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How to use this playbook 
Financial distress does not remove the ordinary duties of a director. It changes the context in which those 

duties must be exercised. 

The ordinary statutory duties continue during financial distress. In broad terms, the duty to consider creditors 

is engaged when the company is insolvent or bordering on insolvency, or when an insolvent liquidation or 

administration is probable. The weight given to creditor interests increases as the financial position 

deteriorates. Where insolvent liquidation or administration becomes inevitable, creditor interests become 

paramount. The precise threshold is fact sensitive. 

There is no single document or calculation that provides a legal safe harbour. Protection comes from 

informed decisions, reliable information, proper advice, regular review and a clear record of why each 

decision was taken. 

Important: The duty is owed to the company, not directly to each individual creditor. The precise point at 

which creditor interests become engaged is highly fact sensitive. 

1. Understand the financial position 
Directors should consider both statutory insolvency tests and the wider commercial position. 

• Cash flow test: can the company pay debts as they fall due? 

• Balance sheet test: are the company’s assets less than its liabilities, taking contingent and prospective 

liabilities into account? 

• Is insolvency probable, or is there a realistic and properly funded route to avoid it? 

• Is an insolvent liquidation or administration becoming unavoidable? 

Immediate financial information 

• Current bank position and available facilities. 

• Short term weekly receipts and payments forecast. 

• Monthly forecast for the wider trading period. 

• Aged debtor and creditor ledgers. 

• HMRC balances and due dates. 

• Secured lending, covenant and repayment position. 

• Wages, pensions, leases and essential contracts. 

• Contingent claims, guarantees and litigation. 

• Directors’ loan accounts and connected party balances. 

2. Hold regular and properly informed board meetings 
• Meet as often as the circumstances require. Severe distress may require weekly or more frequent review. 

• Circulate current financial information before the meeting. 

• Record who attended, the information considered, advice received and alternative options discussed. 

• Record the reasons why continued trading was expected to benefit creditors or minimise loss. 

• Set measurable actions, responsibility and a short review date. 

• Do not create retrospective or artificial minutes. Records must accurately reflect the decisions made. 

3. Consider creditors as a whole 
Directors should not simply protect the loudest creditor, a connected party or a creditor whose debt they have 

personally guaranteed. Payment decisions must be made for a proper company purpose and in the context of 

the creditors as a whole. 
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• Avoid arbitrary or unexplained selective payments. 

• Take particular care with payments to directors, shareholders, relatives and connected companies. 

• Consider whether paying a critical supplier genuinely preserves value for creditors generally. 

• Do not allow a personal guarantee to dictate company payment decisions. 

• Record the commercial reason for exceptional payments. 

4. Know the difference between a preference and ordinary 

prioritisation 
A payment is not automatically unlawful because one creditor is paid before another. A statutory preference 

involves a desire to put a creditor, surety or guarantor in a better position in a later insolvent liquidation than 

they would otherwise have been. Connected party transactions can attract statutory presumptions and longer 

look back periods. 

Practical rule 

Do not repay connected parties, director loans or guaranteed creditors during distress without obtaining 

advice on the purpose, timing, financial effect and potential preference risk. 

5. Do not dispose of assets improperly 
• Obtain evidence of value before selling significant assets. 

• Document the marketing process and reasons for the transaction. 

• Take special care with sales to directors, shareholders, relatives or connected companies. 

• Check whether lender consent is required. 

• Do not transfer assets merely to keep them away from creditors. 

• Consider transactions at an undervalue and transactions defrauding creditors. 

6. Review dividends, remuneration and withdrawals 
• Dividends require sufficient distributable profits and proper corporate procedure. 

• A dividend can be unlawful even if the company had cash when it was paid. 

• Review bonuses and exceptional remuneration against services, affordability and creditor impact. 

• Stop informal drawings that increase an overdrawn directors’ loan account. 

• Record salary, expense and repayment decisions clearly. 

• Do not repay director loans merely because the director fears personal loss. 

7. Manage conflicts of interest 
• Declare direct and indirect interests in proposed transactions. 

• Separate personal interests from the company’s interests. 

• Consider whether conflicted directors should abstain from discussion or voting. 

• Obtain independent valuation or advice where appropriate. 

• Record how the conflict was managed. 

8. Decide whether continued trading is justified 
Directors do not have to stop trading merely because the company is insolvent. However, continued trading 

must be supported by a realistic plan and should not expose creditors to unjustified additional loss. 

Questions before continuing to trade 

• Is there a genuine prospect of rescue, refinancing, sale or restructuring? 
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• Is the plan supported by evidence rather than hope? 

• Can new liabilities incurred during the period be paid? 

• Will continued trading preserve or improve value for creditors? 

• What is the downside if the plan fails? 

• What milestones and stop dates have been set? 

• Has independent insolvency and legal advice been obtained? 

• Are directors taking every step that ought to be taken to minimise potential loss to creditors? 

9. Understand wrongful trading 
Under section 214 of the Insolvency Act 1986, in a liquidation the Court may order a director to contribute to 

the company’s assets where, before the commencement of winding up, the director knew or ought to have 

concluded that there was no reasonable prospect of avoiding insolvent liquidation, unless the director then 

took every step with a view to minimising potential loss to creditors that ought to have been taken. Section 

246ZB contains the corresponding wrongful trading provision for a company in administration. 

• The test includes the director’s actual knowledge, skill and experience. 

• It also includes the knowledge, skill and experience reasonably expected of a person carrying out the 

same functions. 

• Resignation does not erase earlier conduct and may leave the company without proper management. 

• Taking advice is important, but directors must still exercise their own judgment and follow through on 

agreed actions. 

10. Understand misfeasance and breach of duty 
Section 212 of the Insolvency Act 1986 provides a summary remedy where an officer has misapplied or 

retained company money or property, become accountable for it, or committed misfeasance or breach of 

fiduciary or other duty. Claims may overlap with Companies Act duties and other causes of action. 

• Misuse of company funds or assets. 

• Unauthorised personal expenditure. 

• Improper dividends or remuneration. 

• Failure to account for company money. 

• Transactions involving conflicts or inadequate value. 

• Failure to act with reasonable care, skill and diligence. 

11. Keep communications accurate and controlled 
• Do not make promises to creditors that cannot be kept. 

• Ensure information given to lenders, HMRC and suppliers is accurate and consistent. 

• Do not conceal material facts when requesting credit or time to pay. 

• Nominate appropriate people to communicate with key stakeholders. 

• Preserve emails, accounting records and documents. 

• Treat Winding Up Petitions, statutory demands and Court documents as urgent. 

12. Protect employees and essential operations 
• Understand the ability to pay wages, pensions and employment taxes. 

• Do not take new orders that cannot reasonably be fulfilled. 

• Protect insurance, licences, data and health and safety obligations. 

• Consider consultation and employment advice before redundancies or closure. 

• Plan the custody of stock, records, keys, systems and customer property. 
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13. Consider personal exposure 
• Personal guarantees and indemnities. 

• Overdrawn directors’ loan accounts. 

• Misfeasance, wrongful trading and fraudulent trading claims. 

• Preferences and transactions involving connected parties. 

• Director disqualification and potential compensation orders or undertakings. 

• Tax, regulatory or criminal exposure in appropriate cases. 

• Professional and reputational consequences. 

14. Take advice early and use it properly 
Advice should be obtained while options still exist. Directors should provide advisers with complete and 

accurate information, understand the advice, challenge assumptions and record the actions taken in 

response. 

• Licensed insolvency practitioner for formal and informal restructuring options. 

• Solicitor or barrister for legal duties, claims, security, litigation and personal exposure. 

• Accountant for reliable financial information and tax matters. 

• Valuer or agent for assets and business sale options. 

• Employment specialist where staff changes are proposed. 

Immediate action plan for the next seven days 

• Secure and back up the books and records. 

• Confirm the current bank and cash position. 

• Prepare the short term weekly and wider monthly cash flow forecasts. 

• List overdue and imminent liabilities. 

• Identify threatened enforcement and critical deadlines. 

• Hold a properly minuted board meeting. 

• Pause unusual payments, dividends, asset transfers and connected party transactions pending advice. 

• Review personal guarantees and directors’ loan accounts. 

• Obtain insolvency and legal advice. 

• Set a clear review date and Plan B. 

Final director readiness questions 

• Do we know the true cash position today? 

• Do we know what is due in the next 7, 14, 30 and 90 days? 

• Are decisions being made for the benefit of creditors as a whole where required? 

• Are we keeping accurate written records of decisions? 

• Are we taking advice early enough? 

• Is continued trading supported by a genuine rescue purpose? 

• Are we protecting company value and avoiding additional creditor loss? 

• Are we realistic, or merely buying time? 

• Do we have a credible Plan B? 

• Have all directors considered their personal exposure? 

Official sources used 
The legal and official guidance in this playbook was checked against the following sources as at 1 July 2026: 

• Companies Act 2006, sections 171 to 177, including section 172(3) 

• Insolvency Act 1986, including sections 123, 212, 213, 214, 238, 239 and 246ZB 
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• Insolvency Service Director Information Hub: duties upon insolvency 

• Insolvency Service Director Information Hub: consequences for directors 

• UK Supreme Court judgment: BTI 2014 LLC v Sequana SA 

Speak to Vee 
Early, calm and properly informed intervention can make a significant difference. Vee Bharkhada helps 

directors and business owners understand the position, identify realistic options and manage financial 

distress before it becomes harder to control. 

Book a confidential meeting with Vee: www.navigatebr.com/book-a-meeting-with-vee/ 

Telephone: 0330 236 9938 

Disclaimer 
This playbook is provided for general information and educational purposes only. It is not legal advice, 

financial advice, insolvency advice or advice on the facts of any particular matter. 

The law relating to insolvency, directors’ duties, creditor rights and personal liability is highly fact sensitive. 

The correct course will depend on the company or individual’s financial position, contracts, security, 

transactions, records, timing and the steps already taken. 

Navigate Business Recovery Limited is not a firm of solicitors and does not conduct reserved legal activities. 

Where legal advice, Court representation or the conduct of litigation is required, advice should be obtained 

from an appropriately qualified and authorised solicitor or barrister. Most private sector formal insolvency 

appointments must be accepted by a licensed insolvency practitioner, although the Official Receiver has 

statutory office holder functions in certain compulsory insolvency proceedings. 

This playbook applies to directors of companies in England and Wales. It does not state that creditor interests 

automatically become paramount at the first sign of cash pressure. The legal threshold and the weight to be 

given to creditor interests depend on the facts and the degree of insolvency risk. 

No person should act or refrain from acting solely in reliance on this playbook. Navigate Business Recovery 

Limited accepts no responsibility for loss arising from reliance on its contents. 

https://www.gov.uk/guidance/director-information-hub-director-duties-upon-insolvency
https://www.gov.uk/guidance/director-information-hub-consequences-for-directors
https://www.supremecourt.uk/cases/uksc-2019-0046
https://www.navigatebr.com/book-a-meeting-with-vee/

	How to use this playbook
	1. Understand the financial position
	Immediate financial information

	2. Hold regular and properly informed board meetings
	3. Consider creditors as a whole
	4. Know the difference between a preference and ordinary prioritisation
	5. Do not dispose of assets improperly
	6. Review dividends, remuneration and withdrawals
	7. Manage conflicts of interest
	8. Decide whether continued trading is justified
	Questions before continuing to trade

	9. Understand wrongful trading
	10. Understand misfeasance and breach of duty
	11. Keep communications accurate and controlled
	12. Protect employees and essential operations
	13. Consider personal exposure
	14. Take advice early and use it properly
	Immediate action plan for the next seven days
	Final director readiness questions

	Official sources used
	Speak to Vee
	Disclaimer

