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On June 21, 2005, the U.S. Sixth Circuit Court of Appeals 
issued an opinion declining to subject the IRS to, when filing 
a notice of tax lien, the exacting standard set forth in the 
Uniform Commercial Code for identifying the debtor in a 
UCC financing statement. The Sixth Circuit’s holding in In 
re Spearing Tool and Manufacturing Co. serves as a wake-up  
call to creditors–they should not rely on the UCC to set 
the parameters for conducting federal tax lien searches. 
 
Background

In April 2001, Crestmark entered into a factoring relationship 
with Spearing Tool and Manufacturing Co., a Michigan 
corporation (“Spearing”). The obligations of Spearing to 
Crestmark were secured by a lien on all of Spearing’s assets. 
Crestmark filed a UCC financing statement in April 2001 with 
the Secretary of State of Michigan to perfect its lien, indicating 
that the debtor was “Spearing Tool and Manufacturing Co.”, 
the name of the debtor registered with the Secretary of State 
of Michigan, as required by sections 9-502(a)(1) and 9-503(a) 
of the Michigan UCC. In response to Spearing’s federal 
employment tax payment delinquencies, the IRS filed two tax 
lien notices with the Secretary of State of Michigan in October 
2001, using the name “Spearing Tool & Mfg. Company Inc.”, 
the name set forth on some, but not all, of Spearing’s federal 
tax returns. At no time did Spearing file a federal tax return 
using its registered name.

From time to time, Crestmark ordered lien searches from the 
Secretary of State of Michigan under Spearing’s registered 
name only; such searches did not locate the IRS tax liens. The 
search logic used by the Secretary of State of Michigan does 
not automatically search name variations or abbreviations 
(it does, however, ignore what are referred to as “noise 
words”–in Michigan, those words include “Incorporated” and 
“Company”, but not “and”). Although the Michigan Secretary 
of State suggested that Crestmark search under the name 
“Spearing Tool & Mfg. Company Inc.”, Crestmark did not 

do so and continued to advance funds to Spearing without 
knowledge of the IRS tax liens.

On April 16, 2002, Spearing filed for bankruptcy under 
Chapter 11 of the United States Bankruptcy Code. Lien 
searches ordered by Crestmark post-bankruptcy included 
alternative names for Spearing and revealed the IRS tax liens. 
Crestmark asserted its priority over the IRS liens, arguing 
that (1) Michigan law determined the sufficiency of the IRS’s 
tax liens and (2) the IRS tax liens were insufficient given the 
incorrect name used in the notices.

Ruling

As to the first question, the Sixth Circuit agreed with the 
lower courts and cited to various statutes and regulations to 
support its conclusion that federal law governs the sufficiency 
of a federal tax lien filing. With respect to the second query, 
however, the Sixth Circuit overturned the ruling of the district 
court and upheld the initial ruling of the bankruptcy court, 
concluding that (1) an IRS notice does not need to identify 
the debtor perfectly for the notice to be effective and (2) a 
“reasonable and diligent” search would have discovered the 
IRS tax liens. In re Spearing Tool and Manufacturing Co., No. 
04-1053, at 3 (6th Cir. June 21, 2005).

The Sixth Circuit was persuaded by the fact that the additional 
names under which Crestmark would have needed to search 
to find the IRS’s tax liens were fairly limited. Furthermore, it 
expressly noted that Crestmark had knowledge of Spearing’s 
use of abbreviations and the Secretary of State of Michigan had 
actually recommended a search using the name under which 
the IRS notices were filed. As the court noted, “[c]ombined, 
these factors indicate that a reasonable, diligent search by 
Crestmark of the Michigan lien filings for this business 
would have disclosed Spearing’s IRS tax liens”. Id. at 4.  
It declined to consider the burden its ruling may have in the 
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event a debtor’s name gives rise to a large number of search 
possibilities, stating that it was considering only the facts of 
the case at hand and not indicating that a creditor must now, 
as a general rule, expand its lien search parameters beyond its 
current conventions. 

In reaching its decision, the court purported to balance the 
importance of tax collection against the additional search 
burden its ruling imposes on creditors and found that giving 
precedence to the interests of the federal government is 
supported by public policy. It buttressed its conclusion by 
noting that it would be unreasonable to burden the IRS with 
learning the search logic of every state in order to ensure 
the debtor is named properly in its tax lien notices and it 
dismissed the seemingly simple solution of requiring the 
IRS to determine the debtor’s registered name–often readily 
available electronically–and then file under that name.

Perhaps the one silver lining in the opinion is that the 
court distinguished a few earlier decisions that also gave the 
IRS wide latitude in its tax lien notices. Those decisions 
involved searches using a paper index, on which entries 
with misspellings could nevertheless readily be discovered. 
The court seemed to recognize that such decisions are 
inapposite to electronic searches of a computer database. 
This differentiation suggests that, while the Sixth Circuit 
was willing to impose on creditors the burden of searching 
under the finite number of possible abbreviations of the 
debtor’s name, it would not compel them to search the 
infinite number of possible misspellings.
 

What to do?

The Sixth Circuit’s decision serves as a warning that a search of 
the debtor’s legal name may not disclose an effective notice of 
federal tax lien and may therefore expose a voluntary creditor 
to a priority dispute with the IRS. Creditors should, therefore, 
conduct federal tax lien searches under the current legal 
name of the entity, prior legal names, trade names and other 
names of which they have knowledge, as well as other name 
variations that come to the mind of the imaginative searcher. 
Creditors may wish to request the tax returns filed by their 
debtors for the previous two years as part of their due diligence 
process and make sure they understand the search logic used 
by the applicable jurisdictions for notices of a federal tax lien. 
As mentioned by the Sixth Circuit in its ruling, there is no 
uniformity among the states with respect to search engine 
logic and “noise words”.
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