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Most associations produce an annual budget. Far fewer actually use it as a functional management tool
once the financial year begins. The pattern is familiar: the budget is approved at a board meeting, filed,
and then retrieved months later when someone asks why the year-end actuals do not match the plan.
That is not financial management. It is documentation, and the difference between the two is what this
article is about.

F

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.
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1. The Approval Is The Start Of The Discipline, Not The End Of It
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The Approval Is The Start Of The Discipline, Not The End Of It

Approving the annual budget is usually reserved to the board by the constitution or delegations, and it is
one of the main ways directors meet their duty of care and diligence. It sits directly inside the financial
governance duty this quarter has returned to throughout. But the budget's governance role does not end
the moment it is approved. It continues through the year in the form of an ongoing financial review
comparing actuals to budget by program area, with any variance above a threshold the board has set (for
example a set dollar amount or percentage of the line) explained in plain, specific language rather than
left as a bare number. A twenty percent variance on a major expense line means nothing on its own. The
board needs to know whether it reflects a timing shift, a scope change, or something closer to a control
failure, and that distinction only comes from a narrative accompanying the figures, not the figures
themselves.

A Useful Budgeting Method Most Associations Do Not Use Deliberately

Most associations build next year's budget by simply adjusting last year's figures upward or downward,
an incremental approach that is appropriate for stable, predictable cost areas. A hybrid approach is worth
considering: apply that same incremental method to stable baseline costs, and build high-cost or
strategically significant program areas from zero each year, justifying every line rather than simply
carrying forward the prior year's assumption. This hybrid method takes more effort to build than a pure
incremental roll-forward, but it catches the kind of quiet cost creep that a purely incremental budget can
carry forward indefinitely without anyone actually re-examining whether the underlying activity still
justifies the spend. A budget built once a year and revisited only when something has already gone
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wrong is not functioning as a governance tool. It is a historical record with an unfortunate habit of being
consulted after the fact rather than during the year it was meant to guide.

Who Should Actually Own Each Part Of The Process

Effective budgeting depends on role clarity, connecting directly to the delegation of authority discipline
discussed earlier in this series. Program leads should estimate and own the figures for their own areas,
since they hold the operational knowledge to do so credibly. Executive leadership should oversee the
overall process, adjudicate trade-offs between competing priorities, and bring a coherent draft to the
board. The board, or its finance committee, should set the policy parameters, the acceptable reserve
position, revenue diversification tolerance, and risk appetite this quarter has already discussed, then
approve the final plan and monitor deviations from it. A board that drifts into approving individual line
items rather than the overall plan and its policy settings has quietly stepped into management territory
rather than governance.

« Pair the annual budget with a cash flow forecast, not just an annual profit and loss view, since timing
gaps between when revenue actually arrives and when expenses fall due are what the insolvent
trading and financial distress discussions earlier in this series have already identified as the real
risk. For companies limited by guarantee the insolvent trading duty is s588G of the Corporations
Act; incorporated associations should check their state or territory Act.

* Apply zero-based discipline specifically to high-cost or strategically significant budget lines, rather
than defaulting to pure incremental adjustment across every line regardless of its actual size or
significance.

e Require narrative explanation alongside any material variance report, not just the number itself, so
the board can distinguish a timing issue from a control or performance problem.

« Keep the board's role at the level of policy and overall plan approval, leaving individual budget line
ownership with the staff who actually hold the operational knowledge to manage it credibly.

« Treat the budget as a living document revisited through the year, not a file retrieved only once a
material problem has already surfaced.

A budget is as much a governance document as it is a financial one. Associations that build it with real
rigour, monitor it consistently through the year, and update their understanding honestly as
circumstances shift are the ones that stay stable through funding disruptions, leadership transitions, and
periods of real growth, rather than discovering a problem only once it has already become one.

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

Budgeting Discipline: A Governance Document, Not Just a
Financial One

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

o What is the issue or decision?

State the governance question in one clear sentence.

a 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.

o 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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