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INDICATORS YOUR CLIENT'S BUSINESS 
MAY BE FACING FINANCIAL DISTRESS 
GUIDANCE  

Instructions 
This guidance is intended to assist CPA Australia members in determining if a client may need to be referred to an insolvency practitioner. 

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. 

 

 
 
 
 
 

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 YOUR CLIENT’S BUSINESS MAY BE FACING FINANCIAL DISTRESS

Important to warn your client: 

• Consider professional  licences/registrations 

that may be impacted or material contracts 

that may be breached

• 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. *Includes PAYGW, GST, SGC and/or income tax

An insolvency practitioner is either licenced with 

ASIC or AFSA and holds relevant professional 

indemnity insurance requirements.

If your client’s business is insolvent, options 

include:  

• Voluntary administration. (company) 

• Liquidation (company).

• Bankruptcy (sole trader).

If insolvent consider an Small Business 

Restructure for companies that:

• have less than $1m in liabilities (excluding 

employee liability)

• All outstanding employee entitlements, 

including super are paid; &

• All tax lodgements are up to date 

• (see a registered insolvency practitioner for 

advice)  

Common indicators of financial distress are 

numbered 1-11.  If your client is showing any 

of the indicators, it may be prudent to engage 

with a licenced insolvency practitioner.

Assist the client in understanding 

the importance of management 

accounts and transition the client to 

use accounting software package. 

In forming their opinion, ensure the director has access to information such as:

Budgets, ability to realise current assets, compliance with terms of credit, possibility of 

removal of financial support, outstanding ATO debt, material effect of any contingent 

liabilities. 
Is your client required to sign a director’s solvency 

declaration?

3

Do you prepare financial accounts for your client?

1

YES

Are you given management accounts to assist in the 

preparation of your client’s financial accounts?

2

YES

Is it because the client does not 

utilise management accounts?
YES

YES

NO

NO

Consider COD terms with customers, 

debtor financing, propose payment 

plans suitable to client's cashflow

Negotiate payment plans with significant 

creditors, review terms of supplier agreements 

and seek waiver of interest, if applicable.

Is your client unable to collect debtors in a timely 

manner?

8

YES

Make a list of creditors chasing payment and 

prioritise payment where possible. Seek 

immediate advice if client is served a 

statutory demand

Is your client receiving emails or letters from 

creditors pressuring them for payment?

7
YES

YES

Ask the client to enter into a payment plan with 

you or a debtor financing arrangement.  If the 

client is unable to pay, you may need to consider 

terminating the engagement.

Are you owed fees from your client? 
4

YES

NO

Seek client consent to communicate with 

the ATO and negotiate payment plan, if 

applicable.

Does the client have an outstanding debt* or 

lodgements owing to the ATO?

5

YES

NO

NO

Is your client paying creditors outside trading 

terms?

6

NO

Are there any investors that can assist 

with a capital raise? Approach suitable 

financier  to restructure finance.
Is your client unable to obtain further finance 

from financier?

9
YES

NO

10

Consider recommending to client to engage a 

mediator or lawyer.

Do not engage in services that you do not have 

a letter of engagement or professional 

indemnity insurance.

Urgently prepare an operational cash 

flow forecasts (short term (12 weeks) 

and medium term (24 weeks)). If 

deficiency, speak to a registered 

insolvency practitioner

Are employees not being paid 

their wages and 

superannuation?

Does your client experience 

executive/Board disputes, loss of 

management personnel?

11

YES
NO

YES


