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Signs of Insolvency:

Chronic Cash Flow Issues

When a company experiences cash flow problemes, it signifies deep-rooted financial troubles.
Key actions include developing cash flow forecasts to anticipate future cash requirements
and consulting with financial advisors to explore potential solutions. This proactive approach
is essential to prevent the situation from deteriorating further.

Overdraft Limitation

Consistently operating at or near the overdraft limit is a clear sign of financial distress. This
indicates that the company relies heavily on credit to manage day-to-day operations, which
is unsustainable in the long term. Companies facing this issue should undertake a
comprehensive review of their expenses and revenue models.

Pressure from Creditors

When creditors consistently exert pressure for payment, it highlights financial instability
within a company. Creditor pressure often results from delayed payments or failure to meet
credit terms, leading to strained relationships with suppliers and lenders. Solutions may
include negotiating payment plans or restructuring debt to ensure the company can meet its
obligations without compromising its operational capacity.

Inability to Pay Employees

Employees are the backbone of any business, and the inability to pay them not only affects
morale but also indicates a severe cash flow problem. If you can’t pay your staff, immediate



solutions are required, such as securing short-term loans or negotiating with suppliers and
creditors for payment delays.

Accrued Debts with HM Revenue & Customs (HMRC)

Accumulating significant debts with HM Revenue & Customs is a serious warning sign of
financial trouble. Taxes are a legal obligation, and failure to meet these commitments
suggests a company is experiencing severe cash flow issues. Immediate action is needed,
such as contacting HMRC to discuss potential payment plans. Ignoring this issue can lead to
penalties, further debts, or in extreme cases, legal action against the company.

Ageing Debtor Ledger

An ageing debtor ledger, where invoices remain unpaid for long periods, indicates poor
credit management and can severely impact a company’s cash flow. This situation often
results from a lack of effective credit control policies or failure to enforce payment terms
with customers. Implementing stricter credit control measures can improve cash flow by
reducing the amount of bad debt and ensuring more timely payments from customers.

High Staff Turnover

High staff turnover often results from reduced morale and job insecurity, which can arise
when employees sense financial troubles or when the company makes cuts to reduce costs.
Addressing the root causes of financial distress and improving internal communication about
the company’s financial health can help stabilise the workforce.

Delayed Financial Reporting

When a company consistently delays its financial reporting, it may be trying to hide or is
struggling to fully understand its financial woes. Implementing stronger financial controls
and ensuring access to accurate and timely financial information are essential steps in
addressing this warning sign.

Legal Actions (CCJs, Statutory Demands)

Facing legal actions such as County Court Judgments (CClJs) or statutory demands is a serious
indicator of financial trouble. These actions are typically taken by creditors as a last resort to
recover debts owed to them and suggest that previous attempts to collect the debts have
been unsuccessful.



Loss of Major Contracts

The loss of major contracts can precipitate a cash flow crisis for any company. Contracts
often provide a steady stream of revenue, and losing them can lead to significant financial
strain, especially for businesses that rely on a small number of large clients. Companies must
diversify their client base and develop a contingency plan to mitigate the risks associated
with the loss of major contracts.

Bailiffs’ Actions

When bailiffs are involved in collecting debts, it signifies a severe and immediate financial
crisis. Bailiff action usually follows a court order and indicates that previous attempts to
recover the debt have failed.

What to Do If Your Company Is Insolvent

If you're facing the possibility that your company is insolvent, it’s crucial to act decisively.
Recognising the situation early and seeking the right support can pave the way for recovery
or an orderly resolution.

For directors, it’s also vital to understand the specific rules around prioritising creditors’
interests to avoid complications later.

With immediate consultation can help safeguard your position and explore viable paths
forward, whether through restructuring or other means. Contact our experienced team at
BSFC LTD today.
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