Enterprise Act Final Evaluation Report – Appendix B2: Evaluation data for Bankruptcy Restrictions Order provisions


Appendix B2: Evaluation data for Bankruptcy Restrictions Order provisions 

· Excludes data/information that are contained in the body of the report

· Further evaluation information is contained in The Insolvency Service’s report ‘A study of the bankruptcy enforcement regime before and after the Enterprise Act 2002’, which is available at:
http://www.insolvency.gov.uk/insolvencyprofessionandlegislation/legislation/evaluation/finalreport/enforcementreport.pdf
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Section 1: Protection of the public and commercial community
1.1 The level of BROs obtained compared to the level of disqualification orders/undertakings

	 
	Pre-Enterprise Act 2002
	Post-Enterprise Act 2002

	
	2001/2
	2002/3
	2003/4
	2004/5
	2005/6
	2006/7

	Total number of disqualifications obtained

	1,761
	1,594
	1,367
	1,241
	1,173
	1,200

	Estimate of number of company cases in which disqualification action taken

	1,174
	1,063
	911
	827
	782
	800

	Total number of relevant corporate insolvencies

	15,994
	16,887
	17,639
	17,990
	15,721
	14,467

	Disqualifications as % of relevant corporate insolvencies
	7.34%
	6.29%
	5.17%
	4.60%
	4.97%
	5.53%

	Number of BROs1
	
	22
	843
	1,867

	Number of relevant bankruptcies

	
	9,060
	40,840
	56,537

	BROs as % of relevant bankruptcies
	
	0.20%
	2.06%
	3.30%


Section 1: Protection of the public and commercial community (continued)

 1.2 The level of BROs obtained compared to the level of bankruptcy prosecutions submitted 
	 
	Pre-Enterprise Act 2002
	Post-Enterprise Act 2002

	
	2001/2
	2002/3
	2003/4
	2004/5
	2005/6
	2006/7

	Number of bankruptcy statement of facts submitted

	859
	747
	424
	

	Total no. of relevant bankruptcies

	23,028
	24,012
	26,828
	

	Bankruptcy statement of facts submitted as % of bankruptcies
	3.73%
	3.11%
	1.58%
	

	Number of BROs

	
	22
	843
	1,867

	Number of relevant bankruptcies

	
	9,060
	40,840
	56,537

	BROs as % of relevant bankruptcies
	
	0.20%
	2.06%
	3.30%


Section 2: Differentiating between culpable and non-culpable bankrupts

2.1 Details of credit agencies’ policies regarding the recording of bankruptcy orders

	Credit Agency
	Provisions pre-Enterprise Act

2002
	Provisions post-Enterprise Act

2002

	Experian Ltd
	· A bankruptcy order will be recorded for 6 years

· Bankruptcy orders where a certificate of summary administration is issued are also recorded for 6 years

· Notice of discharge and annulment is also recorded

· If the bankruptcy is annulled, notice of the bankruptcy order is removed completely in some cases; in others, a note is added

· Notice of discharge will be added if Experian become aware that the debtor is discharged


	· A bankruptcy order will be recorded for 6 years

· If the bankruptcy order is made after 1 April 2004, an automatic discharge date will be noted on the 1st anniversary. 

· If the bankruptcy order is before 1 April 2004, an automatic discharge date will be noted on 1 April 2005 (unless there is more than one bankruptcy order for same person)

· Any bankruptcy orders without a discharge notice will be notified through the Gazette and in near future (when data feed is established) from The Insolvency Service. These will remain on file until they are discharged if they are older than six years.  

· As regards BROs, if they last less than 6 years, the record of the BRO will be removed after 6 years. Otherwise, they will remain on file until the BRO ceases (whatever the duration). 




Similar enquiries were made of two other credit reference agencies, Equifax Europe (UK) Ltd and Callcredit Plc. Equifax Europe (UK) Ltd have failed to supply any information and Callcredit Plc provided the information on a private and confidential basis, and so could not be included here.
Section 2: Differentiating between culpable and non-culpable bankrupts (continued)

2.2 Details of lenders’ policies in dealing with bankrupts
A sample of lending policies prior to the Enterprise Act 2002 is as follows
:

	
	Undischarged bankrupts
	Discharged bankrupts

	BANK A


	· All of the credit products have policy decline rules in place for initial application for credit

· All credit limit recommendations (overdrafts, cross sales, etc.) are set to zero for existing accounts held by undischarged bankrupts

· On receipt of notification of discharge the accounts are written off and closed
	· Treated in the same way as any other application

· However, policy decline rules are based on derogatory data received from Credit Reference Agency so can decline those with poor financial history

· Once an application has been accepted then it is treated through the ongoing account management strategies in the normal manner

	BANK B
	· Applications for secured or unsecured loans will not generally be considered 

· Will be considered for basic bank account facilities only


	· Applications for secured or unsecured loans will not generally be considered from former bankrupts who have been discharged for a period less than 3 years

· Former bankrupts who have been discharged for a period of less than 3 years would be considered for basic bank account facilities only

	BANK C
	· For unsecured products, policy rules lead to bankrupts being force-declined

· Bankruptcy does not feature specifically in the scorecards due to the relatively low incidence

· For mortgage products, the systems refer the case to a head office underwriter if the proposal would otherwise be acceptable
	· As registration of discharges of bankruptcy at the Credit Reference Agencies is considerably less common than the registration of bankruptcy, the systems are not designed to deal with that event specifically

	BANK D
	· A bankrupt, whether discharged or undischarged, will be declined for all products, except a basic bank account

· For basic bank accounts, bankruptcy is ignored

· However, if a bankruptcy record is on the Credit Reference Agency it will be classed for scoring purposes as a 'judgment' and the applicant will be 'negatively' scored

	BANK E
	· For card and loan products, if a bankruptcy record is on the Credit Reference Agency, then the application is declined

· For mortgages, if an applicant is either a discharged or undischarged bankrupt then the application is referred for a manual assessment by a senior underwriter

	BANK F
	· Applications for secured/unsecured loans and new bank accounts are declined

· For existing accounts, on notification of bankruptcy, an indicator is placed on the account which, effectively, cancels all facilities (cheque book, cards, overdraft facility etc). 


	· Applications for unsecured loans are referred to an underwriter, and the circumstances of each case are assessed to reach a decision

· Applications for new bank accounts are scored normally, although the existence of adverse credit may impact on decisioning

· For existing accounts, upon discharge, the indicator is removed and operational restrictions lifted. Facilities available are subsequently determined by behavioural scoring and/or underwriter decisioning

· Applications for secured credit are referred to a central unit, where each case is dealt with on its merits and the circumstances of the case



	BANK G
	· Scoring systems are based on probability of default, so, all other things being equal, an applicant who has previously been bankrupt is less likely to be offered facilities than someone who has not

· Managers are, however, able to look at each application on a case by case basis and are empowered to override any scored decision if the circumstances warrant it



	BANK H
	· Existing banking facilities are withdrawn

· Applications for new bank accounts are declined 


	· Borrowing requests are subject to manual review by underwriters, who have the authority to approve the application. The factors surrounding the bankruptcy are taken into consideration before a decision is reached. This is the same for business, personal and mortgage applications.

· Consideration will be given to whether the bankruptcy was caused by a genuine business failure and may not lend if the bankruptcy related to consumer debt caused by financial mismanagement

· Consideration also given to the time since discharge, the amount involved in the bankruptcy, the dividend paid to the creditors and financial conduct since the discharge




The Insolvency Service does not know whether the policies as stated by the banks are applied in practice.

Lenders have made no changes to lender policies in specific response to the Enterprise Act 2002.

Section 3: Deterring fraud and misconduct

3.1 The overall level of bankruptcy enforcement action

	 
	2001/2
	2002/3
	2003/4
	2004/5
	2005/6
	2006/7

	Number of bankruptcy convictions obtained

	364
	301
	231
	133
	47
	49

	Total number of relevant bankruptcy orders

	20,508
	21,479
	21,961
	23,426
	25,177
	29,633

	Convictions as % of relevant bankruptcy orders
	1.77%
	1.40%
	1.05%
	0.57%
	0.19%
	0.17%

	Number of suspensions of discharge obtained

	1,032
	986
	911
	1,291
	1,644
	1,421

	Total number of bankruptcy orders
	23,426
	25,177
	29,633
	37,562
	53,386
	64,610

	Suspension of discharges  as % of bankruptcy orders
	4.41%
	3.92%
	3.07%
	3.44%
	3.08%
	2.20%

	Number of BROs10
	
	22
	843
	1,867

	Number of relevant bankruptcies

	
	9,060
	40,840
	56,537

	BROs as % of relevant bankruptcies
	
	0.20%
	2.06%
	3.30%


3.2 The level of second-time bankrupts following a prosecution in the first case before the Enterprise Act 2002

	
	2001/2
	2002/3
	2003/4

	Number of second-time bankrupts where a prosecution was obtained in the first case 

	16
	3
	14

	Number of ‘2nd time’ bankrupts12
	963
	977
	1,126

	% of ‘second-time’ bankrupts where a prosecution was obtained in the first case
	1.66%
	0.31%
	1.24%


� Figures provided by Authorisations Team.


� It is estimated that, on average, the ratio of company cases where disqualification action is taken to the number of disqualification orders/undertakings is 2:3. This is based on a sample of disqualification cases in 2006/7 shows that 591 disqualification orders/undertakings were obtained in connection with misconduct in 403 corporate insolvencies. 


� Based on statistics published by The Insolvency Service (previously the DTI Statistics Directorate) (not seasonally adjusted), and includes all insolvencies in which disqualification action can be taken, i.e. compulsory liquidations, creditors’ voluntary liquidations, administrations and receiverships. The receivership figures include administrative receiverships and other receiverships, such as receivers appointed under the Law of Property Act 1925, which are not ‘relevant’. However, the number of ‘non-relevant’ receiverships is not material and thus will have negligible impact. The number of disqualifications obtained has been lagged by two financial years to reflect the time taken to obtain a disqualification order from the date of the insolvency proceedings. According to statistics published by The Insolvency Service, the average time taken to obtain a disqualification order in 2001/2, 2002/3 and 2003/4 is 27.5, 24.3 and 22.4 months respectively.


� Based on statistics published by The Insolvency Service (previously the DTI Statistics Directorate) (not seasonally adjusted). The number of bankruptcies has been lagged by 9 months. This is to reflect the time taken to obtain a BRO/U from the date of the bankruptcy order. According to internal data held by The Insolvency Service, the average time taken to obtain a BRO/U in 2004/5, 2005/6 and 2006/7 is 6.9 months, 8.9 and 10.4 months respectively. Further, BRO/U action can only be taken in respect of conduct after 1 April 2004. Accordingly, the 2004/5 relevant bankruptcies represent the level of bankruptcies in the 3 months to 30 June 2004, and the relevant bankruptcies for 2005/6 are the level of bankruptcies in the year ended 30 June 2005.


� Information extracted from the Criminal Allegations Team database


� Figures provided by DTI Statistics Directorate (not seasonally adjusted). The number of bankruptcies has been lagged by 6 months to reflect the time taken to submit a statement of facts. This time period is based on internal statistics maintained by The Insolvency Service.


� Figures provided by Authorisations Team.


� Based on statistics published by The Insolvency Service (previously the DTI Statistics Directorate) (not seasonally adjusted). The number of bankruptcies has been lagged by 9 months. This is to reflect the time taken to obtain a BRO/U from the date of the bankruptcy order. According to internal data held by The Insolvency Service, the average time taken to obtain a BRO/U in 2004/5, 2005/6 and 2006/7 is 6.9 months, 8.9 and 10.4 months respectively. Further, BRO/U action can only be taken in respect of conduct after 1 April 2004. Accordingly, the 2004/5 relevant bankruptcies represent the level of bankruptcies in the 3 months to 30 June 2004, and the relevant bankruptcies for 2005/6 are the level of bankruptcies in the year ended 30 June 2005.


� Based on information provided by the British Bankers’ Association, and all information is as stated by the lender.


� Figures provided by Authorisations Team.


� Based on statistics published by The Insolvency Service (previously the DTI Statistics Directorate) (not seasonally adjusted). The number of relevant bankruptcies is the total number of bankruptcies lagged by 3 years. This is to reflect the time taken to secure a conviction. This time period is an estimate based on a case sampling exercise.


� Information extracted from The Insolvency Service’s internal database.


� Based on statistics published by The Insolvency Service (previously the DTI Statistics Directorate) (not seasonally adjusted). The number of relevant bankruptcies has been lagged by 9 months. This is to reflect the time taken to obtain a BRO/U from the date of the bankruptcy order. According to internal data held by The Insolvency Service, the average time taken to obtain a BRO/U in 2004/5, 2005/6 and 2006/7 is 6.9 months, 8.9 and 10.4 months respectively. Further, BRO/U action can only be taken in respect of conduct after 1 April 2004. Accordingly, the 2004/5 relevant bankruptcies represent the level of bankruptcies in the 3 months to 30 June 2004, and the relevant bankruptcies for 2005/6 are the level of bankruptcies in the year ended 30 June 2005.


� Based on information held on The Insolvency Service’s internal databases
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