PROFITS OF PROFESSIONAL
SERVICES FIRMS

Is the income of the business
classified as Personal Services
Income?

- 50% or more is a reward for
personal efforts or skills

- Isn't derived from a business
structure (fewer non-principal
practitioners than principal
pratitioners, limited income
producting assets, goodwill, etc)

t
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Is the business a

Personal Services PSl rules do not. apply
Business (PSB)? Need to consider
Check if one of the four PSI allocation of
tests are passed professional firm profit

rules (PCG 2021/4)

v Yes
.. ( L |
)
Gateway 1: Is there a commercial
rationale for the business?
PSI rules apply Part IVA still applies - Is structure fairly standard for a professional
i irm?
Income must be attributed to Income is generally still Si\wci;ﬁrm' il sl o e bud t?
the individual/s. Certain expected to be to be taxed by - | ret etcommerua neel 5 ?h ?t usn&ests T)e?'
deductions are denied (admin individual/s, however this isn't : AS SIS urte mfotr: cotmptex anl J tnee Stot S
wages and super paid to automatically required. - ; S atspec?s OIS IUCETCION VEOICEEST ElaX
associates, home-based Deductions are not limited \__advantages: J
business costs, etc)
L ) \_ ) Part IVA doesn't automatically apply just because a
GATEWAY gateway is failed or the taxpayer is in the red zone,
- ; . however ATO review risk is substantially higher
NG FRILED
& Need to consider personal risk appetite.
( D Keep documentation of any commercial
Gateway 2: Does the business have factors/rationale that warrant falling into a higher risk
Determine aggregate risk certain high-risk features? zone or failing a gateway.
assessment score from - Financing arrangements relating to non-arm's length
below table. Only use transactions .
factors 1 & 2 if factor 3 is - Expc;mtcl'ng the c{lfference between accounting
. q standards & tax laws
too difficult to determine - Assignments of partnership interest inconsistent with
Evertt and Galland
- Multiple classes of shares/units held by non-equity
holders
\ J
Red zone

Factor 1: Determine proportion of profit
from the entire group returned in the hands of the
practitioner. If proportion is 100% will automatically
be in green zone and no need to consider other risk
factors. Include profits of both trading and services

entities, retained profits (even if good commercial
rationale for retaining) and remuneration paid to
related parties (only if they are not paid a fair
commercial rate)

>75%1t0 >60%to >50% to >25% to

90% 75% 60% 50% =2

FACTOR 1

Aggregate Aggregate
score against scoreof all 3

FACTOR 2

to the practitioner or firms, 15% tax paid by the 25%
fund can be taken into account

- - Moderate - ATO
corresponding risk zone likely to conduct 8 11 and 12
further analysis

.- S S

Factor 3: Determine remuneration returned by the
practi as a per ge of the cial bench
march for services provided to the firm.
Consider info on employees in comparable firms/industry
benchmarks. Include super and fringe benefits. This
factor is more optional. Can just do 1 & 2 if too difficult to
determine.

>150% to  >100% to  590% to >90% to

=70%
20078 | 150% | 100y 100% =

FACTOR 3

first 2 factors factors
Factor 2: Determine the effective (average) tax
rate paid by the practitioner and their related
parties on income from the firm. 7 or less 10 or less
= Income tax paid on firm income / total firm
A R b >35%to | >30%to >25% to 9
income x 100 If super contributions are deductible 40% 359 30% >20% to <20% Use aggregate score to find Amber
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