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NV128: Allocation of professional firm profit

In this episode, we discuss allocation of professional firm profit.

Key Dates:

e 28MFeb —December BAS
e 1%t Feb - Fuel tax rates changed

Professional Firms
e Own or operate accounting, law, medical, engineering, architecture, management consulting and financial
services practices.
e New guidelines that apply from 1/7/2022 PCG 2021/4 regarding profit
e Replaces guideline from 2015 as ATO does not think they are being applied correctly

Applies where-
e Taxpayers redirect income from business to associated entity

e Qutcome is that they significantly reduce their tax liability

Firstly, determine if commercial. (See ATO doc)
e And no high-risk features
e If you pass both these gateways — then can self-assess risk assessment

New framework looks at risk factor (high, medium, low)

e This will determine level of engagement from ATO

e If medium or high risk —ATO may look at reviewing

e Risk looks at structure for profit share entitlements of the practice

If previously low risk, continue to be low risk until 2024
What was low risk? (See doc Banks Group)

2-test or 3-test calculation for risk profile

1. Proportion of profits as income in own tax return 1-6 score.

2. Total effective tax rates practitioner & associated entities pay on profit share 1-6 score.

3. Profit share of professional personally compared to remuneration derived for similar services provided to firm
1-6 score.



3" test does not need to be applied (discretion) as benchmarks may not be available to compare

Based on outcomes of tests you will be low risk if 7 or under

Moderate 8

High 9 or higher

If moderate or high, ATO may conduct a review to understand your arrangement

Complex scorecard to determine risk
Review structures and existing arrangements currently in place

These new guidelines will come into force from 1/7/22, so if you are involved in a professional firm, you
should review whether your structure will fit into the new guidelines before then. If necessary, you may need
to restructure or change your arrangements if you want to remain low risk and avoid an ATO review. If you're
in the affected industries, review the new guidelines and know where you stand. If you would like to discuss
your structure and situation and how it might affect you, we are always happy to have a chat. Contact us via
our website at buscgroup.com.au



