INDICATORS OF FINANCIAL DISTRESS FOR SI\/IES

GUIDANCE

Instructions

This guidance is intended to assist SME clients of CPA Australia members in determining if they should refer to their accountant in relation to their
financial viability.

This information is based on legislation current as at 15 August 2022.

The following version control information has been included to assist you to monitor changes to the following guidance to ensure you are using the latest
version.
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About the author:
This guidance was prepared by Maddocks on behalf of CPA Australia

Disclaimer

CPA Australia and the authors have used reasonable care and skill in compiling the content of this material. However, CPA Australia and the authors
make no warranty as to the accuracy or completeness of any information in these materials. This material is intended to be a general guide only. All
practitioners, readers, viewers and users are advised to undertake their own research or to seek professional advice to keep abreast of any reforms and
developments in the law. To the extent permitted by applicable law, CPA Australia, its employees, agents and consultants exclude all liability for any loss
or damage claims and expenses including but not limited to legal costs, indirect special or consequential loss or damage (including but not limited to,
negligence) arising out of the information in the materials.
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INDICATORS OF FINANCIAL DISTRESS:

Is your accounting and record-keeping up to date?

g
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Can you sign the director’s solvency declaration?
If no, seek advice.
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Does your business experience any of the following:

Is your business unable to pay employees their

0

wages and superannuation?

s

Does the business have outstanding ATO lodgements?
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Do you personally, or does your business have an
outstanding debt owed to the ATO?
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Are you paying customers late?
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Are you receiving emails or letters from creditors
pressuring you for payment?
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Are you unable to collect debtors in a timely manner?
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[ Seek advice from your accountant on using an )
accounting software package. The ASIC website
provides commentary on what records companies

\_ Should keep. y

(" Ensure you have access to and understand: )

Budgets, ability to realise current assets, compliance
with terms of credit, possibility of removal of financial
support, material effect of any contingent liabilities
outstanding debt and lodgement obligations to the

\ ATO. Y,
Speak with your accountant immediately, an
operational cash flow may need to be prepared

L urgently. )

f
]_@_ Lodge all outstanding obligations immediately.
Overdue lodgements may result in a DPN.
4 ) 1
Ask your accountant to contact the ATO for various
options available for your business, or you,
ersonally.
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~
Negotiate payment plans with significant creditors, review
terms of supplier agreements and seek waiver of interest, if
applicable.
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Make a list of creditors chasing payment and prioritise
payment, where possible. Do not ignore statutory
demands served on you
J
\
Request COD terms with customers, ask your
accountant about debtor financing and payment
plans that may suit your businesses cashflow
J

(Be aware (as a director):

Director’s fiduciary and statutory duties owed to their company.
Duty to keep books and records.
Duty not to trade while insolvent.

It is critical that directors understand all duties and obligations imposed on them, as a
breach can result in personal liability.
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Are you able to approach any
investors for capital or any contacts
that may be willing to lend the
business funds?

Have you been unable to obtain
further finance from a financier?
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Call the customer to try and understand the
reasons. Review your cashflow with your
accountant.

Have you lost any key
customers?
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Speak with your financier. Can you
increase the credit limit? Speak with your
accountant about what impacts this will
have to cash flow. Alternatively, seek
advice to obtain and structure new
finance.

Have you reached your limit
on credit facility?
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Ask your accountant to help you
identify the drivers, for example, are
you holding too much stock, which
product is not selling, is it seasonal?

Are sales declining and/or profit
falling?
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Contact your landlord and seek
deferral of rent. Alternatively can
you sub-lease an area of the
premises?

Are you unable to pay rent on time?
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SEEK HELP EARLY: If your business is experiencing any of the issues above or you think

it may soon, contact your CPA who can help guide you through the business’ financial
distress and discuss options available.



https://asic.gov.au/for-business/running-a-company/company-officeholder-duties/what-books-and-records-should-my-company-keep/

