STATUTORY
RESPONSIBILITIES

In holding a position within a corporate
structure - as a Director or Company
Secretary or deemed officer - you are
considered by the Courts to be totally
conversant with the responsibilities which
that position holds, as outlined under the
Corporations Act, Income Tax Assessment
Act or other legislation relevant to your
business. The fact that you hold this position
and the work is conducted by a person other
than you does not exempt you from your
responsibilities.

CONSEQUENCES OF
INSOLVENT TRADING

The consequences of insolvent trading for
directors may give rise to the director being
exposed to civil & pecuniary penalties.

Also, where the company acted as trustee for
a trust, directors may be liable for any unpaid
debts where the right of indemnity from the
trust is deficient.

Pattisons

BOOKKEEPING

It is essential as part of business survival to
keep adequate books and records.

This obligation to keep records of financial
transactions extends to transactions
undertaken as Trustee of a Trust.

THE CORPORATE
ENTITY AND INSOLVENT
TRADING

It is important if you are a Director,

that you are well aware of the provisions
of the Corporations Act. In particular,

a Director’s duty or obligation to prevent
insolvent trading by a company is detailed
in the Corporations Act.

THE INDIVIDUAL

When trading in a partnership or as a sole
trader, you are personally liable for all of

the debts that the business incurs, and
accordingly any personal assets that you have
are at risk in the event of business failure.

PATTISONS provides advice on:

e Business Restructuring

e Company Restructuring
e (Corporate Insolvency

e (redit Control Procedures
e (reditors Meeting

e (reditors Rights

e Debt Recovery

e Debt Security

e Dispute Resolution

e Forensic Accounting

e [nsolvency Administrations
e |itigation Support

e Personal Insolvency

e Pre Lending Reviews

e Problem Debt Reviews

e Problem Loan Reviews
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WHY DOES A BUSINESS FAIL?

There are three common and important principal

reasons for a business failing to succeed:

e Poor Management
e Poor Liquidity
e Unprofitable Trading
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POOR LIQUIDITY Shareholder Funding

, . . . Proprietor Funding Asset Realisations Creditor Funding
Sources of funds available to contribute to Shareholder funding may result from issued
the liquidity of the business are: capital or profits retained. The level of capital  yiq 456 of funding is provided by a cash Idle assets may cause a deterioration of the Many businesses rely heavily on the support
fun'd[ng needs to be suffllment to support the injection from the proprietor of the business. profitability or liquidity of the business, and of their trade creditors to finance their
e Funds from shareholders in respect activity levels of the business. IP— . . as such should be quickly realised. {)hustiness thivi:jiist. Itis necessgr%/ Fo %nsure
fsharei nd profits retained in th e nsutricient initial or ongoing casn resources at agreed credit terms are maintained.
guzi;ess ngﬁz:gh%%eor ftjndeitr? "Ed e company needs tp maintain its ||qU|d|ty' to finance establishment costs, including Proper stock forecasting and tight controls
( g) requirements from its own resources and if - : - . : . . L
. o , plant and equipment purchasing, and the over stock purchasing and rotation overcome  Issugs involving creditor funding include
necessary profits retained in the business. inability to finance projects prior to receiving idle stock asset build up. the overspending or incorrect purchasing of
, L ) any funds from customers/clients, may cause items. This can lead to idle stocks or costs
A companys prOf.'t.ab”.'ty S affecteq by its a business to fail before it has really become Inventory problems may not only arise in that may not be able to be absorbed by the
margins, asset Utilisation and gearing. operative and self funding. relation to actual purchases of goods or business. As a result profits fall, creating a
) materials to be used on jobs, but also the liquidity problem.
Low Gearing amounts outstanding for work in progress.

Progress payments due for work done should

A low gearing ratio occurs where there is a be submitted as soon as practicable to prevent

low proportion of funds provided by outside
lenders compared to shareholder funds.

If the business does not have a high debt
activity, these businesses have a high capacity
to absorb problems which may arise e.g. a
bad debt write-off or seasonal downturn in the

External Factors Leading industry.
to Poor Management
The following list outlines factors beyond High Gearing

the control of a Director or a Proprietor
that must be managed correctly to ensure
business survival:

A high gearing ratio occurs when there is a
high proportion of funds provided by outside
lenders compared to shareholders funds,

i.e. the company has a high debt servicing
commitment.

Changes to the law

e Family reasons
Lack of profits or a diminishing level of

activity may result in a reduced capacity to
absorb any liquidity problems, which may
arise.

Government restrictions

High borrowing costs

* Inflation Site control

- A highly geared company needs to ensure that
* Interest rates * Supervision of staff and it do%s }rlu?t have idle gssgts (e.g. stocks and
e Market forces sub-contractors book debts), in order to meet debt repayments
e Matrimonial disputes e Stfftraining ?huetyoffalltlsdzvgn cash resources as and when
e Negligent advice o Stock control
* Poor economic conditions e Unsatisfied demands for payment

e Poor external advisors
e Shifting populations

e Taxation

Responsipility

Liability

e Unions

Commitment




