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Message from Minister Mary Hanafin, TD

"ﬁ | am pleased to welcome the new issue of ‘Toil and Trouble’ by my
' - Department in partnership with Inishowen Partnership in Donegal. This book
is a very useful guide for anyone thinking of setting up in business, or indeed,

for those already in business.

h:ﬁ- Starting out in self-employment poses many difficulties for people whether
Ko ) _

or not they are coming from a background of unemployment. However, it also
presents many opportunities, perhaps the greatest being a fresh start to begin
a life of self-management and entrepreneurship.

‘Toil and Trouble’ provides very comprehensive information on all areas and aspects of self-
employment, including my Department’s Back to Work Allowance and other supports, and is written
so that the information needed can be easily found.

The information provided in the book covers everything the reader needs to know from being suited
to self-employment in the first place, to market research, finding capital, keeping records, tax and
PRSI, employing staff, money management and much more. The book also contains a very useful list
of contacts for any further advice or assistance needed. | would like to congratulate all those involved
in the production on the creation of a valuable resource. | would also like to wish all those who are
thinking of taking the self-employment route or who may already have done so every success with
their business ventures.

Mary Hana € ~

Mary Hanafin, TD
Minister for Social and Family Affairs



Foreword by Shauna McClenaghan, Programme
Manager Inishowen Development Partnership

| am delighted to have the opportunity to welcome this revised edition of TOIL
and TROUBLE. This unique booklet has gained immense success in its previous
editions and is an ideal tool for those considering self employment as a career
path. It marks the culmination of on-the-ground, extensive experience of working
with individual start ups and should provide a much needed resource centred on
the needs of those entering self employment to deal with the myriad of policies
I. which exist in this area.

This was a collaborative project between Department of Social and Family Affairs and Inishowen
Development Partnership, Donegal and has been a worthwhile exercise in the identification of co-
ordinated approaches to assist our client groups and beyond. By identifying a set of good practice
principles, the booklet provides a guide to the effective maximisation of resources available in each area,
to build the capacity, to inform gaps and to contribute to the effective running of small business.

| would like to thank all those involved in the production of this booklet, to Trevor Topping, the Author
and especially our local DSFA support team and indeed the opportunity provided by the Department

to work with them to publish this resource. This report is a tribute to the commitment and dedication

in service provision delivered jointly between Inishowen Development Partnership’s team and the
Department of Social and Family Affairs. We are committed to enhancing the quality of service provided

for entrepreneurs.

We wish all our readers every success in business and hope that the information provided within will
assist in you achieving optimum results.

Db av~s ¢ W‘CW/»D~

Shauna McClenaghan
Programme Manager, Inishowen Development Partnership
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Note from the Author

Welcome to the fourth edition of “Toil and Trouble”

There are some alterations to the third edition. Income Tax, PRSI and VAT have been brought up
to date in accordance with the Minister's budget for 2009. Chapter 21 (Employing Staff) has been
re-written, as has Chapter 23 (The Back to Work Enterprise Allowance Scheme).

Ireland, like many other countries world-wide is now experiencing a financial downturn. Many people
have lost their jobs, and face the prospect of long-term “signing-on” To those in this position, | would
ask them to consider self-employment. There will always be a demand for certain tradespeople, such
as electricians, plumbers, repairmen, chimney sweeps, and others, and if you have suitable training or
skills, you could make a decent living, especially if you develop business skills — which is the subject
of “Toil and Trouble”.

One again, “Toil and Trouble” is presented in simple, easily understood terms. To anyone just starting-
up their business, there is sufficient information in this book to show how to run a small business.
Perhaps those who are already in business may also find it helpful.

Teeont]

Trevor Topping
Carrickafoden
Carndonagh
Co. Donegal
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Chapter One

Am | suited to Self Employment?

Self-employment is not for everyone

It is not an easy option, but the rewards can be substantial - in terms of financial gain and of

self-esteem. Self-employment requires:

total commitment

willingness to work long hours
physical and mental strength
help from your family

Besides the above skills and supports you also need:

to have identified a market opportunity

to have practical skills to do the job (for example, blocklaying, plastering , joinery, plumbing)

to have some business skills to enable you to run a business. If you have not got these skills, you
will need to learn them - fast. And that is what this book is about.

Benefits of being Self-employed

you are the boss - your own master

you can work whatever hours you wish

you can go on holiday when you want

you will learn more about business in your first year than you have ever learned before
you will deal with different people and situations

Down side of being Self-employed

if you are not working, you are not earning
you may not be able to take a holiday during the first two years at least



A final word

Be prepared to make mistakes
- but learn from them. You will
know better next time.
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What kind of business can | start?

You can start almost anything, provided it is legal and moral.

However, some types of business require a license or special training.

For example, you need a license if you want to run your own pub, betting office or entertainment
venue. You need specialised training by law to become a doctor, dentist, solicitor or accountant.

You may also need Planning Permission if you are working from home. One instance would be if you were
using one or more rooms in your home for business purposes — in which case, you would need to apply
for a partial change of use from domestic to commercial purpose. If you were to build a shed, you would

probably need planning permission. Your Local Authority will be able to advise on planning matters.

For most businesses the main legal obligation is that the promoter should register as self-employed with
the Revenue Commissioners (use the TR1 form). Chapter 8 explains your legal duties in more detail.

So you could open a shop, set up as a plasterer or blocklayer tomorrow, with little
paperwork to do. However, before you start up it is strongly recommended that you should:

® research your business idea thoroughly
® do business training

Prepare a short but relevant
B USI neSS P I a n « This is covered in chapter 6



Basic Market Research

This is a very big topic, but we will not go into too much detail.
The truth is, you can do as much market research as you want, but it will not guarantee
success in business. However, it is better to do some research, and the more complex

your business, the more market research you should do.

Questions to ask when doing your research

® who will use my product or service?

® how many similar businesses are there in the area?

® can | improve a product or service that other businesses are offering?

® do | need planning permission?

® why would customers come to me — is it because of better quality,
cheaper price or better service?

® can customers obtain my product or service from competitors locally?

® would large companies use my product or service? — ask them

You can get answers to some of your questions by finding out how
established businesses are doing. A quick way to find out how many
business are in your area is to look up the Golden Pages.

But don’t forget, not all businesses may be listed. When you are satisfied that there is a need for your
business and that you can offer something better than the opposition, you may decide to prepare a
plan to advertise your business. You would probably need professional advice for this.

You can also obtain information on the internet. There is a vast array of websites available, giving
information on every topic under the sun.
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Chapter four

Finding Capital

Most new businesses will need some capital to enable them to get going. A plasterer or a block-layer
may require a generator, lights and perhaps scaffolding, while a joiner could need different saws for
the workshop. Nearly everyone in the building trade will need a van.

In the case of anyone wanting to open a shop of any description, the initial capital required is likely to
be quite high. There are two reasons for this.

1. cost of adapting and fitting out premises
2. cost of stock

The cost of initial stock is likely to be a real problem — for example, in the case of clothes shops or
electrical goods outlets. The suppliers are highly unlikely to offer credit terms — simply because they
don't know you and haven't done business with you already.

So where can this new capital be obtained?

a) LOAN FROM THE A BANK, BUILDING SOCIETY OR CREDIT UNION

In the present financial climate, you may find it very difficult to obtain a loan or an overdraft facility
from your bank. This is largely due to the banks’ self-inflicted wounds, but sooner or later, there will
be an upturn in our economy, and banks will once again be in a position to lend capital.

So — there is all the more reason to present your proposal clearly and knowledgeably to the bank.

The bank will need information about yourself, your business, how you will promote it, what market
research you have done, and most importantly the financial side of the business. The manager will
want to know how much you need to borrow, what the capital is for, how much of your own money you
are putting up, and how you will repay the loan.

In short, you need a BUSINESS PLAN.
Preparing a Business Plan is covered in Chapter 6.

Preparing a business plan sounds very intimidating. But it’s not and you should be able to do it
yourself with a bit of professional help from your Local Development Company. In fact, it's important
that you do it yourself, understand it and believe in it. It need not be a lengthy document - but it does
need a cash flow projection.

Preparing a cash flow projection is covered in Chapter 5.



Once you are happy with your business plan :

® Make an appointment to see your bank manager, dress smartly, be on time and when you meet
the great man or woman, explain briefly your proposal.

® Give the manager your business plan and ask them to read it through in their own time.

® Tell them you will make a further appointment after they have had time to read it and that you

hope for a positive response.

It is important to be able to answer any questions on your proposal
honestly and knowledgeably.

N

h) GRANT AID

You may be able to obtain a small grant from your Local Development Company. Not all Development
Companies offer grants but you should check with them - the names and telephone numbers are
listed in Chapter 25.

You could also contact your County Enterprise Board, which may offer grants to certain projects or
businesses. You should check with your local Board to see if your project is eligible. The names and
telephone numbers of the County Enterprise Boards are also listed in Chapter 25. (See page 76)
DSFA Facilitators may also be able to offer a small grant from the Technical Assistance and Training
Fund. This would usually be for essential equipment, marketing, appropriate training or towards the
cost of Public Liability Insurance. However, in order to apply for this, you must be participating in the
Back to Work Enterprise Allowance (BTWEA) as a self-employed person. (See Chapter 23, page 62)
You should contact your local DSFA Facilitator - names, addresses and telephone numbers are given
in chapter 25. (See page 70)

11
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Low Interest Loans
First Step, Dublin

First Step Ltd. is a not for profit Irish organisation with a mission to create micro-enterprises through
self-employment.

® Loans of up to €25,000 over a three year period are available nationwide to those who cannot
access loans through normal financial channels.

All loans are interest bearing, and are repayable by monthly standing order.

Security is not required.

All sectors are considered

A Business Plan is required, together with a First Step application form

First Step Ltd.

Jefferson House

Eglinton Road

Donnybrook

Dublin 4

Tel: 01 2600988 Fax: 01 2600989
www.first-step.ie  Email: info@first-step.ie

County Enterprise Boards
Some County Enterprise Boards provide low-interest or interest-free loans for selected projects. It is
well worth checking with your local County Enterprise Board to find out if they offer this facility.



Think carefully before
committing yourself to
any loan. If you decide
it is essential, be sure
to make the repayments
regularly and on time.




Cash Flow Projections

Every new business should have a cash flow projection prepared
before starting.

What is a Cash Flow Projection? (CFP)

It is simply an estimate of your income and expenditure over 12 months, set out in such a way that
you can calculate your projected bank balance at the end of each month. An example of a cash flow
projection is included in the Appendix, as well as a blank sheet for your own use. You may photocopy
this and use it for yourself (see page 102).

It can be quite difficult to prepare a cash flow projection, and you are well advised to seek
professional help with this.

What are the advantages of having a CFP?

@ It can tell you what your breakeven point is likely to be. i.e. How much money do you need to
bring in to cover the overheads?

® It can enable you to compare Actual Income and Expenditure (month by month) with the
projections - the targets you have set. You will get actual Income and Expenditure from your
books. For example, you will be able to see if you are meeting your sales targets each month.

@ If you are not meeting them you need to think ‘why not?’ and ‘what can | do about this?’

® Comparison of Actual and Projection is an important aspect of a CFP, and you should compare
these every month

® It can let you see when you might be overdrawn at the bank. In this case you should speak to your
bank manager, and arrange an overdraft facility.

® The CFP is an important part of any business plan, so it is vital to get it right. It is a key feature
for any bank, credit union or lending body - they always pay a lot of attention to the CFP, and
quite rightly, too.

Your Local Development Company can help you prepare a cash flow projection. Development
Companies names and telephone numbers are given in Chapter 25.

14



Chapter six

Preparing a Business Plan
Is a Business Plan really necessary?

It makes sound business sense to prepare a business plan - indeed, this is now a requirement for
inclusion on the Back To Work Enterprise Allowance Scheme. The Department of Social and Family
Affairs has its own business Plan format for this.

What does a business plan do?

a) It gets the idea out of your head and on to paper.
b) It shows your financial needs

- How much capital is needed?

- How much of this is your own?

- How much do you need to borrow and from whom?
- How will you repay any loan?

- Can you obtain grant aid?

If you are looking for a business loan from a bank or other lender, you
should have a business plan, complete with cash flow projection. The CFP
will enable the lender to see that your business can sustain the repayments of the loan.

A business plan need not be a very complex document. You
should do it yourself, understand it and take ownership of

it. The cash flow projection sets out monthly targets for both
iIncome and expenditure (see chapter 5). You should refer

to your books every month and copy the actual income and
expenditure onto your CFP. You can then compare actual with
projections, to see if you are meeting your targets.

15
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A simple business plan may be laid
out as follows.

(a) Personal Details

This includes your name, contact details, as well as your educational qualifications and work experience
(b) Description of the business in some detail.

(c) Results of Market Research

® How do you know your service or product will sell?
® Who are your likely customers?
® Who are your competitors?

(d) Proposed advertising approaches

Press (which newspaper, how often)
Business Card

Advertising flyers

Radio, television

Word of mouth

Internet

(e) Financial

What needs to be done - for example, cost of fitting out, refurbishment
Cost of equipment and vehicles required

Cost of initial stock

Other setting up costs; for example, insurance, phone, rent in advance

Finally, add up estimated total setting up costs - this indicates the capital needed to start



Capital needed

Own Capital Amount
Grant Aid Amount
Interest-free loans Amount
Borrowing from Bank Amount

(f) Cash flow projection and projected profit and loss account.

You will need a cash flow projection. This will let the lender see that you will be able
to repay the loan, as well as making a profit. You may need some professional help with preparing a business plan.
Your Local Development Company will be happy to give you advice.

Development Companies’ names and telephones numbers are given in chapter 25.

It is Tmpartant to be able to anéw
any questions on your proposal
honestly and knowledgeably.
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Dealing with the Bank

(a) Business Account

Nearly all small businesses will need to have a business account. If you have dealt with a certain bank
in a personal capacity for any length of time, then you have a track record with them and they would be
more likely to look favourably on your request for a business account.

It is important to use the business account only for matters relating to the business. Keep your personal
banking totally separate from the business, in your own personal account.

Once you open a business account, the bank will give you a cheque book and a lodgement book, both
of which will have your name and account number printed on them. When you lodge money, fill in the
counterfoil in the lodgement book - and it is very important to ensure that the bank stamps and signs
this. It is your proof that a lodgement has been made. When you write a cheque, don’t forget to fill in
the counterfoil.

With a business account, you will receive a monthly bank statement, which sets out all your lodgements
and debits. You need to check this against your own books and make sure that it is correct. Banks
rarely make mistakes on statements, but, like everything else in life, errors can occur. The bank will
charge you for the privilege of having a business account. They will also charge for all lodgements and
withdrawals, and if you are overdrawn, you will pay interest and referral fees.

(b) Overdraft and Short-term Loan

An overdraft facility is one where the bank agrees that your account may go into debit
(overdrawn). It will usually be for a relatively short period of time, and the interest

rate may be negotiable (to some extent). There is also a charge for setting up the facility.

Your overdraft will have a maximum limit, which you can negotiate. You will not be allowed to exceed
this without incurring the wrath of the bank, who could actually dishonour any cheques written by you.
This means that your cheques could "bounce"

A short-term loan is usually for a specific item, for example, a van or equipment, and is repayable over a
fixed period of time - usually three or five years. Capital with interest has to be repaid, but you may be able
to negotiate the interest rate. You may need a short business plan, with a cash flow projection, to convince
the bank of the need for the loan. Cash flow projection (CFP) is covered in chapter 5.



c) Night Safe Facility

This is a very useful and inexpensive service offered by the bank, particularly if you are unable to go
to the bank during opening hours.

Once the bank agrees to make the facility available to you, you will receive a lock-up pouch as well
as a key to the night safe chute, which is situated on the street front wall of the bank.

You can put your cheques and bank notes together with your lodgement book into the pouch and
deposit it into the night safe at any time. Next day your lodgement will be counted and credited to your
account. The pouch - with the lodgement book - will be available for you to collect at any time during
business hours. Just make sure that the lodgement book counterfoil has been stamped and signed.

A word of caution - when you lodge money to the night safe, you
are vulnerable to thieves, who may actually be watching for people
using this facility. So, don't go unaccompanied - or if you do, at
least be vigilant.

d) Standing Orders

You can instruct your bank - by filling in the appropriate form - to pay a fixed amount to another
person’s bank account on a regular basis. You may instruct the bank to do this weekly, monthly, or
even yearly. However, you must always have sufficient money in your account to cover the

amount payable, on the date it is due. If you don’t, the Standing Order will not be paid. In fact, the
Standing Order lapses, and will not be resumed until you re-instruct the bank. This can lead to real
problems, if the Standing Order is not re-activated.

e) Direct Debits

These operate much the same as Standing Orders. The difference is that Direct Debits are for
variable amounts, and are determined by the person or body you are paying to (the payee). So you
need to have a degree of trust with the person or body you are paying to — although there are nearly
always guarantees given by the payee. Direct Debits are useful for paying electricity or telephone
bills, which will always vary.

f) On-line Banking
Banks now encourage their customers to bank ‘on-line.” This provides a 24 hour banking service, and
you can do almost anything except lodge or withdraw money. Your local branch will be pleased to advise.

19



Lo iy )

Legal Obligations on Becoming
Self Employed

a) You need to register as self-employed with Revenue Commissioners

Use the Revenue Commissioners TR1 form. This is used to register "persons" for income tax, VAT and as
an employer for PAYE/PRSI. You don’t have to register for all of these - often registering for income tax
is sufficient to start. You can always register for VAT or as an employer as the need arises. (For more VAT
information see chapter 14)

"Persons" include:

Individuals

Partnerships

Trusts

Unincorporated Bodies (i.e. not a Limited Company)

LG G G

A copy of the TR1 form is included in the appendix (page 84) and is fairly straightforward.
You can obtain the TR1 form from your local Revenue Commissioners office, to whom you

should return it after completion.

On receipt of the TR1, the Revenue Commissioners will post out a "Notice of Registration" to you which
confirms that you are registered for income tax and, if appropriate, VAT and PAY/PRSI. This will also
state your Tax Registration Number and the effective date of registration. Limited Companies should use
the Revenue Commissioners TR2 form. (For more information see www.revenue.ie)

b) Health and Safety Statement

Every small business is legally required to have a Health and Safety statement, which must be
displayed. Preparing a Health and Safety statement is simply common sense.

Your Local Development Company should be able to help you with this, as can the Health and Safety

Authority, who have produced a booklet called "Guidelines on preparing your Safety Statement".
You can download from www.hsa.ie.

20



c) Safe Pass

If you are in any aspect of the building-trade, you need a Safe Pass before you are allowed on to any
building site. It is obtained by doing a one-day training course, which ends with a short, multiple
choice test, which you must pass. The course is simply common sense rules for site safety, and most
people would have little difficulty in obtaining a Safe Pass. But it is important to apply this common
sense on a daily basis. You can find out where and when the courses are being held by phoning your
local FAS office. There is a charge for attending the course, which may vary from place to place. (see
also www.fas.ie)

21
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Chapter nine

Registering a Business Name

If you wish to trade under a business name, you need to register the name with Companies
Registration Office, Parnell House, 14 Parnell Square, Dublin 1. Website is www.cro.ie.

Their informational leaflet No. 14 (Business Name Registration) is useful.

® You should use the CRO’s RBN1 form for a sole trader, or RBN1 A form for a partnership (These
forms may be downloaded from www.cro.ie)

The current cost to register a business name is €40 or €20 if you register online

When the business name has been registered, the Companies Registration Office will send you a
Certificate of Registration, which you must display prominently at your place of business.

If you wish to open a bank account in your trade name, the bank would certainly wish to have a copy
of your Certificate of Registration.

Registering a business name with the Companies Registration Office
should not be confused with registering a Limited Company with
the CRO. The two are unrelated.

The Companies Registration Office
Parnell House,

14 Parnell Square,

Dublin 1

Tel: 018045200
Web: www.cro.ie



Chapter ten

Legal Status of the Business

There are three likely to be of interest. Sole Trader, Partnership and Limited Company are the
most common.

1. Sole Trader

This is the most common status for a new business. Being a sole trader means just what it says - you
are running the business alone, and are responsible for every aspect of it. You need to ensure you
get your money in, pay your bills, deal with the bank, advertise, keep books, ensure your tax and VAT
returns are sent in on time, as well as physically work in the business.

If you get into debt, your creditors would have a claim on your personal assets, for example, your
home or car, which can be rather unnerving.

To set up as a sole trader, your main legal obligation is to register as a self-employed

person with the Revenue Commissioners (use their TR1 form). Some businesses require a licence,
such as a pub, betting office or hackney driver. You should have the appropriate licences in place
before you start up.

2. Partnership

A partnership is formed where two or more persons come together and agree to run the business in
partnership with each other. Partnerships are regarded in the same way as the same as Sole Trader -
the partners are jointly responsible for running every aspect of the business.

If you get into debt, you and your partners are jointly responsible, and may be sued. In the event of
one partner absconding (disappearing without trace), the remaining partner or partners are responsible
for the full debt.

Partnerships can work successfully, especially if the various partners have different areas of expertise,
and are capable of running different parts of the business. However, partnerships have a habit of
breaking down, usually due to disagreements between the partners. For this reason, it is essential to
have a partnership agreement prepared by a solicitor. The solicitor will guide you on this, but typical
clauses would cover:

® amount of capital to be invested by each partner.
® proportion of profits (as drawings) for each partner.

23
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® what happens if a partner becomes ill and can no longer work?
® what happens if a partner dies?

® control of banking - who signs cheques?

® whether holidays or days off will be paid.

To register a partnership with the Revenue Commissioners, use the TR1 form.

3. Limited Company

Generally speaking, forming a limited company would not be necessary for a small new start up,
although there may be circumstances in which it would be advisable. You should consult your
accountant about this. If you do decide upon a Limited Company, your accountant or solicitor will
register the company with the Companies Registration Office in Dublin. Once this is done, the
company has some legal obligations. The main ones are to:

keep a Company Register
hold an Annual General Meeting
file company reports with the Companies Registration Office every year

have its books audited by chartered accountants every year, and lodge the accounts with the
Companies Registration Office every year

Within a Limited Company, you (as director) are paid a salary by your company, which is the legal
entity, as distinct from drawings out of profits, as is the case with the sole trader or a partnership. If the
company gets into debt, then the creditors may usually only have a claim on the assets of the company.

To register with the Revenue Commissions as a Limited Company, use the TR2 form.

Limited Companies should also be aware of the Office of the Director of Corporate Enforcement
(0.D.C.E). This body has been established recently to ensure that directors of companies comply with
the Companies Acts 1963-2001. In the event of non-compliance, the O.D.C.E. may bring criminal or
civil proceedings against the defaulting directors.

The 0.D.C.E. has published seven clear booklets, which are available from:

Office of the Director of Corporate Enforcement
16 Parnell Square

Dublin 1

Tel: 01 858 5800

Web: www.odce.ie



If you are establishing a limited company,
it is strongly recommended that you obtain
the seven hooklets published by the Office
of the Director of Corporate Enforcement.
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Chapter eleven n"

Keeping Records (Book-keeping)

Why bother to keep books? After all, it's non-productive time

There are four good reasons, namely:

1. Preparing tax returns for the Revenue Commissioners

Every small business in Ireland has a legal obligation to send a tax return to the Revenue Commissioners.

The Irish tax year runs from the Jan 1 to Dec 31, i.e. follows the calendar year. So if you started
your business on April 1, the Revenue Commissioners would expect information for the nine months
- April to December.

They want to know three things

1. How much money did your business bring in?
2. What were your legitimate expenses in running your business?
3. Details of employees and wages paid.

Where do you get this information? From your books, which you
should update each week without fail.

Every item of income and expenditure should be recorded, and it is
important to keep receipts for all items of expenditure.

In the Appendix (page 92), you will find an example of a week's books on a simple book-keeping
sheet, as well as a blank copy which you may photocopy and use as often as you like.

Many Local Development Companies and County Enterprise Boards run courses on basic book-
keeping, as well as on good business practice. It is well worthwhile checking with your local
Development Company or Enterprise Board - courses are often free or have a nominal fee. The names
and telephone numbers of Development Companies and Enterprise Boards are given in chapter 25.
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2. Preparing a Profit and Loss Account

Keeping books alone won't let you see how the business is doing to any great extent. However, if you
keep accurate books you can do a Profit and Loss Account - which is simply a summary of your of
your books over any given period. This will let you see if you are making profit or not. It is also the
basis for income tax and PRSI. Again, your Local Development Company may run a course which will
teach you how to do a Profit and Loss Account.

3. Help with Credit Control

If you give or receive credit, you need to know who owes you money, and to whom you owe money.
You also need to know how much and how long outstanding is any debt. Keeping simple records will
help. In the appendix (page 94), you will find a page containing - "Money Owed to Me" and "Money
Owed By Me".

Money owed to me
Simply record the date, the name of the person to whom you are giving credit, the amount and when
the money is due to you. You can look at this list and find out at a glance what debts are overdue.

When the debt is paid, record the date in the "When Paid" column. It is important at this stage to
write up the debt received in your main book-keeping sheet as Money In.

Money owed by me

Record the date, the supplier, supplier’s invoice number and amount. Also record the date the
supplier expects to be paid. When you pay the supplier, record the date in the "When Paid" column.
You can now write this up in your main book-keeping sheet as Money Out.

4. Legal Obligations

There are legal obligations requiring you to keep adequate records, to enable yourself or your
accountant to prepare figures for your income tax, VAT and employees returns. There are penalties for
not keeping these records - in extreme cases, imprisonment.
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Chapter twelve

Income Tax

If you have been employed, you will have been on the "Pay as you earn" (PAYE) system. Every week,
fortnight or month (depending on how often you were paid), you should have received a payslip from
your employer, which shows the deductions for income Tax and PRSI.

At the end of the tax year, you should have received a P60 from your employer - this simply sets out
the wages earned as well as the total tax and PRSI deducted during the tax year. This is great for the
employee - no work to do - the employer has done it all.

For the self-employed person, the system is different. Income Tax and PRSI are calculated annually
on your net profit. Every tax year, the Revenue Commissioners will send you a "File and Pay" tax
return form. The Revenue Commissioners want to know - in its return form - how much money you
brought in, and what were your legitimate expenses in running this business.

An example is given below:

John is a painter and decorator. He commenced business on
January 1st 2009. Therefore, the Revenue Commissioners
will want a tax return for the period January 1st 2009 to Dec
31st 2009 (12 months). For people commencing on dates
other than January 1st, profits are apportioned, and they
should consult with their accountant who will calculate the
tax. The tax return for 2009 must be returned to the Revenue
Commissioners by October 31 2010.




John, or his accountant, go through the books, add up the figures
as follows:

Money Received for work done €24,400

Cost of Materials €2,300

Therefore, Gross Profit is €22,100 €22,100
Overheads

Van running Costs €4,100

(Diesel, insurance, road tax, maintenance)

Advertising €500

Telephone €400

Replacing equipment (brushes etc.) €300

Miscellaneous expenses €200

Total Overheads €5,500 €5,500
Net Profit (Gross profit minus overheads: €22,100 - €5,500) €16,600

The amount John takes for himself, weekly or monthly, is known as his Drawings. Drawings are
part of the annual net profit.

Rates of income tax, bands of income tax and some of the tax credits which may be available,
are listed on page 33.

John's income tax on his net profit is calculated, and then any tax credits to which he is
entitled are applied.

John's Tax Calculations

20% (basic tax rate) of €16,600 (net profit) €3,320
Single person’s Tax Credits -€1,830
Tax Due €1,490
Add 2% Income Levy on Gross Profit (2% of €22,100) €442
Total Due €1,932

If John were married and his wife not working, his tax bill is:

20% (basic tax rate) of €16,600 (net profit) €3,320
Married person’s Tax Credits -€3,660
Tax Due NIL
Add 2% Income Levy on Gross Profit (2% of €22,100) €442
Total Due €442

No tax is payable on net profit because his tax credits are greater than tax due.

But the 2% levy must be added. 2 9
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Filing your Tax Returns with the Revenue Commissioners

The best advice for a self-employed person is to take your books and tax form to an accountant after
the end of the tax year. The accountant will audit the books, and will probably be looking for bank
statements, as well as relevant receipts, invoices and statements. They will then fill in your tax return,
agree it with you and file it with the Revenue Commissioners, together with a cheque for any income
tax and PRSI which you may have to pay.

The accountant will, of course, charge you for this work. But, if you keep good books, have your bank
statements in a file, and are able to give them receipts and other evidence of spending, their charge
is likely to be more reasonable. You pay them for their time, as well as expertise.

Online Tax Returns

You can file your tax return "On-line" to the Revenue Commissioners, if you wish. In fact the Revenue
Commissioners encourage businesses to do this, and usually offer an extension of 2 to 3 weeks after
the October 31st deadline for "on-line" returns.

Your accountant may well be doing this already, but if you want to do it yourself you will need to
register for "on-line" with the Revenue Commissioners. Simply go to www.ros.ie (revenue on-line site),
and follow the three steps to enable you to register.

The Revenue Commissioners will give help to clients at any Revenue Commissioners office, or may
even give instruction to clients at their place of work or office.

Did You Know?

Date for Self-Employed Tax Return to be with Revenue Commissioners:
October 31st, every year

Income Tax
So, for John's tax year 2009, he has to have his tax return filed by Oct 31, 2010.

If he is late, there is an automatic penalty of 5% on the tax due. If
he is more than two months late, there is an automatic penalty of
10% on the tax due.






Preliminary Tax

You must pay Preliminary Tax each year by 31st October. This is effectively a down payment and is your
own estimate of your final liability for the year. As you probably won't be able to accurately predict your
liability until after the year ends, you can avoid an interest charge by basing your estimate on what your
liability actually was for the previous year (even if it was nil).When the time comes to file your return,
your Preliminary Tax payment is credited against the liability declared in the return.

Example

Patrick’s first tax year in business is 2009. So, after the 31st December 2009, he takes his books to
an accountant, who audits them, and works out a tax and PRSI liability of €3,000 for Tax Year 2009.
Patrick has until October 31st 2010 to file his tax return with the Revenue Commissioners and pay
the €3,000 tax liability.

However, for 2010 - Patrick’s second year in business - the Revenue Commissioners are looking for
Preliminary Tax. They ask Patrick (or his accountant) to ESTIMATE his tax liability for 2010, and pay
90% of this - also by October 31st 2010. Based on his first year (2009), Patrick’s tax liability would
be 90% of €3,000 = €2,700. This means tax due on October 31st is €5,700 being €3,000 for
2009 and Preliminary Tax of €2,700 for 2010.

It would be advisable to have your accountant deal with Preliminary Tax.
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Tax Rates (with effect from January 1st, 2009)

Standard rate 20%
Higher Rate 41%

Tax Rate Bands

Single or widowed person - up to €36,400 @ 20%, above this, @ 41%
Married couples (one Income) €45,400 @ 20%, above this, @ 41%
Married couples two incomes €72,800 @ 20%, above this, @ 41%
One Parent Families €40,400 @ 20%, above this, @ 41%

Income Levy: 2009

This is a new income levy, introduced by Government, and is effective for 2009. It is payable on
GROSS INCOME, before any reliefs. For self-employed people, the levy is on GROSS PROFIT.

The rates are:

2% Gross Income from €15,028 to €75,036 per year
4% Gross Income from €75,037 to €174,980 per year
6% Gross Income over €174,981 per year

Exemptions: The levy does NOT apply where :
® Individual's income is less than €15,028 per year @ Individual is a Full Medical Card holder
It also does not apply to Social Welfare payments.

Tax Credits (2009)

Single person €1,830
Married couple €3,660
Other

One Parent Family €1,830
Widowed Person, no dependents €2,430
Home Carer (maximum) € 970

For employed persons, there is also an additional PAYE credit of €1,830

These are the most common tax credits, but you should check with the Revenue Commissioners if
you feel you may qualify for others. (www.revenue.ie)

So, where does the self-employed person obtain the information to help them, or their

Accountant, to fill in the tax return?

The answer is from your book-keeping records, which - and | emphasise
this - should be kept for every week of the year.
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P.R.S.l. (Pay Related Social Insurance)

On top of your income tax, you must also pay class S (self-employed) PRSI contributions. This is
calculated and paid at the same time as your annual income tax.

The rates are: 3% PRSI on Net Profit.

Plus

4% Health Levy on all income between €26,000 a year to €75,036.
5% Health Levy on all income over €75,036.

Example
John needs to pay class (S) PRSI on top of his annual income tax.
His net profit is €16,600, so he would pay 3% of €16,600, which is €498.

However, if John's net profit was €27,000, he would pay 7% (3% + 4% Health Levy) of the full
amount of €27,000, because he is over the threshold of €26,000. This amounts to €1,890.

Also,
There is a minimum PRSI annual payment of €253.

So, if John earned only €7,000, his PRSI would be 3% of €7,000 which is €210. However, he
would pay €253 because of the minimum payment rule.

Minimum Threshold

If John’s gross profit were below €3,174, he would not have to pay even the minimum PRSI annual
payment of €253. This would be evident from his annual tax return. However, PRSI contributions
are necessary to obtain state pension rights, and it may be advisable to make voluntary PRSI
contributions in order to maintain the right to a state pension.

When you become self-employed, you should check your position regarding voluntary contributions
with your accountant. (See Chapter 15 - Using an Accountant)
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V.A.T. (Value Added Tax)
Who needs to register for VAT?

You must register with the Revenue Commissioners for VAT if the amount of your annual turnover
(i.e. money received) for supplying goods or services, exceeds, or is likely to exceed the following limits:
(with effect from May 1st 2008) source www.revenue.ie (VAT section)

® <£75,000 a year for supplying goods
® €37,500 a year for supplying services

If your business carries out activities such as insurance, transport and education, you do not need to
register for VAT, because these activities are VAT exempt.

Voluntary Registration for VAT

You may register for VAT voluntarily, even if you are not required to do so. The case may 