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Financial distress in an association almost never arrives overnight. It develops gradually, through a
sequence of small, individually explainable decisions that only look like a pattern in hindsight. A board
that knows the specific warning signs to watch for, and treats them as signals rather than isolated
incidents, has an opportunity to intervene while real options still exist.

4
Which rules apply to your association?

The law depends on how your association is set up. A company limited by guarantee follows the
Corporations Act 2001 (Cth) and its constitution. An incorporated association follows its state or
territory associations Act and its rules. A registered charity also follows the ACNC Act and the ACNC
Governance Standards, and some Corporations Act rules are replaced for charities that are companies.
Check your own governing documents, and get advice before decisions with legal consequences.

In this resource

1. The Behavioural Pattern That Precedes Real Trouble

2. The Australia-Specific Mechanism Every Board Should Know Precisely

3. Governance-Level Warning_Signs,_ Not Just Financial Ones

The Behavioural Pattern That Precedes Real Trouble

The specific warning signs worth watching for are more concrete than a general sense that something
feels off. Covering overspending in one program with funds earmarked for another, drawing heavily and
repeatedly from operational reserves rather than the occasional planned use discussed earlier in this
quarter, taking on unexpected debt, or relying on reserves to cover routine operating expenses rather
than emergencies, are each individually explainable in isolation. Appearing together, or repeatedly, they
describe an organisation quietly running out of road. Boards should also treat budget variance discipline
as an active early-warning tool, not a reporting formality. Once a budget is approved, actual results
should be compared against it regularly, and any significant variance should have a clear, specific
explanation leadership can articulate, funding changes, economic conditions, program adjustments. A
pattern of unexplained or vaguely explained variance is itself a warning sign, independent of the specific
numbers involved.

The Australia-Specific Mechanism Every Board Should Know Precisely

Falling behind on obligations to the Australian Taxation Office, missed Business Activity Statements, late
PAYG withholding, or unpaid superannuation guarantee amounts, is not merely a compliance
inconvenience. It is one of the most concrete, legally significant financial distress warning signs available
to an Australian board, because the ATO can issue a Director Penalty Notice making directors personally
liable for the company's unpaid PAYG withholding, GST and superannuation guarantee charge. If these
amounts are not reported within three months of the due date, the penalty generally can only be remitted
by paying the debt in full. This applies to directors of companies, including companies limited by
guarantee and volunteer directors. Committee members of incorporated associations should seek advice
on whether and how the regime applies to them. Since 1 July 2026, under Payday Super, employers
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generally must pay super so that it reaches the employee's fund within seven business days of each
payday, so a missed super payment is now an early and visible warning sign. This connects directly to
the insolvent trading duty discussed earlier in this series: falling behind on ATO obligations is frequently
one of the earliest visible symptoms of the same underlying cash flow pressure that triggers the
reasonable grounds for suspecting insolvency this series has already covered in detail. A board that is
current with its ATO obligations has a useful, concrete indicator that cash flow remains under control. A
board that has let this slip has a specific, legally serious signal that deserves immediate attention, not
quiet hope that it resolves itself. Falling behind with the ATO is not just a compliance lapse a board can
leave to the finance team to sort out quietly. It is frequently the earliest visible sign of exactly the cash
flow pressure this series has already identified as the trigger for personal director liability.

Governance-Level Warning Signs, Not Just Financial Ones

Financial distress is frequently accompanied by a specific pattern of governance behaviour worth
recognising in its own right. A chief executive whose financial reports become consistently vague,
incomplete, or late, a pattern of presenting problems without proposed solutions, or a breakdown in the
working relationship between board and executive, are all recognised warning signs worth taking
seriously in combination with financial signals rather than dismissed as personality friction. A particularly
serious version of this pattern is leadership attempting to independently select or influence the
organisation's auditor, or otherwise alter established oversight processes, which directly undermines the
audit independence discussed earlier in this quarter and should be treated as a significant governance
red flag in its own right, regardless of the stated reason offered.

o Treat repeated cross-subsidisation between programs, heavy or repeated reserve drawdowns, and
unexplained new debt as a pattern worth investigating together, not three separate, individually
tolerable decisions.

» Build regular budget-to-actual variance review into the board's standing cycle, with a clear
expectation that leadership can explain any significant variance specifically, not generally.

« Monitor the organisation's ATO compliance status as a standing financial governance indicator,
connecting directly to the insolvent trading duty discussed earlier in this series, since falling behind
here is a concrete, measurable early warning sign rather than an abstract risk.

e Treat any attempt by leadership to independently influence auditor selection or oversight processes
as a serious governance signal requiring direct board attention, not an operational detail to leave
unquestioned.

« Act on a combination of these signals immediately: seek accounting or insolvency advice and
minute the board's decision, since acting early while options remain is what protects both the
organisation and its directors. This connects to the safe harbour discussion earlier in this series.
Safe harbour applies to company directors and is generally not available if employee entitlements,
including super, are unpaid or tax lodgements are behind. Incorporated associations should check
their state or territory Act.

None of these signs, alone, proves an organisation is in trouble. Together, and left unexamined, they
describe exactly the kind of slow-building crisis a board with real financial governance discipline is
positioned to catch early, while the safe harbour and crisis governance protections discussed elsewhere
in this series are still available.
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This is one of the practical governance topics built into our Board Director course, alongside the papers,
tools and frameworks that turn the principle into your board's actual practice. Explore the course

Annie Gibbins
Founder and CEO, Nexus Leadership
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BOARDROOM ACTION WORKSHEET

Financial Distress: The Early-Warning Sighs Most Boards Miss

Turn the resource into evidence, a decision and an accountable next step. Keep the completed record
in your association's approved board records system.

a What is the issue or decision?

State the governance question in one clear sentence.

6 What evidence do we already have?
Record the facts, source documents and stakeholder evidence available now.

e What evidence is still needed?
Identify the legal, regulatory, financial, member or operational information still required.

° What is the agreed next action?
Capture the owner, timeframe and how the matter will return to the board.

Action owner Review date Board decision or resolution

General education, not legal, financial, tax, clinical or governance advice. Confirm specifics at the relevant primary source or with
your own qualified adviser. Nexus Leadership is operated by Lipstick Consulting Pty Ltd - ABN 15 619 120 482.

CONTINUE YOUR LEARNING
Turn governance principles into practical board action.

Self-paced courses, editable resources and practical support for association boards and CEOs at
nexusleadership.com.au.
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