The weaponisation of
business & tax systems as
a tool of financial abuse

The problem

Business and tax structures are commonly
used to perpetrate financial abuse. When
victim survivors are appointed dummy
directors of companies through coercion or
fraud, they are typically left to face the
financial and legal consequences alone, while
the perpetrator takes the benefits and avoids
liability for business failures.

Australia’s laws and government systems do
not recognise this form of financial abuse or
provide appropriate solutions. Where fraud is
perpetrated by a known third party, authorities
often treat it as a civil or family law matter and
rarely prosecute perpetrators for fraud
offences they have committed.

The consequences for victim survivors are
severe, including:

e Personal liability for tax debts and
business debts

e Personal liability for breaches of directors’
duties

e Bankruptcy and associated consequences
¢ Ineligibility for Centrelink payments

e Inability to obtain fair share of assets
through family court property settlement

Pathways for resolution are limited and many
victim survivors have no choice but
bankruptcy. Finding help is a postcode lottery
as business and tax matters fall outside the
scope of almost all community legal centres,
Legal Aid commissions and financial
counselling services in Australia. Responses
to financial abuse in business have focused
on consumer protections, leaving financial
abuse unchecked in small business contexts.

Even with support, it can take many years and
assistance from multiple professions to
resolve these complex matters, often at great
risk to the victim survivor’'s safety.
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15% of individuals seeking assistance for
business debts are victim survivors of
business-related financial abuse.’

25% of bankruptcies are from business debt,
with debt levels 8.8 times consumer debt.”

In FY24, 14% of forced bankruptcies were
initiated by the ATO (up from 1% in FY22).7

Financial abuse is widespread among tax
clinic clients in serious hardship, with over
71% of women self-reporting abuse, and the
prevalence of abuse is on an upward trend."

The solution

In 2024, the Parliamentary Joint Committee
Inquiry into Financial Abuse (PJC Inquiry)¥
revealed how Australia’s government systems
are being misused to perpetrate financial
abuse. The harms are clear. The time has
come for urgent action to close loopholes in
corporations and tax laws and practices to
prevent financial abuse, and to provide victim
survivors appropriate relief from liability.

The cost-of-living crisis, coinciding with the
Australian Tax Office’s (ATO) escalation in
debt recovery, is exposing the extent of
financial abuse in business: as small
businesses increasingly struggle to pay their
debts, those liabilities often fall to unknowing
victim survivors who are company directors
‘on paper’.

Protecting victim survivors and shifting liability
to perpetrators of family violence requires:

1. Preventing abuse of Australia’s
corporations and tax systems, minimising
opportunities for perpetrators to appoint
their spouse or family member a company
director through fraud or coercion and
leave them with liability for tax debts.
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2. Changing Australia’s corporations and tax
laws to create a defence to liability for
company directors who were appointed in
circumstances of financial abuse.

3. Reassigning liability to perpetrators of
financial abuse as shadow or de facto
directors, instead of pursuing victim
survivors for coerced debt.

4. Funding frontline services to assist victim
survivors to resolve the legal and financial
consequences of financial abuse in
business.

1. Prevent fraud and abuse in the
corporations and tax systems

The Australian Government can close
loopholes in the corporations and tax systems
and prevent misuse through regulation and
administrative changes such as:

e Increasing community education about
director responsibilities and liabilities,
highlighting the consequences, costs and
potential risks of director appointments.

¢ Mandating information statements in
commercial credit contracts, similar to
those required for consumer credit
contracts and personal guarantees.

¢ Requiring accountants, tax professionals
and financial planners to speak to a
client’s spouse separately where coercion
may be present.

e Improving transparency of business
registers by displaying Director IDs and
information from ATO and Australian
Securities and Investments Commission
(ASIC) databases on myGov accounts,
with prompts to learn more about director
responsibilities or correct inaccurate
information.

e Addressing system vulnerabilities allowing
perpetrators to imitate victim survivors in
the director appointment process (e.g.
introducing real-time identity verification
and detecting false email addresses).

e Modernising practice and processes in
government agencies such as the ATO,
ASIC and Australian Financial Security
Authority (AFSA) by adopting a trauma-
informed approach to identifying and
supporting victim survivors.
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Inspired by developments in Australia’s
banking sector, this could be
operationalised through partnerships with
educational institutions and community
organisations to offer workshops,
seminars and online resources to train all
frontline staff."

2. Change the laws to provide a
defence for company directors in
circumstances of financial abuse

Legislative reform is needed to provide a
remedy or safety net for victim survivors when
preventative measures fail. The existing
defences in Australia’s corporations and tax
laws were not drafted with family violence in
mind and have been narrowly interpreted by
the courts. They have not been found to apply
in circumstances of financial abuse and
coercive control, and court proceedings to run
test cases are prohibitively expensive.

Victim survivors who are dummy directors are
legally liable for breaches of their directors’
duties and insolvent trading, even if the
business was controlled by the perpetrator
and the victim survivor was unaware of the
wrongdoing. The law does not provide a
defence for victim survivors who were never
involved in management of the company or
were prevented from managing the company.
The consequences are severe, including civil
and criminal penalties, compensation orders
and prohibition from managing companies.

The PJC Inquiry recommended that the
Australian Government amend the
Corporations Act 2001 to ensure ‘the
company director provisions appropriately
recognise family and domestic violence,
including financial abuse, as a reason why a
director may be regarded as not in fact
managing a company’."

The Corporations Act 2001 and Taxation
Administration Act 1953 must be amended to
provide relief from liability in circumstances of
financial abuse, by extending the scope of
existing defences or inserting new defences.
This would give victim survivors legal and
financial protection, remove a tool of abuse
from perpetrators’ arsenal, and provide clarity
to ASIC, liquidators and creditors.
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3. Reassign liability to shadow
directors

In circumstances where victim survivors are
coerced into becoming dummy directors, there
are valid reasons for considering relief from
liability. Voluntariness lies at the heart of
directors’ duties.

In considering the defences in section 588H of
the Corporations Act 2001, the Harmer Report
observed that ‘in some circumstances, it is not
appropriate, for a provision designed to
establish a proper standard of conduct by
directors, to impose liability on a director who
was not in a position to influence the
management of the financial affairs of the
company at the relevant time."V"

Instead of pursuing victim survivors for
coerced debt, creditors and authorities should
pursue the perpetrator responsible for the
breaches of duties as shadow or de facto
director. The onus must be on authorities to
prosecute the appropriate party, rather than
requiring victim survivors to mount costly
defences. This will ensure that creditors’
interests are protected, wrongdoers are held
accountable, and the burden is not held by the
victim survivor.

Similarly, the design and operation of
Australia’s tax system is vulnerable to being
weaponised by perpetrators, who can put tax
debts in the victim survivor's name through
business structures and corporate
directorships. This compels the ATO to
unwittingly pursue victim survivors for these
tax debts through payment plans, offsetting of
future tax refunds, engaging external debt
collectors or initiating bankruptcy proceedings,
inadvertently enabling and exacerbating the
cycle of abuse.

This systems-level deficiency underscores the
urgent need for legislative reform to shift tax
liability from victim survivors to perpetrators.
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There are currently no relief measures
available to victim survivors for tax debts
placed in their name by perpetrators, nor are
there mechanisms to re-target perpetrators for
tax debts they were responsible for creating.
Further, Australia’s serious hardship relief
provisions are not fit for purpose and give rise
to perverse outcomes, including disqualifying
a victim survivor from relief on grounds of
serious hardship where they have both tax
debts and child support debts — even if both
types of debt were placed in the victim
survivor's name by the perpetrator.*

In contrast, the United States is the first and
only country worldwide to grant relief for tax
debts on grounds of financial abuse. The US
‘innocent spouse relief’ provisions have
offered tax relief for victim survivors of
intimate partner financial abuse since 1998,
with significant impacts and benefits.

EARG has recommended the adoption of US-
inspired ‘innocent spouse relief’ provisions to
systematically identify and overcome legal
barriers and policy deficiencies in the design,
operation and administration of the tax
system.X As a ‘second-mover’, Australia could
benefit from transferrable lessons from the US
experience, help mitigate financial abuse
across Australia, and offer a best practice
model for adoption by other jurisdictions.

4. Fund frontline services to resolve
financial abuse in business

The complex nature of financial abuse in small
businesses demands a specialised response.
There is currently no appropriate service in
Australia to assist victim survivors, leaving
them with inadequate or no support.

While free services are increasingly available
to support victim survivors of financial abuse
(including general or specialised financial
counselling, domestic violence services, legal
services and tax advice), they are usually
restricted from assisting with business-related
matters or financial abuse by non-spouse
family members, are generally disconnected
from one another, often lack the required
expertise and resources to meet demand, and
are geographically disparate.
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Victim survivors require access to
multidisciplinary services such as liquidation
services, accounting, specialist legal
expertise, and culturally appropriate services
including interpreters. Such services are often
costly and challenging to access, particularly
in regional and remote areas.

A solution is desperately needed. Sustainable
funding is required for a national program to
address the complexities of business-related
financial abuse, resolve victim survivors’ legal
and financial matters, and provide evidence-
based advocacy and education.

Christine’s Storyxi

Four years ago, Christine* was blindsided by
a court notice from creditors seeking to make
her bankrupt for debts from a business she
had nothing to do with. Fearing for her family
home, she reached out to a financial
counselling team, who uncovered a shocking
$12.5 million of financial abuse debts. This
included $9.8 million across 20 different loan
agreements, false company directorships, tax
fraud, trading whilst insolvent claims and
claims against her home by creditors, all
whilst she was a homemaker with no income.

Behind this financial nightmare was her former
spouse, who had misappropriated funds to
support his lavish lifestyle including multiple
luxury vehicles and failing business ventures.
He had systematically stolen her identity,
creating unauthorised email accounts, director
applications, and loan documents either
through coercion or without her knowledge.

This case represents financial abuse at its

most extreme, executed with alarming ease.

A dedicated team of advocates, pro bono
lawyers, liquidators, government investigators
and ombudsman services spent three years
untangling the web of financial abuse. Their
persistence eventually led to all creditors
withdrawing their claims against Christine and
the annulment of her fraudulent directorships.
Her ex-husband ultimately received a
suspended one-year sentence for his actions.

While Christine is finally able to work towards
rebuilding her life, significant obstacles
remain. The ATO maintains she must repay
fraudulent refunds her ex-husband secured, if
she corrects her tax returns — an impossible
burden on her limited income.

This situation highlights critical gaps in
our systems for protecting and supporting
financial abuse victim survivors.

Without the interventions and multidisciplinary
expert assistance she received, Christine and
her children would have lost everything. Due
to a lack of funding, this level of free
assistance cannot be allocated to every
person in Christine’s circumstances.

* Name has been changed for safety reasons
Key Resources

¢ EARG Submission to the Inspector-
General of Taxation’s Review into
Financial Abuse within the Tax System*

e EARG Submission to the Inquiry into the
Financial Services Framework in Relation
to Financial Abuse*

e Company directorships as economic
abuse are flying under the radar, Monash

Impact®

e Vivien Chen, ‘Hidden Risks of Economic
Abuse through Company Directorships’
(2024) 47(1) University of New South
Wales Law Journal 105%

e Kevin O’'Rourke et al, ‘Serious Hardship
Relief: In Need of a Serious Rethink’
(2021) 43(1) Sydney Law Review 1%

e Ann Kayis-Kumar et al, ‘Identifying and
supporting financially vulnerable women
experiencing economic abuse: a grounded
theory approach’ (2023) 21(2) eJournal of
Tax Research 173ii

e Ann Kayis-Kumar et al, ‘Squeezing blood
from stones? A comparative analysis of
tax relief for victim-survivors in Australia
and the United States’ (2024) 39(2)
Australian Tax Forum 191

The Economic Abuse Reference Group (EARG) is a network of over 60 community organisations
across Australia that collaborate to improve government and industry responses to the economic
impacts of domestic and family violence. Our members include domestic and family violence services,
community legal services, financial counselling services and women’s services. See our publications
and resources for government, industry and advocates at earg.org.au.

This paper was prepared by EARG members Jasmine Opdam and Julie Dal Pra in collaboration with
Dr Ann Kayis-Kumar and Dr Vivien Chen. Contact the authors at earg@earg.org.au.
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i Data from Partners in Wellbeing, Small Business Financial Counselling Program, Each.

i Australian Financial Security Authority, State of the Personal Insolvency System 2023-24, 10; available at
https://www.afsa.gov.au/about-us/statistics-and-insights/system-insights/state-personal-insolvency-system.
i Financial Counselling Australia analysis of forced bankruptcy proceedings in the Federal Court of Australia.
v Kayis-Kumar, A., Lim, Y., Noone, J., Walpole, M., Breckenridge, J., & Book, L, ‘Identifying and supporting
financially vulnerable women experiencing economic abuse: a grounded theory approach’ (2023) 21(2)
edJournal of Tax Research 173-202.

v Parliamentary Joint Committee on Corporations and Financial Services, Inquiry into financial services
regulatory framework in relation to financial abuse, Final Report, Financial abuse: an insidious form of
domestic violence, December 2024.

vi Kayis-Kumar et al. (n iv) 173.

Vi Parliamentary Joint Committee on Corporations and Financial Services (n v) 153: Recommendation 55.
Vi The Law Reform Commission, General Insolvency Inquiry (Report No 45, 30 September 1988) 139.
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(2021) Sydney Law Review 43(1), 1-42.

xi Joint Submission of UNSW Tax and Business Advisory Clinic and Economic Abuse Reference Group, 'The
Treasury’s Review of Tax Regulator Secrecy Exceptions Consultation Paper' (28 February 2025); available
at: https://earg.org.au/wp-content/uploads/Joint-Submission-to-Treasury-Review-of-Tax-Regulator-Secrecy-
Exceptions-EARG-UNSW.pdf; see also, Submission of EARG, 'Response to Inquiry into Financial Services
Regulatory Framework in Relation to Financial Abuse' (28 June 2024); available at: https://earg.org.au/wp-
content/uploads/EARG-Submission-Inquiry-into-financial-services-and-financial-abuse.pdf.

xi Read more about Christine’s story in The Age, ‘Financial abuse victim’s ex left her saddled with $12m in
debt’, 27 March 2025, available at: https://www.theage.com.au/national/julie-discovered-an-abuse-victim-s-
ex-had-left-the-woman-saddled-with-12m-in-debt-20250324-p5Im5x.html.
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