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Section 1: Executive Summary 

1.1 Introduction

This report looks at the profiles of companies in compulsory liquidation, collectively in England & Wales and on a regional basis, over a three-year period. It focuses on the following areas:

· Length of trading

· Cause of failure

· Assets

· Liabilities, including the level of debt owed and number of creditors

The aim of this research was to ascertain whether there have been changes over the study period in respect of these characteristics, and whether any regional differences exist. This research will add to the evidence base for future policy decisions. Additionally, the information will assist in determining the scope for further research into compulsory liquidation.

1.2 Key Findings

For England & Wales

· Companies who traded for less than 2 years have decreased over the study period.

· In 2006/7, based on 6-months of data
, the primary cause of failure in around 18% of compulsory liquidations was attributed to a management failure, in 2007/8 this figure had risen to 20%. Management failures include failure to deal with tax affairs; under-capitalisation; over-optimism; excessive overheads (including remuneration); and lack of, or poor, planning. 

· The average level of assets of companies in compulsory liquidation has    increased over the whole study period.
· Over 70% of companies in compulsory liquidation had no assets. 

· The average amount of scheduled debt including companies with debts of over £10 million increased over the study period. A similar but less pronounced pattern was seen in the average amount of scheduled debt excluding companies with debts of over £10 million.

· The proportion of cases with 10 or less creditors has increased over the study period.
1.2 Key Findings (continued)

Regional results
· In broad terms, the regions follow the pattern seen at the national level.

· The South-West region was the only region to see an increase in the percentage of companies who traded for less than 2 years.

· The North-East region had the lowest average asset value over the study period and the largest proportion of companies with no assets.
· The Anglia and South-West regions had the lowest proportion of companies with no assets throughout the study period.

· The London & South East region had the highest average debt levels, excluding companies with debts over £10 million.

· The London & South East  region had the largest proportion of companies with 10 or less creditors throughout the study period. Whilst the South-West region had the lowest proportion.
· Anglia was the only region to see an increase in the proportion of companies with debts under £100,000 during the study period.

· The South-West region had the smallest proportion of companies with 10 or less creditors throughout the study period.

1.3 Methodology

Data on the profiling characteristics have been extracted from The Insolvency Service’s internal database for the periods 2005/6, 2006/7 and 2007/8. The Service collects this information routinely, but in some cases the data may be missing where, for example, a director has not been traced or has not fully co-operated. 

The Insolvency Service only started recording data on its internal database on the cause of failure from 1 October 2006. Therefore, this profiling information is only available for 2006/7, based on the data recorded in the period 1 October 2006 to 31 March 2007. 

Further, changes were made in 2006/7 to the part of the database used to capture information on compulsory liquidations by industry, in order that they adhere to the Standard Industrial Classification 2003 (SIC 2003). As a result, earlier data according to this breakdown is not available.  The breakdown according to the previously used Insolvency Trade Classification (ITC) is available up to 2006 Quarter 3 and can be found at:

http://www.insolvency.gov.uk/otherinformation/statistics/200702/table4.htm 

Detailed statistics for England and Wales, including the extent of the missing data, are shown in Appendix 1.

Information on assets and debts owed, this is based on information provided to the Official Receiver by the company director(s) and/or third-parties. The data do not include information regarding assets or debts received after an insolvency practitioner has been appointed liquidator. The percentage of cases where an insolvency practitioner was appointed liquidator is shown in Table 1.


Table 1: Percentage of cases where an insolvency practitioner has been appointed liquidator

	
	2005/6
	2006/7
	2007/8

	No. of winding-up orders made

	5,605
	5,329
	4,861

	No. of cases where an IP has been appointed

	1,061
	945
	1,078

	% of cases where an IP has been appointed
	18.9%
	17.7%
	22.2%


For the regional analysis, the data have been broken down according to The Insolvency Service’s broad operational regions. Detailed regional statistics, including the extent of missing data, are shown in Appendix 2. 

Section 2: Profiles of companies in compulsory liquidation in England & Wales
2.1 Length of trading
· Information on the length of trading is only available for about one fifth of cases.

· The breakdown of the length of trading of companies in compulsory liquidation remained largely unchanged over the study period (see Figure 1).

· Just over two-thirds of companies that entered compulsory liquidation (and had length of trading recorded) had traded for less than 5 years (see Figure 1).

· The percentage of companies who traded for less than 2 years decreased over the study period.

[image: image2.emf]Figure 1: Percentage breakdown of length of trading
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2.2 Cause of failure

· In 2006/7, based on 6-months of data
, the primary cause of failure in around 18% of compulsory liquidations was attributed to a management failure, in 2007/8 this figure had risen to 20% of compulsory liquidations. Management failures include failure to deal with tax affairs; under-capitalisation; over-optimism; excessive overheads (including remuneration); and lack of, or poor, planning. 

· In 2006/7, based on 6-months of data4, the primary cause of failure in around 5% of compulsory liquidations that was attributable to the failure of a new venture, expansion or acquisition. In 2007/8 these failures had risen to 8% of compulsory liquidations (see Figure 2).
· In 2006/7, based on 6 months worth of data4, the primary cause of failure that was attributable to “other” was 24% of compulsory liquidations.  In 2007/8 the primary cause of failure that was attributable to “other” reasons had reduced to 21.5%.

2.2 Cause of failure (continued)

[image: image3.emf]Figure 2 :Primary cause of failure in compulsory liquidations in 

2006/7 (based on six months of data) and 2007/8
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2.3 Assets

· The average level of assets of companies in compulsory liquidation  increased over the study period as a whole (see Figure 3). 

[image: image4.emf]Figure 3: Average asset levels of companies in 
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2.3 Assets (continued)

· The breakdown of the asset levels of companies in compulsory liquidation remained largely unchanged over the study period (see Figure 4).

· Over 70% of companies in compulsory liquidation had no assets throughout the study period (see Figure 4).

[image: image5.emf]Figure 4: Breakdown of asset levels of companies in 
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2.4 Liabilities

· The average amount of scheduled debt
 including companies with debts of over £10 million increased over the study period. A similar pattern was seen in the average amount of scheduled debt excluding companies with debts of over £10 million (see Figure 5).

[image: image6.emf]Figure 5: Average amount of scheduled debt
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2.4 Liabilities (continued)

· The proportion of cases with debts of under £20,000 decreased by 7 percentage points throughout the study period. (see Figure 6). 

· The increase over the study period of debts of £50,000 and above is reflected in the increase in average amount of scheduled debts (see Figure 5)
[image: image7.emf]Figure 6: Breakdown of scheduled debts
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2.4 Liabilities (continued) 

· The proportion of cases with 10 or less creditors has increased over the study period.  The largest decrease was in the percentage of companies with more than 25 creditors ( see Figure 7).
[image: image8.emf]Figure 7: Number of creditors
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Section 3: Regional Results 
3.1 Length of trading
· Information on the length of trading is only available for about one fifth of cases across England and Wales as a whole.

· The South-West region was the only region to have an overall increase in companies trading less than 2 years during the study period. (see Figure 8).
[image: image9.emf]Figure 8: Regional breakdown of length of trading
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Section 3.2 Cause of failure

· In broad terms, the regional primary causes of failure follow the pattern seen at the national level throughout the study period.
· The London & South East region has the highest proportion of companies where the cause of failure is attributed to ‘other’ reasons compared to other regions (see Figure 9).

· In 2007/8 29% of companies in the Anglia region attributed their cause of failure to management failure.
· The Midlands region had the highest  loss of market cause of failure throughout the study period.

[image: image10.emf]Figure 9: Regional primary cause of failure 2006/7 & 2007/8
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3.3 Assets

· The North-East region had the lowest average asset value over the study period (see Table 2).

· The Anglia region was the only region to see a fall  in average assets over the study period (see table 2)


3.3 Assets (continued)

· The North-East region had the largest proportion of companies with no assets throughout the study period (see Figure 10).

· The Anglia region had the lowest proportion of companies with no assets throughout the study period (see Figure 10).

[image: image11.emf]Figure 10: Regional asset levels
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3.4 Liabilities

· In 2005/6 and 2006/7 London & South East  region had the highest average debt levels including companies with liabilities of over 10 million, but in 2007/8 it was the Anglia region. (see table 3).

3.4 Liabilities (continued)

· The London & South East region had the highest average debt levels excluding companies with debts over £10 million throughout the study period (see table 4).


3.5 Liabilities (continued)
· Anglia is the only region to see an overall increase in the proportion of companies with debts of under £100,000 throughout the study period (see Figure 11).
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3.4 Liabilities (continued)
· The London & South East region had the largest proportion of companies with 10 or less creditors throughout the study period (see Figure 12). 

· The South-West region had the smallest proportion of companies with 10 or less creditors throughout the study period (see Figure 12).

· London and the South East, Anglia and the Midlands regions saw significant increases in the percentage of companies with 10 or fewer creditors over the study period,  whilst the North East region saw an overall decrease.
[image: image13.emf]Figure 12: Regional percentage of companies with 10 or less 
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Table 2: Regional average asset values





�
2005/6�
2006/7�
2007/8�
�



Anglia Region�



£18,343�
£11,262�



10,362�
�



Centralised Activities Region�






No data�
No data�






No data�
�



London & South East Region�



£11,455�
£16,685�



£21,516�
�



Midlands Region�



£6,457�
£10,114�



£10,252�
�



North East Region�



£3,523�
£5,562�



£5,436�
�



North West Region�



£6,686�
£6,559�



£8,443�
�



South West Region�



£12,878�
£9,059�



£42,651�
�



England & Wales�
£9,890�
£9,873�
£16,443�
�









Table 3: Regional average debt levels including companies with liabilities of over £10 million





 �
2005/6�
2006/7�
2007/8�
�



Anglia Region�
£197,350�
£122,537�
£826,148�
�



Centralised Activities�
No data�
No data�
No data�
�



London & South East  Region�
£350,646�
£271,032�
£410,160�
�



Midlands Region�
£198,680�
£196,264�
£161,577�
�



North East Region�
£97,012�
£169,022�
£216,156�
�



North West Region�
£163,721�
£137,684�
£214,732�
�



South West Region�
£108,308�
£112,985�
£268,233�
�



England & Wales�
£167,902�



£168,254�
£349,501�
�









Table 4: Regional average debt levels excluding companies with liabilities of over £10 million





 �
2005/6�
2006/7�
2007/8�
�



Anglia Region�
£120,216�
£122,537�
£133,858�
�



Centralised Activities�
No data�
No data�
No data�
�



London & South East  Region�
£242,107�
£184,628�
£211,903�
�



Midlands Region�
£135,647�
£122,000�
£161,577�
�



North East Region�
£97,012�
£147,019�
£162,898�
�



North West Region�
£146,086�
£137,684�
£198,680�
�



South West Region�
£108,308�
£112,985�
£177,754�
�



England & Wales�
£141,563�
£137,809�
£174,445�
�






































































































� Information on the cause of failure was recorded on The Insolvency Service’s internal database from 1 October 2006.


� Based on statistics published by The Insolvency Service (previously the DTI Statistics Directorate) (not seasonally adjusted)


� Information based on The Insolvency Service’s performance data


� Information on the cause of failure was recorded on The Insolvency Service’s internal database from 1 October 2006.








� The average debt per case was calculated as the sum of the debt in the year divided by the total number of cases in that year. Cases with no listed debt have been excluded when calculating the average debt levels. 
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