Administration – Information sheet

The changes to corporate insolvency legislation introduced as a result of the Enterprise Act 2002 came into force on 15 September 2003.

The changes are designed to assist in the development of a ‘rescue culture’ and help more companies survive when they get into financial difficulties. This provides a better result for the creditors, the company, its employees and the economy as a whole.

The changes streamline the administration process to make it faster, fairer and focused on rescue by:

· introducing routes into administration without court orders for floating charge holders, companies and their directors;

· removing bureaucracy and providing clear time limits;

· helping to rescue viable companies and achieve better results for the creditors of companies that cannot be saved. 

Administration is a collective procedure and an administrator is specifically required to carry out his or her functions in the interests of the company’s creditors as a whole. Even where there is no money available for the unsecured creditors, an administrator can only act in a way that does not unnecessarily harm the interests of the company’s creditors as a whole. 

The Enterprise Act replaces the previous 4 statutory purposes of administration with a single purpose made up of three objectives, which the administrator should consider in turn. The administrator must perform his/her functions with the objective of:

1.  rescuing the company as a going concern, which should be taken to mean retaining as much as possible of its business;

2. achieving a better result for the creditors as a whole than would be likely in an immediate winding-up, for example by sale of the business(es) or its assets. This objective can only be pursued where rescue is not reasonably practicable, or where it would give a better outcome for creditors than objective 1;

3. realising the company’s property so as to make a distribution to one or more secured or preferential creditors. This objective can only be pursued where it is not reasonably practicable to achieve either of objectives 1 or 2. 

By making company rescue the number one objective, the aim is to send out a message to owner-managed companies that find themselves in financial difficulties, that an administrator must seek to save the company vehicle into which they have invested their time, energy and money;

Administration should not be seen as an alternative to liquidation in cases where properly the affairs of the company should simply be wound up and there is no benefit to the creditors from trading on under the protection of the administration moratorium.

For further information about the new administration process, please visit http://www.insolvency.gov.uk/insolvencyprofessionandlegislation/legislation/enterpriseact/AdministrationGuidanceNotes.doc and also 

http://www.insolvency.gov.uk/faq/eactfaq.htm
