developed
tapering measures, which provided for the CIGA 2020 temporary measures to be
gradually relaxed, along with communications that explained the timeline for full
removal of the temporary measures. The government communications also
urged creditors to negotiate with their debtors and emphasised the need for
extended forbearance. A submission on tapering measures was put to DBT
ministers on 16 July 2021, and the measures were implemented from 1 October
2021 to 31 March 2022 (Exhibit AC/21 [INQ000618096]). In recognition of the
impact that accumulated rent arrears had on commercial landlords and tenants,
the Insolvency Service worked closely with the working group led jointly by DBT
and MHCLG officials that developed the statutory rent arbitration system.

The Insolvency Service was conscious that the winding-up restrictions could
adversely impact creditors, but the government’'s overriding policy objective was
to prevent unnecessary insolvencies of otherwise viable companies. The
government’s instruction that certain businesses close their in-person operations
in order to observe social distancing measures severely limited their trading
operations, and therefore their revenue at a time when fixed costs continued to
accrue and historic debt could not be paid. In conjunction with the other support
measures implemented across government, the temporary insolvency measures
were necessary to protect companies made vulnerable by Covid-19. Crucially,
the restrictions on winding up were not absolute, and allowed creditors to petition
for the winding up of companies that were insolvent for reasons other than the
pandemic or on grounds other than insolvency; | refer to paragraph 24 of the
Explanatory Note for CIGA 2020 (Exhibit AC/22 [INQ000618097]). Use of this
exception to the measures was monitored through compulsory liquidation

statistics.

24

INQO000652767_0024



52. Unpaid debts can have a greater impact on small and medium enterprises
(SMEs), however returns to creditors when a business enters formal insolvency
are generally low: approximately 90% of companies in compulsory liquidation
cannot meet the statutory fees charged and do not make any return to creditors
at all (Exhibit AC/23 [INQ000618098]). Overall, it was considered that the
package of measures advanced in CIGA 2020 would provide a greater chance
for company survival and ultimately better returns to creditors (Exhibit AC/24
[INQ000618099]).

53. The policy itself allowed businesses to avoid creditor claims in the short term,
including those creditors whose claims would have been “legitimate” but for the
pandemic and the temporary restrictions. Exemptions were in place for the
winding up of businesses where insolvency was not related to the pandemic and
winding up on grounds other than insolvency was still possible. During the period
of temporary restrictions, 71 winding-up orders were made. It is not possible to
say whether these exemptions were used suitably by all who benefitted from
them. Once the restrictions were lifted, creditors were able to petition for winding

up as normal.

Permanent measures

54.In addition to the temporary measures outlined above, CIGA 2020 inserted a
new, permanent moratorium at Part A1 of the Insolvency Act 1986, giving
companies in financial distress breathing space in which to explore rescue and
restructuring options free from creditor action. Moratoriums are monitored to
ensure that the rules of the moratorium are adhered to by licensed [IPs acting in
the statutory role of ‘monitor’, whose actions fall within the robust IP regulatory
framework. Additionally, the legislation was drafted to permit any creditor that
believed its interests had been unfairly harmed by the moratorium to challenge
the actions of the monitor, or the directors of the company subject to the
moratorium, in court. While the moratorium is a permanent measure, it was

subject to a number of temporary modifications during the period from 25 June
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55.

56.

2020 to 30 September 2021, in response to the pandemic. The modifications
related to easing the eligibility criteria for seeking a moratorium and temporarily
removing the restriction on companies that they have no more than one
moratorium in a 12-month period and that they could not have been in
administration, or subject to a company voluntary arrangement, in the 12 months
preceding the entry to a moratorium. They also required the monitor to disregard
the impact of Covid-19 in assessing the feasibility of a company rescue,
something that would otherwise have been required. Since their introduction in
June 2020, to the end of 2024 there have been 59 moratoriums, of which 9 were
filed during the period covered by the temporary modifications (Exhibit AC/25
[INQ000618100]).

CIGA 2020 also inserted a new, permanent restructuring tool at Part 26A of the
Companies Act 2006, known as the restructuring plan. The restructuring plan
was proposed in order to facilitate company rescue and improve returns to
creditors. The procedure introduced a concept, known as ‘cross-class cram
down’, that had not previously been available in UK restructuring processes.
Cross-class cram down allows the votes of a class or classes of creditors that are
in favour of a restructuring plan to overrule (‘cram down’) the votes of dissenting
classes of creditors, provided certain qualifying criteria, designed to protect
against abuse of the process, are fulfilled and that the court is content to sanction
the plan. The availability of cross-class cram down, where required, is an element
of other international regimes, for example Chapter 11 of the United States
Bankruptcy Code and the European Union Directive on Preventative
Restructuring Frameworks (EU 2019/1023).

Restructuring plan numbers have been relatively low as a proportion of all UK
restructuring and insolvency cases since commencement (36 companies
registered in England and Wales, 3 companies registered in Scotland and 13
companies registered overseas as at 31 March 2025). Nonetheless, they have
been used mainly in large, complex restructurings, many of which would not have
been possible without the creation of the Part 26A procedure. Without the option

of a restructuring plan, these companies would likely have made use of more

26

INQO000652767_0026



value-destructive forms of insolvency, such as administration, to the detriment of

the company, its creditors, employees, shareholders, and other stakeholders.

57. On 26 June 2023, the government published a post-implementation review (PIR)
on the CIGA 2020 permanent measures (Exhibit AC/26 [INQ000618101]). This
analysis stated (at paragraph 5.61) that a conservative best estimate of the
ongoing benefit to UK creditors from the restructuring plan procedure in terms of
increased returns was £497.1million per year. The review also noted that the
restructuring plan has been welcomed by stakeholders, is seen as a success,
and appears to satisfy its policy objectives. Some concerns were raised over the
cost of setting up or challenging a restructuring plan, which may limit its use for
SMEs, although it is noted that SMEs have made use of the procedure, albeit as
a small minority of the total number of restructuring plans. Based on the PIR and
the continuing use of the restructuring plan to help save financially distressed
companies since the review was published in 2023, | am confident that the
restructuring plan has proven to be a viable and useful alternative to existing
insolvency procedures, and a high-quality addition to the UK’s corporate

restructuring toolkit.

Alternative measures considered

58. In the 2016 consulitation, ‘A Review of the Corporate Insolvency Framework’, the
government included a proposal on rescue finance, also known as debtor in
possession or ‘DIP finance' (at pages 28-32 of the published document). The
proposal would have allowed for borrowing undertaken during an insolvency or
restructuring process to have priority over other, pre-existing, lending. This is
sometimes known as ‘super-priority finance’ and is a common way to legislate for

DIP finance in other jurisdictions.

59. The proposal was not well-received by consultation respondents in 2016, nor
those who responded to a similar DIP finance proposal in 2009, and was not
taken forward. The government announced in 2018, as part of the published

response to the ‘Insolvency and Corporate Governance’ consultation, that the
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DIP finance measures were not going to be taken forward as the existing market
for funding distressed businesses functioned well, and making changes may give
rise to serious and negative consequences on lending more widely (paragraph
5.186 of the published document). Given the unprecedented impact of Covid-19
on business, DIP finance was again considered, alongside the package of
permanent measures. Given the significant concerns that had been raised by
stakeholders about the impact on wider lending, the government agreed that
introducing such a complex measure via emergency legislation was too great a

risk to the wider economy. The proposal was not taken forward.

60. As noted in paragraph 29, the Insolvency Service received suggested measures
from various stakeholders at the outset of the pandemic. These were considered,
but there were no additional measures suggested to the government other than
those ultimately implemented by CIGA 2020 and the subsequent extensions of
those measures. However, as will be noted in paragraphs 108 to 113, the
government did legislate after the lockdown periods through the Rating
(Coronavirus) and Director Disqualification (Dissolved Companies) Act 2021 to

introduce a new power to disqualify former directors of dissolved companies.

The Insolvency Service’s role in phasing out the temporary changes to insolvency

law

61. The Insolvency Service was aware of the significant nature of the intervention to
prevent widespread insolvencies and carefully considered the impact of the
measures in advising the government. This included the adverse impact on
creditors and those creditors’ own solvency, and the disruption that the temporary
measures would have on the normal working of both the insolvency regime and
the wider economy (Exhibits AC/11 [INQ000618085], AC/27A
[INQOO00618110]). However, at the time it was recognised by the government,
stakeholders and the Insolvency Service that the overriding priority and action
needed was to prevent unnecessary insolvencies of otherwise viable companies
due to the impact of Covid-19 on normal trading activity. From their introduction

until after the final expiry of the tapering measures, the impact of the policy was
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62.

63.

64.

kept under review, discussed and coordinated within wider government and with

business representatives.

The Insolvency Service played a central role in advising government on phasing
out the temporary measures. Officials consulted with other government
departments and key stakeholders. On 5 August 2020, the Insolvency Service
advised the government on extending the temporary provisions beyond 30
September 2020 (Exhibit AC/13 [INQO000618087]). That advice suggested that
extensions would best support businesses in dealing with increased creditor
pressure as the economy reopened. Initially, the Insolvency Service did not
propose extending the temporary restrictions on statutory demands, winding-up
petitions, and wrongful trading, as these measures were concerned with
providing emergency support during the lockdown period. However, due to the
fluid nature of the pandemic impact and its effects on business, that advice
changed. The Insolvency Service discussions with HMT and the Chancellor of
the Exchequer’s private office raised concerns that withdrawal of support could
trigger a wave of insolvencies, at a time when the government wanted to give
business as much time as possible to return to normal trading (Exhibit AC/27
[INQO00618102]).

On 24 August 2020, the Insolvency Service advised the government of these
concerns and recommended an extension to the temporary insolvency
measures, other than the suspension of wrongful trading. The Corporate
Insolvency and Governance Act 2020 (Coronavirus) (Extension of the Relevant
Period) Regulations 2020 subsequently extended the winding up restrictions until
31 December 2020.

The Insolvency Service provided further advice in a submission of 13 November
2020 that the restrictions on liability for wrongful trading (which had expired)
should be reinstated (see paragraphs 38 to 41 above). The Corporate Insolvency
and Governance Act 2020 (Coronavirus) (Suspension of Liability for Wrongful
Trading and Extension of the Relevant Period) Regulations 2020 reintroduced
these restrictions, and revived the suspension of wrongful trading provision, until

30 April 2021. On 24 February 2021, a further submission was sent to
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65.

66.

recommend the extension of the insolvency temporary measures, which would
align with the ongoing fiscal support package and the potential tapering of the
insolvency measures. The Insolvency Service suggested that these measures
could be developed and implemented when trading conditions normalised in
order to avoid a sudden, sharp increase in insolvencies of otherwise viable
businesses struggling with accrued debts and low cash reserves due to the
lockdowns. The Corporate Insolvency and Governance Act 2020 (Coronavirus)
(Extension of the Relevant Period) Regulations 2021 subsequently extended the
restrictions on winding-up petitions and the suspension of wrongful trading until
30 June 2021.

On 24 May 2021, the Insolvency Service advised the government that the
temporary restrictions on winding-up petitions should be extended for a final
3-month period, but that all other temporary measures be permitted to expire
(Exhibit AC/18 [INQ000618092]). The Corporate Insolvency and Governance
Act 2020 (Coronavirus) (Extension of the Relevant Period) (No. 2) Regulations
2021 subsequently extended the restrictions on winding-up petitions until 30
September 2021.

Concerns around the impact on business of a sudden end of support and a
potential sharp increase in insolvencies were reiterated in a submission of 16
July 2021 (Exhibit AC/21 [INQ000618096]). The Insolvency Service proposed
tapering measures for the restrictions on winding-up petitions to support a
gradual return to the normal functioning of the insolvency framework. The
tapering measures included winding-up petitions being restricted to debts that
were £10,000 or over and requiring creditors to seek to negotiate repayment of
the debt before presenting a winding-up petition. These measures were designed
to promote discussion between creditors and companies, and to give viable
companies time to access the tools available, such as the new moratorium or the
restructuring plan. The Corporate Insolvency and Governance Act 2020
(Coronavirus) (Amendment of Schedule 10) Regulations 2021 subsequently

introduced these tapering measures to run until 31 March 2022.
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Effectiveness and consequences of the temporary measures

67. Wrongful trading is an action that can only be taken by a liquidator or
administrator once a company has entered insolvency proceedings. This
measure could not in itself have delayed restructuring or led to prolonged

financial distress.

68. The temporary restrictions on winding-up petitions only restrained creditors from
winding up companies, leaving directors free to restructure or wind up their own
companies where necessary. Deciding the future of a company in distress can be
a complex matter, best considered with the benefit of professional advice. There
were additional complications for directors given the uncertainty over the
pandemic’s duration, but this was not caused solely by the temporary insolvency
measures. Companies could use the tools provided to restructure their debts, but
directors still needed to determine the right moment to do so. It should be noted
that, in addition to the temporary measures designed to avoid widespread
insolvencies of otherwise viable companies, CIGA 2020 also introduced new

restructuring tools to further help companies restructure.

69.The overriding policy objective was to prevent widespread insolvencies of
otherwise viable companies, which included SMEs. The failure of large
companies also has a significant impact on their customers and suppliers, many
of whom are likely to be SMEs. As creditors, SMEs still had the option to petition
for the winding up of companies that were insolvent for reasons other than the
pandemic (I refer to paragraph 24 of the explanatory note for CIGA 2020 (Exhibit
AC/22 [INQO000618097])). It is recognised that SMEs may be more susceptible to
economic shocks due to lower cash reserves or lack of resilience, but the
temporary insolvency measures were designed to work in conjunction with the
overall government support package to protect otherwise viable companies from
unnecessary insolvencies (I refer to paragraph 1.2 of the impact assessment for
CIGA 2020) (Exhibit AC/24 [INQ000618099]). Overall, it was considered that the
package of temporary measures, alongside the available tools for company
rescue and restructure, would provide a greater chance for company survival

and, ultimately, better returns to creditors.
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70. The Insolvency Service is not aware of any long-term effects of the wrongful

71.

72.

trading suspension other than office-holders needing to exclude the periods of
suspension when assessing wrongful trading actions. The Insolvency Service is
not aware of any long-term effects of the suspension of winding-up petitions and
statutory demands. In making these assessments, it is important to clarify that
there is an absence of evidence of long-term negative effects, rather than
conclusive evidence that there were no such effects. | am not aware of any
complaints having been made to the Insolvency Service about inadvertent or
unanticipated effects for either measure, and there were not unexpectedly large
numbers of companies entering insolvency later on. A meta evaluation of the
BEIS Covid-19 response suggests (at section 3.4) that the policy objective was
met as there was a near 25% reduction in the number of corporate insolvencies
between 2019 and 2020, and they remained low until the temporary measures
were withdrawn in late 2021. The meta evaluation concludes that this indicates
the package of measures introduced to protect the business stock, which
includes the measures outlined in this section of my statement, were effective in
preventing a wave of business failures in the short-term (Exhibit AC/27B
[INQO00610872]).

The Institute of Directors referred to the suspension of wrongful trading as a
“crucial protection” in giving directors the confidence to keep their businesses
running (Exhibit AC/28 [INQO000618111]). The creditor forbearance that was
encouraged, and latterly enforced by the government measures, might have
created difficulties for some companies, but prevented other companies from
unnecessary failure. In my view, the measures achieved their aim of helping to
prevent widespread closures of otherwise viable businesses, and so averted

what could have been a critical shock to the UK economy.

The impact of the provisions in reducing unnecessary insolvencies is difficult to
assess with certainty. As noted at paragraph 32, the scope of companies that
were to be considered viable but for the Covid-19 pandemic was intentionally
broad. It is not possible within the resources available to us to determine how

many companies benefited from the temporary measures or how many of those
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would have been viable if not for the Covid-19 pandemic. The number of
insolvencies fell during the Covid-19 pandemic, reducing by almost a quarter
between 2019 and 2020, and remaining lower until the temporary measures were
withdrawn in 2021 (Exhibit AC/20 [INQ000618095]). While it is difficult to be
definitive, it seems likely that the temporary measures contributed to preventing
insolvencies in the short term, as was the case in other jurisdictions that
implemented similar measures, in turn mitigating the significant concerns outlined
at paragraph 46. Insolvencies rose sharply during the latter part of 2021 and
2022, so it is unclear the extent to which temporary measures deferred rather
than prevented insolvencies. However, of 1,138 winding-up orders made
between April 2020 and December 2021, only 71 were recorded as being caused
by the pandemic (Exhibit AC/29 [INQ000618112]). It should be noted that the
data outlined in exhibit AC/29 was extracted from the Insolvency Service’s case
management system; its primary limitation is only recording one primary cause
for each compuisory liquidation case. Typically, around 30-40% of companies do
not have a cause recorded as the directors have not provided the Official
Receiver with the necessary information, and those cases appear under the
“‘non-surrender” category; this percentage rose to around 60% in the period to
which exhibit AC/29 relates. It would not be appropriate for me to speculate,
without empirical data, for how many companies the impact of the Covid-19
pandemic was a contributing factor to them entering insolvency. Whilst such data
collection could be improved, it is important to highlight that we must strike an
appropriate balance between recording what is necessary for the Insolvency
Service to conduct its case administration, the broader public interest in the data,
and acknowledging that in most cases compulsory liquidation is an involuntary

process for company directors and the impact that has on data collection.

Lessons learned

73. Extending the suspension of wrongful trading before its expiry on 30 September
2020 would have avoided the complication of an 8-week gap until the beginning

of the new suspension period on 26 November 2020, and the need to make a
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further legislative instrument to implement it. However, | am not aware of this

having caused a significant impact, if any.

74.1 emphasise that the temporary measures under CIGA 2020 were an
unprecedented peacetime intervention into the normal functioning of the
insolvency regime. | believe that the temporary interference with creditor rights
was justified by the overriding policy objective at the time, which was to ward off
the credible threat of a potentially disastrous chain of closures of otherwise viable
businesses. The Insolvency Service would be reluctant to recommend such
measures to any government in the future, other than in similarly extreme

circumstances.

Investigation and Enforcement

75. One of the Insolvency Service’s core functions is as an enforcement agency. Our
investigation and enforcement teams take action against those who abuse the
statutory company and insolvency regimes, as well as addressing any identified
misconduct from individuals subject to bankruptcy. In undertaking this activity, the
Insolvency Service works within a wider network of enforcement agencies in
tackling fraudulent activity and ensuring company directors comply with their
duties. This helps to provide a level playing field for enterprise, protects the

public, and is a deterrent against poor behaviour.

76. The key tools available to the Insolvency Service to fulfil its functions are:

e Disqualification Orders and Undertakings: under section 6 Company
Directors Disqualification Act 1986, the Insolvency Service, on behalf of
the Secretary of State, can seek to disqualify individuals from acting as
directors of companies (for 2 to 15 years) where they have demonstrated
misconduct as director of a company that has entered administration or
insolvent liquidation. From 15 December 2021, the Insolvency Service, on
behalf of the Secretary of State, has also been able to take this action

where the company has been dissolved without first entering
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administration or insolvent liquidation. | refer to this in more detail later in
this statement at paragraphs 104 to 109.

e Bankruptcy Restrictions Orders and Undertakings: Under the
Insolvency Act 1986, the official receiver can seek to restrict the economic
activity (for 2 to 15 years) of individuals subject to bankruptcy where their
actions contributed to their bankruptcy.

e Winding up companies in the public interest: Under the Companies
Act 1985, the Insolvency Service, on behalf of the Secretary of State, can
investigate companies that trade against the public interest and seek to
wind up those companies under the Insolvency Act 1986.

o Prosecutions: The Insolvency Service prosecutes most criminal offences
under the Insolvency Act 1986 and some offences under the Companies

Act 20086, as well as other insolvency-related economic crime.

77. Where an individual has been disqualified from acting as a company director, the
Insolvency Service may also ask the court to require them to compensate losses
caused to creditors as a result of the behaviour that gave rise to their
disqualification. This action is taken under the Company Directors Disqualification
Act 1986, and if the court agrees it can make a compensation order against the
director. A director may also agree to make a payment in compensation without a

court hearing, providing the Secretary of State with a compensation undertaking.

78.The Insolvency Service receives a significant volume of information through
different routes that supports its enforcement functions. Corporate cases
generally originate through information passed to the Insolvency Service via
statutory reports submitted through the Director Conduct Reporting Service
(“DCRS”) by the insolvency office-holders administering corporate insolvencies,
by complaints from members of the public or other government agencies, or
through internal referrals. Information for the enforcement function in personal
insolvencies comes from enquiries made in DRO and bankruptcy cases.
Ministers may also refer specific cases to the Insolvency Service. | go into more
detail on those routes below:
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e Director Conduct Returns - in every administration and insolvent
liquidation the insolvency office-holder must, within three months of their
appointment, report to the Insolvency Service on the conduct of the
company’s directors leading up to the insolvency. Prior to the pandemic,
the Insolvency Service received approximately 14,000 Director Conduct
Returns per year. These returns are initially sifted by an algorithm
designed to flag cases meriting potential action; around 60% of reports
are sifted in by the algorithm and then manually reviewed by Insolvency
Service officials. The remaining 40% are not generally manually reviewed
unless the Insolvency Service is in possession of other information to
suggest that action may be merited. The conduct report is only a
high-level starting point. In the majority of cases that are sifted in, further
enquiries are made to establish the finer detail of the case to be able to

decide whether to investigate further.

e Complaints from the public — the Insolvency Service operates an online
reporting service for the public to complain about live companies (that is,
those companies not subject to insolvency proceedings or dissolved).
Prior to the pandemic, the Insolvency Service received approximately
3,500 complaints through our online portal annually. The Insolvency
Service manually reviews all such complaints. From October 2021, this
service has been expanded to accept complaints about dissolved

companies see paragraphs 104 - 113 below.

e Complaints and referrals from other enforcement bodies — referrals
from other agencies are routed through the Insolvency Service’s
Intelligence Team before submission to the Compliance and Targeting
Team for sifting and allocation. Often, the Insolvency Service has
reciprocal agreements with other agencies, called Memorandums of
Understanding, which allow for both parties to make use of any

information produced and shared for the purposes of those cases.

e Internal referrals — where civil investigators within the Insolvency Service
identify potential criminality, they provide details to support a potential

criminal investigation.
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79. The Insolvency Service has experienced and expert civii and criminal
investigation teams. Where, following an investigation, there is sufficient
evidence to take enforcement action in a specific case and it is in the public
interest to do so, the Insolvency Service will pursue that action through its
in-house legal teams. The Insolvency Service applies the Code for Crown

Prosecutors in prosecution cases.

80. Prior to the pandemic, the Insolvency Service typically secured the following
enforcement cutcomes annually:
e 1,200 director disqualifications, with an average period of 6 years
e 450 bankruptcy restrictions, with an average period of 5 years
e 80 companies wound up in the public interest

e 90 criminal convictions

Covid-19-related investigation and enforcement actions

81. Following the outbreak of the Covid-19 pandemic, the government introduced a
significant package of financial measures to support businesses and individuals
adversely impacted by the pandemic. These were designed by the departments
with policy responsibility for them, principally DBT, HMRC, and HMT. The
Insolvency Service was not involved in the design or implementation of those
schemes. However, we did subsequently take enforcement action against those

who defrauded or abused them, alongside other enforcement bodies.

82. Most of the Insolvency Service’s Covid-19 support enforcement activities relate to
the Bounce Back Loan (“BBL”) scheme. The Insolvency Service also took
enforcement action in a smaller number of cases in relation to other support
schemes:

e The Coronavirus Business Interruption Loan scheme
e The Coronavirus Job Retention Scheme
e Eat Out to Help Out
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e The Small Business Grant Fund
e The Retail, Hospitality and Leisure Grant Fund
e The Local Authority Discretionary Grants Fund

83. The primary enforcement tools used by the Insolvency Service to address
Covid-19 support abuse were director disqualifications and bankruptcy
restrictions. Following Operation Pneuma, which took place between September
2021 and January 2022 and is referred to in more detail at paragraphs 102-103,
the Insolvency Service also introduced specific criminal investigation

workstreams to address Covid-19 support abuse in late 2022.

84. The Insolvency Service’s powers to investigate and wind up live companies were
generally unsuitable for addressing Covid-19 support fraud. Firstly, they were
unlikely to be effective in disrupting organised crime operations relating to such
fraud, which would be more suitable for NATIS to investigate. Secondly, powers
to wind up companies in the public interest are generally not a suitable alternative
to criminal enforcement. However, these powers were still used in a limited
number of circumstances. This was primarily where Covid-19 support abuse was
identified as part of an existing investigation, and in support of other enforcement
agencies’ investigations into organised abuse of the schemes. This is referred to

in more detail at paragraphs 99-100.

Establishing the role of the Insolvency Service

85.In July 2020, the Insolvency Service started identifying information about
potential Covid-19 support abuse through Director Conduct Returns, complaints,
and referrals from other enforcement agencies. We began investigating these
cases as part of our standing role to tackle company director misconduct, with

our first enforcement outcomes arriving by the end of 2020.

86. This coincided with the government developing a wider strategy to address
Covid-19 support abuse. On 6 July 2020, DBT approached the Insolvency

Service to understand the role that it could play in the counter fraud response
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87.

88.

89.

(Exhibit AC/30 [INQ000618114]), and the Insolvency Service responded on 24
July 2020 with an assessment of how the Agency’s usual enforcement powers
could be engaged (Exhibit AC/31 [INQO00618115]). Whilst supportive of using
its powers to tackle Covid-19 support fraud, the Insolvency Service highlighted
that it was not resourced to investigate fraud on the anticipated scale. The
Insolvency Service also highlighted the uncertainty over whether it was the most
appropriate enforcement agency to tackle Covid-19 support fraud, particularly in
relation to criminal enforcement. Discussions continued between the Insolvency
Service and DBT between July 2020 and December 2020.

My understanding is that, during this time, NATIS initially took the role as the lead
enforcement agency for Covid-19 support abuse and developed criteria for
assessing Covid-19 support abuse cases (Exhibit AC/32 [INQ000618116]). This
consisted of red, amber and green categories, respectively summarised as
organised crime, opportunistic fraud, and legitimate circumstances which did not

require enforcement action.

| understand that ministers from HMT, DBT, Cabinet Office, and the Home Office
met during or around October 2020, to discuss and agree the government’s
approach to addressing BBL fraud and abuse. | exhibit a draft paper that we
received from DBT ahead of that discussion where the possible role of the
Agency was defined (Exhibit AC/33 [INQ000618117]). | have been unable to
locate a readout from this meeting, however my understanding is that no firm

decisions as to the Insolvency Service’s role were made.

By the end of 2020, the Insolvency Service agreed with DBT that the role of the
Insolvency Service would include Covid-19-related allegations within the
Insolvency Service’s core work, both civil and criminal, and that these would be
cases generally falling within the amber category of NATIS’s criteria. | exhibit a
briefing for the Insolvency Service’s CEQO, Dean Beale, ahead of his meeting with
Lord Callanan, then minister responsible for the Insolvency Service, on 17
December 2020 detailing what that role could be (Exhibit AC/34
[INQ000618118]). Official receivers and insolvency practitioners were asked to

consider the circumstances of the application for and use of Covid-19 support
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90.

91.

funds by companies and their directors and guidance was issued on how to
report any concerns to the Insolvency Service for consideration within the

existing case parameters.

In addition, the Insolvency Service assisted DBT with the overarching policy
response to Covid-19 support abuse by seconding a prosecution lawyer to DBT’s
Covid-19 Debt Finance team between January 2021 and December 2021. During

this time, they led on DBT’s counter fraud policy, data analytics, and governance.

This ultimately led to further collaborations with other parts of the government
and wider stakeholders involved in the various schemes. As a key enforcement
body, the Insolvency Service was part of a series of cross-government and

cross-industry working groups set up to tackle Covid-19 loan fraud. This included:

e BBLS Fraud Collaboration Group, which later became BBLS Fraud
and Recoveries Collaboration Group. This was set up in late 2020 by
UK Finance, a trade association for the UK banking and financial services
sector, as a way of connecting BBL accredited lenders and enforcement
bodies, provide a platform to share information and intelligence across the
BBLS fraud landscape, and overseeing key BBLS fraud activities of
strategic importance. It was attended by UK Finance, BBL lenders, BBB,
DBT, PSFA, Cabinet Office, the Insolvency Service, and NATIS. The
Insolvency Service used this group to, for example, outline to the ienders
our evidential requirements for taking enforcement action in Covid-19

support abuse cases, and to refer cases for investigation to NATIS.

o Covid Debt Schemes Counter Fraud Board. Set up by DBT, this was a
cross-Whitehall group that had responsibility for coordinating BBL
stakeholders, including managing lenders, discussing policy and
enforcement issues, and shaping and delivering the Covid Debt Schemes
Counter Fraud measures in line with DBT’s ministerial direction at the
time. It was attended by DBT, BBB, Cabinet Office, PSFA, HMT, and the

Insolvency Service.
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e Covid 19 Loan Scheme Counter Fraud Working Group. This was set
up by DBT to provide cross-government coordination and coherence to
the government's counter fraud response, and to define a strategic
direction that was aligned with the government’s policy objectives for the
delivery of the Covid-19 support scheme. It reported upwards to the Covid
Debt Schemes Counter Fraud Board and was attended by DBT, HMT,
BBB, Cabinet Office, HMRC, National Crime Agency, Companies House,

UK Government Investments and NATIS.

Processes and outcomes

92. The Insolvency Service’s investigative process for tackling Covid-19 support
abuse is substantially the same as it is for any other fraud or misconduct.
However, it also requires an understanding of how the various Covid-19 support
schemes operated and the government's broader objectives for tackling this

abuse.

93. On 15 December 2020, the Insolvency Service issued operational guidance to its
investigators on addressing Covid-19 support abuse. This guidance was kept
under constant review and was periodically updated as more information about
Covid-19 support abuse and the Insolvency Service’s role in tackling it became
clear. | exhibit the versions of this guidance where key changes were made
(Exhibits AC/35-AC/39 [INQ000618119-000618123]). The guidance confirmed
that the Insolvency Service’s usual investigative process and evidential
requirements remained the same to respond to Covid-19 support abuse. In
relation to BBLs, it specifically set out that enforcement action would typically be
pursued where applicants had:

e overstated their turnover (with ai_l&s_ithreshold for overstatements),
e not met the BBL loan criteria (including applying for more than one BBL),
e not used BBL funds for the economic benefit of the company, or

e applied for a BBL knowing that insolvency was unavoidable.

94.In December 2020, the Insolvency Service issued guidance to insolvency

office-holders on reporting Covid-19 support abuse to the Insolvency Service
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95.

96.

(Exhibit AC/40 [INQO000618125]). Further guidance was issued in August 2021
(Exhibit AC/41 [INQO000618126]). The Insolvency Service additionally received
referrals from other enforcement agencies, principally NATIS, where they

possessed information relevant to the Insolvency Service’s remit.

From July 2021, the Insolvency Service shared data on insolvent companies with
the Cabinet Office. The Cabinet Office matched this with information they held on
companies in receipt of Covid-19 support. From December 2021, the Insolvency
Service received monthly updates from the Cabinet Office on this data, which
allowed the Insolvency Service to identify potential abuse of BBLs for
investigation, share information with insolvency office-holders, and support
recovery actions. Where the Insolvency Service disqualified an individual for
Covid-19 support abuse, it actively sought compensation orders and
compensation undertakings in suitable cases. These were typically cases where
the insolvency office-holder had not pursued recoveries for the same conduct,
and the BBL had not voluntarily been repaid at another time. Between 1 April
2022 and 31 December 2024, the Insolvency Service obtained 210
compensation orders or undertakings in relation to Covid-19 support abuse,
totalling £6,109,657.

Regarding Covid-19 related referrals from other Government agencies, cases go
through the Insolvency Service’s Intelligence Team before investigation. The
Intelligence Team works closely with NATIS as the other main BBL enforcement
body to ensure effective deconfliction and sharing of intelligence, but also
engages with the wider intelligence community via the Government Agency
Intelligence Network (GAIN) to deconflict and share intelligence. The Intelligence

Team has contributed to three focused BBL operations:

e PNEUMA (Dissolved Companies) produced 46 case referrals between
June 2021 and October 2021.

e TEMPEST (Live and Insolvent companies) produced 104 case referrals
between July 2022 and September 2023.

42

INQO00652767_0042



e SQUALL (Insolvent Companies) is producing intelligence packages to

support a BBL case pool of approximately 34 cases and is ongoing.

97.In 2021, due to the increasing volume of potential enforcement cases and the
consequent pressure on our resources, the Insolvency Service submitted a bid to
Cabinet Office for additional funding. In April 2022, the bid was approved and £11
million of additional funding was to be received over three years, which has
allowed the Insolvency Service to maximise its investigation and enforcement
output by creating a specialised BBL crime team. The funding also allowed for
the outsourcing of additional BBL civil disqualification cases to four firms on the
Insolvency Service’s Legal Services Panel, with enforcement work being
undertaken by additional BBL lawyers brought into the Insolvency Service under
fixed-term contracts. The decision to outsource these cases was made due to the
lack of sufficient internal resources at the time to effectively tackle the increasing
number of cases, but also the length of time it would take to train new
investigators before the funding came to an end in 2025. By the end of
December 2024, this additional funding had allowed the Insolvency Service to
obtain 81 criminal charging decisions and 451 director disqualifications in

addition to our business as usual workstreams.

98. Covid-19 support scheme misconduct and fraud related outcomes as a
percentage of all disqualification and criminal outcomes has significantly
increased throughout the period since the start of the Covid-19 support schemes,
from 16% in 2021/22 to 62% in 2023/24. In the latter year period, the average
length of a disqualification increased to over 8.6 years from 7.4 years in the
previous year and the average length of bankruptcy restrictions increased t0 8.5
years from 6.3 years. This reflects the seriousness of the misconduct connected

to Covid-19 support scheme abuse.

99. The Insolvency Service also has the power to conduct live investigations of
trading companies using powers under section 447 Companies Act 1985, as
amended, which it may use following receipt of complaints from other regulators,
government departments, members of the public, customers, or from pro-active

identification and targeting by its own Intelligence Team and other internal

43

INQO00652767_0043



referrals. As mentioned at paragraph 84, the Insolvency Service determined that
its powers to investigate and wind-up live companies were generally unsuitable
for Covid-19 related fraud, however those powers were still used in a limited

number of circumstances through its business-as-usual routes, such as:

® some cases whereby there appeared to be significant Covid-19 support
scheme fraud which came in via complaints from the public and other

regulators.

e in cases accepted for investigation for other reasons where we
sometimes came across Covid-19 support scheme fraud, we included this
in any petition to wind-up companies where relevant and it was
considered in any disqualification action undertaken by the Insolvent

feams.

e latterly, live investigators have been able to contact DBT directly to check
if any companies under investigation had any BBLs as part of

investigation enquiries.

100. This has resulted in 9 cases involving multiple companies and approximately
25 others involving companies that have obtained BBLs or other Covid-19 grants

fraudulently.

101. In early 2021, DBT, the Insolvency Service and wider government became
aware of significant abuse of the company strike-off regime, whereby companies
were being dissolved to avoid repaying Covid-19 support loans. This information
came to light from a fraud analytics programme being run in partnership with DBT
and the Cabinet Office. To combat this abuse, government approval was given to
DBT officials to file bulk objections to applications for dissolution made to
Companies House by companies with outstanding BBLs. These objections meant
the dissolution process for those companies was delayed by six months, which
allowed for appropriate action to be taken by lenders to recover loans before the
companies were struck off the register of companies. Between March and

October 2021, the government had formally entered strike off objections against
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50,808 companies with outstanding BBLs of over £1.7 billion (Exhibit AC/42
[INQO00618127])

102. The Insolvency Service established Operation Pneuma in 2021, primarily
aimed at prosecuting company directors who had obtained a BBL and applied to
voluntarily strike their company from the register within 2 weeks, suggesting no
intent to repay the BBL. Between 23 September 2021 and 14 January 2022, 46
cases were investigated under Operation Pneuma, primarily with a view to
considering charges under section 2 of the Fraud Act 2006 and sections 1006
and 1007 of the Companies Act 2006.

103. Operation Pneuma cases were investigated within existing criminal
investigation teams and prosecuted by lawyers at the Insolvency Service. The
Insolvency Service introduced a standardised and expedited investigative
process for Operation Pneuma cases, it being envisaged that investigations
would be given a target completion timeframe of 8 weeks, with charging
decisions typically made within 8 weeks of the investigation being concluded.
Guidance was prepared in April 2022 and published in July 2022 to assist
lawyers with the prosecution of these cases (Exhibit AC/43 [INQ000618128]).
The first case that resulted in a criminal conviction was in June 2022. Operation
Pneuma was approached as part of business as usual, and no additional funding

was sought or received.

New powers to disqualify directors of dissolved companies

104. Prior to the outbreak of the pandemic, the Insolvency Service was aware of a
loophole in the existing enforcement framework, in that while the conduct of
directors of insolvent companies could be investigated, and disqualification
considered where appropriate, this was not possible where the company had
been dissolved. Investigation and disqualification could only happen if the
dissolved company was first restored to the register of companies, which is a
time-consuming and costly procedure. Dissolution could be abused by directors

looking to evade the debts of their company and start its business again through
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another company (commonly referred to as “phoenixing”) without any
independent scrutiny of their conduct. A 2018 DBT consultation entitled
“Insolvency and Corporate Governance” had included proposals for a new power

to close this loophole.

105. The need for new powers of investigation and disqualification dramatically
increased during the latter part of the pandemic. The lack of any existing
dissolved company disqualification power provided an opportunity for company
directors to abuse the dissolution process in order to avoid repayment of
government Covid-19 loans, as outlined at paragraph 101. The power to
investigate and disqualify directors of dissolved companies would close the
loophole in the enforcement framework and remove the opportunity for abuse of

the dissolution process.

106. On 8 January 2021 HMT officials contacted the Insolvency Service policy
team seeking further information on the proposals consulted on in 2018. These
included remedies against directors who had removed value from their
companies prior to insolvency, parent companies that had sold ailing
subsidiaries, and the proposal to provide powers to investigate the conduct of
former directors of dissolved companies. HMT officials advised the government
that implementation of those measures would keep government ahead of the

curve in dealing with potential company failures due to the pandemic.

107. On 18 January 2021, HMT officials notified the Insolvency Service that the
proposal to give a power to investigate former directors of dissolved companies
had been approved by government for implementation (Exhibit AC/44
[INQ000618129]). On 28 January 2021, HMT officials stated that they were

seeking a legislative vehicle for the measures.

108. On 1 April 2021, the Insolvency Service was given authority to include the
measures in a future Bill (Exhibit AC/45 [INQO000618130]). The Rating
(Coronavirus) and Director Disqualification (Dissolved Companies) Bill was
introduced into Parliament on 12 May 2021. Several areas of policy detail had to

be further developed in order to integrate the power with the existing framework
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for investigation and enforcement, for example the provisions on director
disqualification undertakings and compensation. The Insolvency Service also
consulted with DCMS on the inclusion of charitable organisations registered

under the Companies Act 2006.

109. The Bill received Royal Assent on 15 December 2021. It extended the
existing investigating provisions to directors of dissolved companies and gave a
power to apply to the court for their disqualification where their conduct shows

that they are unfit to be concerned in the management of a company.

110. Between 2018 and 2020 there was an annual average of 32 complaints about
the conduct of former directors of dissolved companies. This number increased
significantly over the pandemic. In October 2021, the Insolvency Service
expanded its complaints portal specifically to accept the reporting of director
misconduct in dissolved companies. Between October 2021 and November

2022, 1,145 complaints were received in relation to dissolved companies.

111. Following Royal Assent of the Rating (Coronavirus) and Directors
Disqualification (Dissolved Companies) Act 2021, the Insolvency Service
established a team of investigators to investigate suspected BBL abuse in
dissolved companies. In addition, the Insolvency Service used the new powers to
investigate a cadre of cases that did not meet the acceptance criteria for criminal
investigation under Operation Pneuma, but still merited enforcement action. For
example, cases where the voluntary strike off process started more than two
weeks after the date of obtaining a BBL, but where the two dates were still in

close succession.

112. The Insolvency Service identified that disqualifications relating to Covid-19
support abuse, where the company had been dissolved, were particularly
suitable for seeking compensation orders. This is because there is no appointed
insolvency office-holder to take recovery action for the same conduct in those
cases. As mentioned in paragraph 95 above, 210 compensation

orders/undertakings were obtained between 1 April 2022 and 31 December
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2024, 47 of these related to Covid-19 support abuse in dissolved companies, with

compensation totalling £1,527,918.

113.  In March 2023, the Insolvency Service undertook a preliminary review of the
new investigation and disqualification measure (Exhibit AC/46 [INQ000618131]).
This was in preparation for the full post-implementation review, which in
accordance with Better Regulation Guidance would take place five years after
implementation. The preliminary review found that in the vyear since
commencement of the powers on 15 December 2021, the conduct of 122
directors had been investigated, and 16 directors had been disqualified, with 84

investigations ongoing.

114. As detailed previously in this statement, most of the enforcement powers
exercised by the Insolvency Service have been in place for some time, and we
have continued to perform our enforcement functions through economic shocks
and downturns. The enforcement framework is sufficiently flexible to allow the

misconduct focused on to shift when needed.

115.  The Insolvency Service was not involved in the design or implementation of
any of the government’s fiscal support measures. Qur role in relation to the
government financial support schemes was limited to taking enforcement action
against abuse of the schemes. Our role as an enforcement agency is reactive,
rather than proactive, and can only focus on sanction, recovery and its
deterrent/disruptive effect, rather than fraud prevention. In this context, the
Insolvency Service’s ability to deter fraud and prevent loss before it occurs is
limited, as most of our enforcement powers require misconduct to have already

occurred before we can exercise them.

116. Many of the Insolvency Service’s investigations required a nuanced
assessment of the facts to identify abuse of Covid-19 support schemes, for
example, examining whether businesses used BBL funds for the economic
benefit of the business as required by the BBL scheme. However, some of our
enforcement action related to cases where key eligibility information provided by

applicants was clearly and verifiably false at the time of the application, leading to

48

INQO00652767_0048



applicants receiving funds to which they were not entitied. For example, some
businesses successfully applied for multiple BBLs in contravention of the
eligibility criteria, each time declaring that they had not received, and were not in
the process of applying for, another BBL. | understand that real-time checks to

verify such declarations had not been carried out.

117. It was for the government to balance providing financial support as quickly as
possible and applying measures to prevent the risk of fraud and error, and as
noted above the Insolvency Service was not asked to advise the government on
this. Basic checks to verify some declarations, such as identifying multiple
applications as outlined above, may have been a relatively light-touch measure to
limit the potential for opportunistic fraud. This could potentially have reduced the
overall level of fraud and abuse of the schemes and prevented some losses
before they occurred. However, | do recognise the scale of the challenge that the
government faced in designing these schemes, and the pressure and importance

of providing financial support as quickly as possible.

Deterrence and loss prevention

118. The Insolvency Service’s main tool in deterring misconduct is through
publicising our enforcement powers, activities and outcomes. | understand that
DBT initially raised concerns about publicising enforcement action in relation to
the Covid-19 support schemes. As a result, we did not proactively publicise our
enforcement outcomes before the BBL scheme closed for applications on 31
March 2021. This position changed later in 2021: on 2 July 2021, the Insolvency
Service issued operational guidance highlighting the importance of publicising

enforcement outcomes to establish a deterrent effect.

119. In relation to BBLs, | understand that losses principally occurred where the
government’s underwriting of the guarantee given to the providers of the finance
was called upon, typically due to insolvency or other payment default. The

Insolvency Service does not have any tools to prevent these circumstances.
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120. The insights gained through this period led the Insolvency Service to join the
Single Analytics Platform (SNAP) in 2024 as a joint data controller. The platform
is part of the government’s wider plan to tackle fraud and economic crime and
was launched by PSFA. It provides access to the full spectrum of Covid-19
support data, allowing for prompt and cost-effective identification of potential
abuse and to support any ongoing investigations. This platform will significantly
assist the Insolvency Service and other enforcement agencies in addressing

large scale fraud in the future, should the circumstances arise.

121. As per the example above, the Insolvency Service believes that early
collaboration between government departments and other agencies, as well as
the sharing of intelligence and analytical data, can improve outcomes and

prevent further fraud.

122. It may be important to highlight that whilst NATIS has been the lead
enforcement agency for Covid-19 financial support fraud, in May 2025 DBT
announced that it would end its contract with NATIS. We are working closely with
DBT and Thurrock Council to ensure a smooth transfer of NATIS' existing

casework related to BBL fraud to the Insolvency Service.

PART D: Other Key Economic Interventions in Module 9’s Investigation

123. The Insclvency Service was not involved in the development, implementation,
or assessment of the government's key fiscal support interventions, but
nonetheless worked across government to introduce measures supporting those
businesses impacted by the pandemic. Alongside the changes that were made to
insolvency law through emergency legislation (as described above), the
Insolvency Service supported businesses and individuals impacted financially by
Covid-19 in a number of ways. Support for businesses was provided through the
Insolvency Service’s existing Financial Assistance (FA) scheme. The FA scheme

is operated by the Insolvency Service’s Redundancy Payments Service (RPS).
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The RPS makes statutory redundancy payments to the former employees of
companies who would otherwise become insolvent if forced to make these

payments themselves.

124. Due to the impact of the pandemic, the Insolvency Service expected a
significant increase in businesses seeking support through the FA scheme. On
23 March 2020, the Insolvency Service applied more prominent signposting to
the FA scheme guidance on its web pages and on the government’s Covid-19
support page. To further support businesses, several updates were made to FA
scheme guidance to streamline the application process. The number of
applications for assistance rose from less than 5 per month in March 2020 to
almost 40 at the peak in October 2020. In the period of interest to this stage of
the Inquiry, 129 applications were approved, saving more than 1,400 jobs
(Exhibit AC/47 [INQ000618132]).

125. As well as supporting businesses, the Insolvency Service took steps to help
support members of the public dealing with financial hardship. The RPS had
been resourced to process 80,000 redundancy claims from individual employees
in 2020/21, but the volume of claims was expected to increase significantly due
to the impact of the pandemic and was closely monitored. On 27 April 2020, the
Insolvency Service developed contingency plans for an increase in claim
numbers of 100% (Exhibit AC/48 [INQ000618133]). On 15 May 2020, the
Insolvency Service alerted HMRC, which funds the service, that volumes had
begun to significantly increase and were up 20% on the previous year. By July
2020, the volume of claims was already 80% of the previous year’s total. The
Insolvency Service produced modelling to support a request for additional
funding to quickly and efficiently make statutory redundancy payments to people
who had lost their jobs (Exhibit AC/49 [INQ000618134]). On 2 September 2020,
HMRC approved additional funding of just under £2 million to meet the increasing

demand.

126. Changes were made to the work of the official receiver to adjust to lockdown
restrictions and to provide support to individuals who had already entered

insolvency. From March 2020 through to March 2021, a series of adaptations and
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new ways of working were introduced to allow the official receiver's work to be
done without face-to-face contact. This included electronic versions of
questionnaires and increased use of virtual meetings. The Insolvency Service
also moved from a system of postal correspondence with Companies House to
electronic communications, and eventual use of an online portal. These
adjustments, while developed in response to Covid-19 restrictions, were broadly
in line with the government’s overall strategy to increase digital ways of working.
They improved operational efficiency and were incorporated into the Insolvency

Service’s usual business practices following the end of the Covid-19 restrictions.

127. Temporary changes to operational practice were also introduced. From March
2020, people making regular payments from post-bankruptcy income into their
bankruptcy estate through income payments orders and agreements were given
greater flexibility to meet their obligations (Exhibit AC/50 [INQ000618137]). A
three-month payment holiday was permitted where Covid-19 had affected an
individual’s income, and payment agreements were more frequently reviewed.
There was also a modification applied to allow redundancy payments to be
retained to meet living expenses, rather than being claimed for the bankruptcy

estate as would usually be the case.

128. Amendments were made to the Individual Voluntary Arrangements (IVA)
protocol to achieve a similar aim for insolvent individuals with IVAs. The IVA
protocol provides an agreed standard framework for dealing with straightforward
consumer IVAs (where the debtor has not traded a business (as a sole trader)
and where their debts are predominantly consumer credit) and applies to both
IVA providers and creditors. Although voluntary, the Insolvency Service estimates
that it is used in approximately 85-90% of all IVA agreements, with around
350,000-400,000 IVAs being used as a form of debt relief at any given time. In
April 2020, the IVA Standing Committee, a stakeholder committee responsible for
agreeing the protocol, implemented changes for insolvency practitioners to allow
for greater flexibility in dealing with debtors’ fluctuations in income (Exhibits
AC/51-AC/52 [INQO00618138-000618139]). The revised protocol was in effect
from April 2020 to December 2021 and was regularly reviewed to ensure the

guidance aligned with other government support measures. To the best of my
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knowledge, through anecdotal reports from insolvency practitioners responsible
for supervising IVAs, the revised protocol was used by approximately 20,000

consumers.

129. Changes were made to the personal insolvency regime and related
legislation to provide extra support to people struggling with problem debt. In
2018, Insolvency Service officials had worked with HMT to develop a new
“breathing space” debt respite scheme (Exhibit AC/53 [INQ000618140]). While
HMT was responsible for the relevant legislation and its underlying policy, the
Insolvency Service was designated as the government body to administer the
electronic system used to access it and to manage the scheme. In a letter dated
23 June 2020, HMT sought agreement to lay the draft regulations to introduce
the breathing space scheme on 4 May 2021 (Exhibit AC/54 [INQ000618141]).
Their proposal set out the policy behind the scheme, which included that it would
“... benefit people who fall into serious financial hardship, including those hit
hardest by COVID-19.” Throughout 2021 and 2022, 111,913 individuals obtained

debt respite through the breathing space scheme.

130. The Insolvency Service also undertook a review of the legislation governing
debt relief orders (DROs), as numerous debt advice providers had suggested a
need to amend the eligibility criteria used to obtain one. The number of DROs
during the pandemic was 30% lower than previous years, as a general result of
creditor forbearance and the government's financial interventions. However,
modelling suggested that the financial impact of the pandemic would, along with
the introduction of the breathing space scheme, lead to a rise in personal
insolvencies from Spring 2021 (Exhibit AC/55 [INQ000618142]).

131. In November 2020, government agreement was obtained to develop changes
to the eligibility criteria, and a consultation document was published on 12
January 2021. Government agreed the proposed increases to the eligibility
criteria, which were subsequently implemented through two statutory
instruments: The Insolvency (England and Wales) (Amendment) Rules 2021 and
The Insolvency Proceedings (Monetary Limits) (Amendment) Order 2021,

respectively. These commenced on 28 June 2021, in time to support the first
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people making use of the breathing space scheme (Exhibits AC/56-AC/58
[INQO00618143-000618145]).

132. In line with Better Regulation guidance, a post-implementation review of
these measures will be conducted within 5 years of implementation (by June
2026). However, the Insolvency Service conducted an internal review one year
after the changes came into effect (Exhibit AC/59 [INQ000618146]). Overall, this
review demonstrated that the policy was effective in giving more people with low
levels of debt, assets, and surplus income access to an appropriate debt relief
solution. Without the policy change, numbers of individuals obtaining a DRO
would have remained stable over time. The number of cases that were eligible as
a result of the change in policy was 8,664, which is an increase of 36% of cases
within that period. The evidence suggests that the policy change resulted in
significantly more people obtaining debt relief through a DRO, who would not

have otherwise been eligible.

PART E: Lessons Learned and Reflections

133. The Insolvency Service’s role in the government’s overall economic response
to the Covid-19 pandemic was limited to the legislative measures that helped
companies and individuals during and after the pandemic, and the investigation
and enforcement work needed to respond to the fraudulent use of government
fiscal support measures. Insolvency Service officials worked in conjunction, and
coordinated Insolvency Service action, with their counterparts in other parts of
government who were more closely associated with the wider economic
response, but the Insolvency Service’s general input was specific to insolvency
matters. Therefore, the Insolvency Service’'s view on the strengths and
weaknesses of the government’s overall response will be limited and should not

be taken as general support or criticism.

134. That said, a clear strength was the demonstration that, government can act
extraordinarily quickly to respond to a national or global emergency if one arises.

This includes taking exceptional measures to prevent any foreseeably disastrous
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economic outcomes. The response demonstrated that stakeholders with an
interest will, if consulted early, provide government with essential information
about what is happening in the wider economy, give advice on what needs to be
done, and constantly update that advice as the situation develops. There was
also a great deal of support across the political divide for the measures that were
being developed and presented at speed. In summary, there was early, wide
acceptance that the country was facing an unprecedented situation, and that
government needed to take extraordinary measures. Without this support, the
task for the government would have been much harder and inevitably slower,

delaying the support the economy needed at that time.

135. As has been explained in more detail in other parts of my statement, the
insolvency measures played an important role, alongside the government’s fiscal
support measures, in preventing widespread, unnecessary insolvencies. | think
that extending those temporary measures over a period of time not only
prevented the insolvencies of otherwise viable companies but also gave
companies additional time to recover through trading after the pandemic. Whilst
the Insolvency Service would never advise using such drastic measures again
unless a similar global situation arose, | believe they achieved the intended
outcome. The Insolvency Service was aware of, and considered, the costs and
consequences, and we made these known to the government. But we
recognised the policy priority of preventing widespread, unnecessary
insolvencies, preventing significant job losses, and protecting against loss of

valuable investment.

136. The government response also demonstrated that officials had the necessary
skills, dedication, and determination to do whatever it took. | am proud to say that
those of the Insolvency Service excelled themselves during that period, often
working very long hours, seven days a week, for a significant period, without

extra pay.

137. The principal weakness we would identify was the reported lack of basic
checks contained in the process when allocating government fiscal support

measures. This led to an abhorrent abuse of the government’s (in effect the
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taxpayer’s) help, and breached the inherent trust placed in those receiving that
financial support to help their companies survive the pandemic and save the jobs
of their employees. A greater level of basic checks, which are standard in most
financial transactions within the market, would probably have reduced the

amount of fiscal support fraudulently applied for, or received.

138. A comprehensive assessment was later made of the actions and outcomes
during the pandemic. As mentioned above at paragraph 132, the Insolvency
Service carried out an interim review of the DRO measures in October 2022,
which included a cost-benefit analysis of these measures and the extent to which
they achieved the objectives set. These were permanent measures rather than
being part of the overall government economic support package and therefore fall

outside the scope of Module 9.

139. In June 2023, the |Insolvency Service published the statutory
post-implementation review (PIR) of the permanent measures in CIGA 2020,
which included a process evaluation undertaken by the University of
Wolverhampton (Exhibit AC/26 [INQ000618101]). The PIR was limited to
assessing the impact of the permanent measures rather than those temporary
measures, which fall within the scope of Module 9. Nonetheless, the PIR reported
that the measures strengthened the insolvency framework and had provided an

annual net direct benefit to business of £543 million.

140. Within the Insolvency Service, each business area has its own business
continuity plan to provide guidance in the event of disruption to normal working,
such as an office closure. Prior to Covid-19, the Insolvency Service already had
in place a Serious Incident Management (SIM) plan. The SIM plan was designed
to deal with the impact of any event causing severe, protracted disruption to
business continuity, albeit at the time it did not envisage a national shutdown of
all offices and home working of all staff. The SIM plan implemented a Gold Silver
Bronze command structure dealing with the strategic, tactical and operational
responses, respectively. The SIM plan was used to develop and implement
organisational changes in response to Covid-19 by addressing three main areas

of concern: people, infrastructure and business continuity. The SIM approach
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ensured that there was timely communication between all levels of the Insolvency

Service, and that decision-making and accountability were at the right level.

141. In September 2020, the Government Internal Audit Agency (GIAA) published
its final internal audit report on the Insolvency Service’s business continuity plan
and Covid-19 response (Exhibit AC/60 [INQ000618148]). The report found good
practice in the areas of command structure, facilitation of remote working, timely
and consistent communications, and risk management. The review identified four

areas of moderate impact and made the following recommendations:

e Updating the business continuity management system and scheduling

regular reviews

e Transitioning management of the Covid-19 projects from the emergency
command structure to a separate group, and deploying the Gold Silver

Bronze command structure in any future lockdown

¢ Developing the draft communications strategy to include suppliers and

other external stakeholders

e Conducting a lessons-learnt workshop at the earliest opportunity

142. The Insolvency Service agreed and implemented changes in accordance with
these recommendations. A review of lessons learned was completed on 2
November 2020, which recommended amendments to the SIM and business
continuity plans to account for a nationwide shutdown of all offices, for example
in a future national lockdown. It also recommended that these plans be reviewed
regularly. These suggestions have been incorporated into the Insolvency
Service’'s contingency planning for a future economic shock or national
emergency. The lessons learned review also acknowledged the successes of the
response, such as the clarity and speed of communication, the extent of
cross-directorate collaboration and the positive impact this had on performance

and staff wellbeing.
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143. The Insolvency Service already had in place a surge planning document,
which is agreed by the Executive Leadership Team. This details how the
Insolvency Service would respond if there was a surge in required resource to
respond to an economic shock. This document was updated following the
Covid-19 pandemic, and again recently (February 2025) to include a practical
implementation annex and potential scenarios for use, including tools to support
prioritisation. The document is scheduled to be updated every six months to take

account of any changes in Insolvency Service operations.

144. To support our enforcement work, the Insolvency Service has introduced
information-sharing provisions with Cabinet Office. Data is provided monthly,
containing information from the Covid-19 scheme lenders about companies that
obtained loans through the government's financial support schemes. The
Insolvency Service uses this data to check against its own records, investigate
any potential fraud and misconduct, and take appropriate civil or criminal action.
The data also assists official receivers when acting as liquidator in recovering

money from directors of companies where suspected fraud has occurred.

145. In considering any recommendations that the Insolvency Service might make
to the Chair of the Covid-19 Inquiry, as stated earlier, | would do so only in the
areas related to insolvency matters where we have more insight and practical

experience. There are two main recommendations:

e The first is that should another global or national emergency arise that
requires another similar national lockdown of individuals and companies,
that any national plan of emergency response measures should include

insolvency measures that have already been proven to work.

e The second is that, should a further programme of fiscal support
measures be required to support companies, the process of allocation
should include a number of basic checks to avoid fraud and abuse on a
mass scale. This would also reduce the need for additional resource to

investigate and enforce after the national event has subsided. We would
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expect this recommendation to be made by other respondents to the

inquiry.

146. The Insolvency Service already had a level of flexibility in how and where its

people work. This has been significantly enhanced by the change in business

processes throughout Covid-19, along with increased use of digital resources.

This increased flexibility, along with the contingency plans mentioned above,

have increased the Insolvency Service’s resilience and responsiveness to any

future economic shock.

Statement of Truth

| believe that the facts stated in this witness statement are frue. | understand that

proceedings may be brought against anyone who makes, or causes to be made, a false

statement in a document verified by a statement of truth without an honest belief of its

fruth.

Signed:

Personal Data

Dated: 27 August 2025
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