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Section 1: Executive Summary 

1.1 Introduction

This report looks at the results of a survey carried out by The Insolvency Service in 2006. The aim of the survey was to obtain views from bankrupts regarding discharge from bankruptcy.

On 1 April 2004, provisions of the Enterprise Act 2002 came into force that changed the bankruptcy regime. Part of the changes related to discharge to bankruptcy and included:

· The reduction of the automatic discharge period from 3 years to 1 year; and

· The introduction of ‘early discharge’, whereby discharge can occur in less than one year if the Official Receiver files a notice at Court stating that the investigations into the affairs and conduct of the bankrupt are unnecessary or completed.
The Insolvency Service is undertaking a retrospective (ex-post) evaluation i.e. after the adoption of the Enterprise Act 2002, to know better what happened after the implementation of the Act and to apprehend the real effects of the legislative action. The evaluation attempts to comprehensively assess whether, to what extent and how the provisions of the Enterprise Act 2002 met its policy objectives.
This survey was undertaken as part of the evaluation of the discharge provisions, to assess bankrupts’ views on discharge from bankruptcy under the provisions of the Enterprise Act 2002 and the impact of discharge on bankrupts. 
1.2 Key Findings

Reduction in the automatic discharge period from 3 years to 1 year

· Only 16% of bankrupts surveyed were aware of, and influenced by (in varying degrees) the reduction in the automatic discharge period when deciding to go through bankruptcy rather than another debt relief route.

· Around 40% of bankrupts thought that the reduction in the automatic discharge period had reduced the stigma attached to bankruptcy
.

· 75% of bankrupts thought that automatic discharge after 1 year gave bankrupts a fresh start1.

· 85% of bankrupts thought that automatic discharge after 1 year gave, if necessary, sufficient time to ‘learn’ from bankruptcy1.

Introduction of early discharge provisions

· Overall, only 8% of bankrupts surveyed were aware of, and influenced by (in varying degrees) the early discharge provisions when deciding to go through bankruptcy rather than another debt relief route.

· Around 40% of bankrupts thought that the early discharge provisions had reduced the stigma attached to bankruptcy1.

· Around 65% of bankrupts thought that early discharge gave bankrupts a fresh start1.

· 65% of bankrupt thought that early discharge gave, if necessary, sufficient time to ‘learn’ from bankruptcy1.

· Around 80% of bankrupts agreed with the principle of early discharge
.

· 75% of bankrupts agreed that the official receiver did carry out the process of early discharge applications in a fair manner2. 

· Just under 60% of bankrupts thought it was fair that creditors can object to a proposed early discharge application2.

1.2 Key Findings (continued)

Discharge generally

· Just over 25% of bankrupts had opened a bank account since being discharged from bankruptcy
. 

· Less than 5% of bankrupts had started trading, obtained credit, traded under a name other than the one used in bankruptcy or become a company director since being discharged from bankruptcy3.

· The most positive impact of obtaining discharge was emotionally.

· Obtaining discharge had the least impact on employment.

1.3 Methodology

In the summer of 2006, a sample of bankrupts who had received discharge from bankruptcy was asked to complete a questionnaire regarding discharge from bankruptcy
. All bankrupts surveyed had received either automatic or early discharge under the provisions of the Enterprise Act 2002.

The survey was carried out in two stages:

· In June 2006, 4,982 questionnaires were issued to a sample of bankrupts who received early or automatic discharge where a bankruptcy order was made in the period 1 November 2004 to 31 May 2005; and
· In July 2006, 4,918 questionnaires were issued to a sample of bankrupts who received:
· Early or automatic discharge where the bankruptcy order was made in June 2005;

· Early discharge in December 2005 and January 2006; and

· Automatic discharge in the period 1-6th July 2006

The second stage of the survey was carried out due to an insufficient response rate to the first issue of questionnaires. Details of the response rates are shown in Table 1.
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Some respondents did not answer all the questions in the questionnaire. All percentages in this report have been calculated on the basis of the total responses received to a question.

A copy of the questionnaire can be found at Appendix A.

Section 2: Automatic Discharge

2.1 Awareness of change in automatic discharge period

· The provisions of the Enterprise Act 2002 relating to discharge from bankruptcy came into force on 1 April 2004. Prior to the Enterprise Act 2002, bankrupts were automatically discharged from bankruptcy after 3 years
. As a result of the Enterprise Act 2002, bankrupts are now automatically discharge after one year.

· Initially, bankrupts were asked whether they realised before they began their bankruptcy that the automatic discharge period was reduced in 2004 from 3 years to 1 year. The results show that just over half of the bankrupts were not aware of the change (see Figure 1).

[image: image2.wmf]Figure 1: Did you realise before you began your 

bankruptcy that the automatic discharge period was 

reduced in 2004 from 3 years to 1 year?

0%

20%

40%

60%

Yes

No 

Don't know



2.1 Awareness of change in automatic discharge period (continued)

· There is no significant difference in awareness based on the bankrupts’ gender (see Table 2).

· In general terms, younger bankrupts (aged under 35) were more aware of the change in automatic discharge compared to older bankrupts (see Table 2).

· Bankrupts who presented their own petitions were more aware of the changes in the automatic discharge period than bankrupts whose proceedings were based on a creditor’s petition (see Table 2).

· Bankrupts with mainly personal debts were more aware of the changes in the automatic discharge period than bankrupts with mainly business debts, or a mixture of debts (see Table 2).

· There is no significant difference in awareness based on when the bankrupts were discharged (see Table 2). 

· Bankrupts who received an early discharge were less aware of the change in the automatic discharge period than those who did not receive an early discharge (see Table 2).

2.1 Awareness of change in automatic discharge period (continued)

[image: image3.wmf]Figure 2: How much of an influence did the reduction in the 

automatic discharge period from 3 years to 1 year have on 

your decision to go through bankruptcy rather than another 

debt relief route?

0%

20%

40%

60%

No influence

Some

influence

A lot of

influence

It was crucial

Don't know


Base: All responding







 June/July 2006

2.1 Awareness of change in automatic discharge period (continued)

· The bankrupts who were aware of the reduction in the automatic discharge period were asked how much of an influence this had on their decision to go through bankruptcy rather than another debt relief route. Nearly 60% of bankrupts stated that the reduction in the automatic discharge period had no influence (see Figure 2
).
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· Therefore, only 16% of bankrupts surveyed were aware of, and influenced by (in varying degrees), the reduction in the automatic discharge period
.

2.2 Awareness of introduction of early discharge

· In addition to the reduction in the automatic discharge period, the provisions of the Enterprise Act 2002 relating to discharge also introduced the ‘early discharge’ provisions. These provisions provide for discharge in less than one year if the Official Receiver files a notice at Court stating that the investigations into the affairs and conduct of the bankrupt are unnecessary or completed. However, creditors have the right to object to a proposed early discharge application by the Official Receiver.
· The bankrupts were asked whether they were aware that early discharge was a possibility before they began their bankruptcy. The results show that nearly 70% of the bankrupts were not aware of early discharge (see Figure 3).
[image: image5.wmf]Figure 4: How much of an influence did the possibility of 

getting early discharge have on your decision to go through 

bankruptcy rather than another debt relief route?

0%

20%

40%

60%

80%

No influence

Some

influence

A lot of

influence

It was crucial

Don't know


2.2 Awareness of introduction of early discharge (continued)

· There is no significant difference in awareness based on the bankrupts’ gender (see Table 3).

· In general terms, awareness of the early discharge provisions decreases with age, with 43% of bankrupts aged under 25 being aware of early discharge compared to 21% of bankrupts aged 65 or over (see Table 3).

· Bankrupts who presented their own petitions were more aware of early discharge than bankrupts whose proceedings were based on a creditor’s petition (see Table 3).

· Bankrupts with mainly personal debts were more aware of early discharge than bankrupts with mainly business debts, or a mixture of debts (see Table 3).

· There is no significant difference in awareness based on when the bankrupts were discharged (see Table 3). 

· There is no significant difference in awareness based on whether the bankrupts received early discharge or not (see Table 3).

2.2 Awareness of introduction of early discharge (continued)
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2.2 Awareness of introduction of early discharge (continued)

· The bankrupts who were aware of early discharge were asked how much of an influence this had on their decision to go through bankruptcy rather than another debt relief route. Nearly 70% of bankrupts stated that early discharge had no influence (see Figure 4
).
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· Therefore, only 8% of bankrupts surveyed were aware of, and influenced by (in varying degrees) the early discharge provisions
.

· Bankrupts were also asked whether they were now aware of early discharge. Around 70% of bankrupts were aware of early discharge, with awareness being greater amongst those bankrupts who had received early discharge. However, it is interesting to note that only three-quarters of those who received early discharge indicated that they were aware of early discharge.

Section 3: Effect of discharge provisions

3.1 Stigma attached to bankruptcy

· A previous study carried out by The Insolvency Service prior to the implementation of the discharge provisions of the Enterprise Act 2002 established that 83% of bankrupts agreed that there was a stigma associated with bankruptcy
. 
· Bankrupts were asked whether the reduction in the automatic discharge period had reduced the stigma attached to bankruptcy. Around 40% of the bankrupts agreed that it had (see Figure 5).

· Similarly, bankrupts were asked whether the early discharge provisions had reduced the stigma attached to bankruptcy. Again, around 40% of the bankrupts agreed that it had (see Figure 5).

· These responses are consistent with the results of the previous study carried out by The Insolvency Service, where 42% of bankrupts thought that the length of time bankruptcy restrictions are imposed contributed to the stigma associated with bankruptcy.
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3.1 Stigma attached to bankruptcy (continued)
· Bankrupts who had received early discharge were more likely to agree that the early discharge provisions had reduced the stigma attached to bankruptcy. Around 45% of bankrupts who had received early discharge agreed that the early discharge provisions had reduced the stigma attached to bankruptcy, compared to around 35% of bankrupts who had received automatic discharge (see Figure 5).

3.2 Fresh start for bankrupts
· Bankrupts were asked whether automatic discharge after 1 year gave bankrupts a fresh start – 75% of bankrupts agreed that it did (see Figure 6).

· Similarly, bankrupts were asked whether early discharge gave bankrupts a fresh start - 64% of bankrupts agreed that it did (see Figure 6).

· Bankrupts who received early discharge were more likely to agree that early discharge gave bankrupts a fresh start. Around 70% of bankrupts who received early discharge agreed that early discharge gave bankrupts a fresh start, compared to around 55% of bankrupts who received automatic discharge (see Figure 6).
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3.3 ‘Learning’ from the bankruptcy experience
· Bankrupts were asked whether automatic discharge after 1 year gives, if necessary, sufficient time to ‘learn’ from bankruptcy – 85% of bankrupts agreed that it did (see Figure 7).

· Similarly, bankrupts were asked whether early discharge gives, if necessary, sufficient time to ‘learn’ from bankruptcy – 65% of bankrupts agreed that it did (see Figure 7).

· Bankrupts who received early discharge were more likely to agree that early discharge gives, if necessary, sufficient time to ‘learn’ from bankruptcy. Around three-quarters of bankrupts who received early discharge agreed that early discharge gives, if necessary, sufficient time to ‘learn’ from bankruptcy, compared to just under half of bankrupts who received automatic discharge (see Figure 7).

[image: image10.wmf]Figure 8: Percentage of bankrupts engaging in activities in 

the market place since discharge from bankruptcy

0%

10%

20%

30%

Opened a

bank account

Started

trading

Obtained

credit

Traded under

a name other

than the one

used in your

bankruptcy

Became a

company

director


Section 4: Impact of obtaining discharge

4.1 Removal of bankruptcy restrictions

· Bankrupts were asked about their activity in the market place since being discharged from bankruptcy. The questions related to activities that are restricted under insolvency legislation
 or by market place policies.
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Just over a quarter of bankrupts had opened a bank account since being discharged from bankruptcy. In contrast, less than 5% of bankrupts had started trading, obtained credit, traded under a name other than the one used in bankruptcy or become a company director (see Figure 8).

· Bankrupts who had been discharged longer were more likely to have opened a bank account, with 37% of bankrupts who were discharged in 2005 having opened an account compared with 23% of bankrupts who were discharged in 2006. 

4.1 Removal of bankruptcy restrictions (continued)
· In general terms, the younger the bankrupt, the more likely it is that the bankrupt will have opened a bank account since discharge (see Figure 4).

[image: image12.wmf]Figure 6: Automatic/Early discharge gives bankrupts 

a fresh start

0%

20%

40%

60%

80%

Agree

Disagree

Neither

agree nor

disagree

Agree

Disagree

Neither

agree nor

disagree

Automatic discharge

Early discharge


· The majority of bankrupts who have started to trade since discharge are male and have been in business before, i.e. their bankruptcy debts are mainly business debts. A similar pattern is seen with bankrupts who have traded under a name other than the one used in bankruptcy, or become a company director. 

· Bankrupts who had been discharged longer were more likely to have obtained credit, with 4% of bankrupts who were discharged in 2005 having obtained credit compared with 1% of bankrupts who were discharged in 2006. 

· The majority of bankrupts who have obtained credit since discharge are aged under 45. 

4.2 General impact

· Bankrupts were asked about the general impact of obtaining discharge.

· The most positive impact was emotionally (see Figure 10).

· Obtaining discharge had the least impact on employment (see Figure 10).
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Section 5: Early discharge process

5.1 Principle of early discharge

· Bankrupts were asked whether they agreed with the overall principle of early discharge.

· Around 80% of bankrupts agreed with the principle of early discharge (see Figure 11).
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· Bankrupts who received early discharge were more likely to agree with the principle of early discharge, with 88% of bankrupts who received early discharge agreeing with the principle, compared with 69% of bankrupts who received automatic discharge.

5.1 Principle of early discharge (continued)
· Bankrupts were asked whether early discharge defeated the point of bankruptcy.

· [image: image15.wmf]Figure 14: Do you think the official receiver carries out the 
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Only 20% of bankrupts agreed that early discharge defeated the point of bankruptcy, with around 60% disagreeing (see Figure 12).

5.1 Principle of early discharge (continued)
· Bankrupts who received early discharge were less likely to agree that early discharge defeated the point of bankruptcy (see Figure 13). Around 10% of bankrupts who received early discharge agreed that early discharge defeated the point of bankruptcy, with about 75% disagreeing. In contrast, around 35% of bankrupts who did not receive early discharge agreed that early discharge defeated the point of bankruptcy, with about 45% disagreeing.
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5.2 Role of official receiver

· Bankrupts were asked whether they thought the official receiver carried out the process of early discharge applications in a fair manner.

· Three-quarters of bankrupts agreed that the official receiver did carry out the process of early discharge applications in a fair manner, with just under a quarter being unsure (see Figure 14).

5.2 Role of official receiver (continued)

· Bankrupts who had received early discharge were substantially more likely to agree that the official receiver carried out the process of early discharge applications in a fair manner (see Figure 15).

· Around 90% of bankrupts who had received early discharge agreed that the official receiver carried out the process of early discharge applications in a fair manner. Only 50% of bankrupts who did not receive early discharge agreed that the official receiver carried out the process of early discharge applications in a fair manner, with 45% being unsure.

5.3 Role of creditors
· Bankrupts were asked whether they thought it was fair that creditors can object to a proposed early discharge application.

· Just under 60% of bankrupts thought it was fair that creditors can object to a proposed early discharge application, with 13% of bankrupts being unsure (see Figure 16). There was no significant difference based on whether the bankrupt had received early discharge or not.


Base:  All responding who realised the automatic discharge period was reduced


excluding  ‘not applicable’ responses					             June/July 2006





Table 2: Did you realise before you began your bankruptcy that the automatic discharge period was reduced in 2004 from 3 years to 1 year?





 �
Yes�
No�
Don’t know�
�
Overall�
44%�
54%�
2%�
�
Gender�



Male�
45%�
53%�
2%�
�
�



Female�
44%�
55%�
1%�
�
Age�



Under 25�
48%�
49%�
2%�
�
�



26-34�
51%�
47%�
2%�
�
�



35-44�
46%�
52%�
1%�
�
�



45-55�
41%�
57%�
2%�
�
�



55-64�
40%�
58%�
1%�
�
�



65 and over�
30%�
69%�
1%�
�
Petitioner creditor�



Debtor�
46%�
53%�
2%�
�
�



Creditor�
38%�
58%�
3%�
�
Type of bankruptcy debts�
Mainly business�
41%�
58%�
1%�
�
�
Mainly personal�
46%�
52%�
2%�
�
�



Mixture�
42%�
56%�
2%�
�
Year discharge was obtained�
2005�
44%�
55%�



1%�
�
�
2006�
45%�
53%�



2%�
�
Early discharge granted?�
Yes�



43%�
55%�
2%�
�
�
No�



47%�
51%�
2%�
�






Table 3: Did you realise before you began your bankruptcy that early discharge from bankruptcy was a possibility?





 �
Yes�
No�
Don’t know�
�
Overall�
30%�
68%�
2%�
�
Gender�



Male�
29%�
69%�
3%�
�
�



Female�
32%�
67%�
1%�
�
Age�



Under 25�
43%�
57%�
0%�
�
�



26-34�
40%�
58%�
2%�
�
�



35-44�
31%�
67%�
2%�
�
�



45-55�
25%�
74%�
2%�
�
�



55-64�
22%�
77%�
1%�
�
�



65 and over�
21%�
77%�
3%�
�
Petitioner creditor�



Debtor�
31%�
68%�
1%�
�
�



Creditor�
25%�
70%�
5%�
�
Type of bankruptcy debts�
Mainly business�
28%�
71%�
1%�
�
�
Mainly personal�
32%�
66%�
2%�
�
�



Mixture�
23%�
74%�
2%�
�
Year discharge was obtained�
2005�



29%�
69%�
1%�
�
�
2006�



31%�
67%�
2%�
�
Early discharge granted?�
Yes�



29%�
69%�
1%�
�
�
No�



32%�
66%�
2%�
�






Table 1: Response Rates





Date questionnaires issued�
Population�
Sample size�
Response rate (count)�
Response rate (%)�
�



June 2006�
9,783�
4,982�
355�
7%�
�



July 2006�
13,655�
4,918�
1,336�
27%�
�



Total�
23,438�
9,900�
1,691�
17%�
�






Base:  All responding	        						              June/July 2006





Base:  All responding	       					           June/July 2006





Base: All responding who realised that early discharge from bankruptcy was possible 


excluding  ‘not applicable’ responses                                  			      June/July 2006





Base: All those responding excluding ‘not applicable’ responses	                                          June/July 2006





Base: All those responding excluding ‘not applicable’ responses	      June/July 2006





Base: All those responding excluding ‘not applicable’ responses	             June/July 2006





Base: All those responding 					                    June/July 2006





Base: All those responding 					                June/July 2006





Base: All those responding 					                    June/July 2006





Base: All those responding 					                    June/July 2006





Base: All those responding excluding ‘not applicable’ responses	             June/July 2006





Base: All those responding excluding ‘not applicable’ responses	         June/July 2006





Base: All those responding 					                    June/July 2006





Base: All those responding 					                    June/July 2006





Base: All those responding 				             June/July 2006








� This figure excludes respondents who answered ‘not applicable’ and those who did not answer the question.


� This figure excludes respondents who did not answer the question.


� This figure excludes respondents who did not answer the question.





� The survey was carried out by GfK NOP on behalf of The Insolvency Service.


� The exceptions were:


Cases where a certificate of summary administration was issued; in such cases, bankrupts were automatically discharged after 2 years


Cases where a suspension of discharge was obtained due to, for example, non-cooperation; in such cases discharge would depend on when the suspension of discharge was lifted


‘Second time’ bankrupts, i.e. where the bankrupt was subject to a previous bankruptcy order in the preceding 15 years; in such cases, the bankrupt could apply to the court for discharge after 5 years.


� Bankrupts were also given ‘not applicable’ as a possible answer, as some of the bankrupts who were aware of the reduction in the automatic discharge period may not have voluntarily opted for bankruptcy, e.g. their bankruptcy was based on a creditor’s petition. The percentages in Figure 2 exclude the ‘not applicable’ responses.


� A total of 1,691 bankrupts were surveyed, and 279 bankrupts confirmed that they were aware of, and influenced by, the reduction in the automatic discharge period.  


� Bankrupts were also given ‘not applicable’ as a possible answer, as some of the bankrupts who were aware of early discharge may not have voluntarily opted for bankruptcy, e.g. their bankruptcy was based on a creditor’s petition. The percentages in Figure 5 exclude the ‘not applicable’ responses.


� A total of 1,691 bankrupts were surveyed, and 137 bankrupts confirmed that they were aware of, and influenced by, the early discharge provisions.  


� ‘Attitudes to Bankruptcy’:


� HYPERLINK "http://www.insolvency.gov.uk/insolvencyprofessionandlegislation/policychange/attitudes/report-attitudestobankruptcy1.pdf" ��http://www.insolvency.gov.uk/insolvencyprofessionandlegislation/policychange/attitudes/report-attitudestobankruptcy1.pdf� 


� The following are criminal offences under the Insolvency Act 1986 for an undischarged bankrupt: obtaining credit of £500 or more either alone or jointly with any another person without disclosing his/her bankruptcy; carrying on business (directly or indirectly) in a different name from that in which s/he was made bankrupt, without telling all those with whom s/he does business the name in which s/he was made bankrupt; and being concerned (directly or indirectly) in promoting, forming or managing a limited company, or acting as a company director, without the court’s permission, whether formally appointed as a director or not. Additionally, a bankrupt may not act as an insolvency practitioner, or as receiver or manager of the property of a company on behalf of debenture holders, or be a Member of Parliament in England or Wales. 


Further restrictions are imposed under non-insolvency legislation.
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