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START YOUR OWN BUSINESS

Financing your own Business

Your aim is to build a viable business that will generate sufficient profits and cash flows to leave you financially better off.

You must initially put up the money to start your business. You expect to make a return on your investment. The return should be sufficient to reward you for the effort and risks you take in setting up your own business.

It is vitally important that you precisely and accurately establish how much money you need to set up your business. You will need money to buy or lease a premises or equipment and to buy stock. You will need to have money to pay your suppliers or your employees, at a time when your sales have not yet taken off or when your customers have not yet paid you.

Having established exactly how much money is required you will have to identify the sources where you intend to get the money.

Personal Savings 

Most people will invest some of their own money into their own business. Some business people will set a limit on the amount of their own money that they will put into their business. They like to hold onto some money for the “rainy day” so that if the business goes belly up, everything is not lost.

Other people take personal assets and transfer these to the business. The family car may become the business car. Equipment owned personally may be transferred to a company. Transfer of personal assets to a business reduces the amount of cash required initially in setting up the business.

Personal Loans

Sometimes people obtain money to set up their business from members of their family or from good friends. You should ensure that you are capable of repaying the loan in the agreed manner before accepting such funding. A proper agreement drawn up when the money is obtained will avoid hassle and embarrassment later. This source of funds will be available where a friend wants to get involved in a business but not on a full time basis.

Banks 

Businesses generally apply to the Banks for help in financing their business. They frequently do this by the way of Bank Loan and Overdraft. The Overdraft is the most expensive source of finance available from the Banks. In general where security is available (as in a mortgage), the interest rate changed will be lower.

Credit Union  

Credit Union loans may be available. These may be easier to secure, as you will be known to your Credit Union.

Leasing 

Some people acquire fixed assets like Plant and Equipment or Computers by means of Leasing. This enables people to have use of the asset, without having to pay for it immediately. The will pay for the asset as the business gets the benefit of the use of it. Under a lease agreement, the assets are paid for over an agreed period, of say three to five years. Then the secondary lease may come into being until the asset is obsolete. Under a lease agreement, the asset never actually belongs to the business. Sometimes the business may take a payment after the primary lease had expired and this ensures that ownership of the asset passes to the business. Leasing, in general, is quite expensive.

Hire Purchase 

Under the Hire Purchase Agreement, the ownership of the asset passes to the business, when the payments have been made. In general, Hire Purchase is slightly more expensive than leasing.

General 

When considering which source of Finance to use, a number of factors need to be considered. Firstly you should look at the cost of each source. This basically means the Interest Rate you will be charged. Always remember that there is an interest rate built into Lease or Hire Purchase payments. You should always ensure that you would be able to meet your repayment obligations. To this end projections of likely profits and cash flow will be important.

You should ensure that you estimate as accurately as possible the amount of money you need to start and maintain your business. There is little point drawing down all available sources on Day 1 and having no where to turn on the rainy day.

Grant Aid

Some businesses qualify for grant aid. This is money that they receive from the Government bodies, which will not have to be repaid. Certain conditions will have to be met to qualify for aid. It is vitally important that they meet all criteria. Where it is discovered that you are not meeting all conditions, then the grant aiding body may refuse to pay the grant or demand that it be repaid.

Suppliers 

Suppliers will sell to you on credit. In other words they will supply you without immediate payment. However sometimes suppliers will also help with the costs of setting up the business if you grant them exclusive rights to supply your business. This can be very welcome initially but does tie you down for a defined period.
BOOKS AND RECORDS
The following are the principal books and records, which should be maintained by any emerging business.  The list is by no means definitive and complete.  The books and records that I recommend here are the minimum, which should be maintained.  
There are now available at very reasonable cost numerous accounts packages which run on PCs.   These can be acquired at very reasonable cost and certainly is the way forward.   However, I feel that you need to have an understanding of basic bookkeeping in order to get the most out of any software package.

CASH BOOK
This is a very important book in the Business.  Your cash book records all of the income coming into the Business from all sources whether that income is received by cash, by cheque, by credit card payment, credit transfer, money order, bankdraft, etc.  The fact that it is called cashbook doesn't mean that you just record cash in it.  You record all of the income coming into the Business from all sources.

The cashbook also records where that income has gone.  It shows where money has been lodged, where cash payment have been made etc.    The cashbook must be balanced on a regular basis eg. daily/weekly.

CHEQUE ANALYSIS BOOK
Cheque analysis book records all of the cheques paid by the Business.  In fact all transactions on the Company's bank accounts should be reflected through the cheque analysis book even where a cheque isn't written eg. where payment is made by credit transfer, standing order, direct debit etc.  

The cheque analysis book should show the following;

· The date the cheque is written

· To whom the cheque was made payable.

· Cheque number

· The amount of the cheque

· What expense item the cheque payment related to.

PURCHASE INVOICE BOOK
The purchase invoice book records all of the invoices received by the Business from the people who supply goods and services to it.

The invoices can be entered into the purchase invoice book in date order or numerical sequence or alphabetical order whatever your preference is.

Each invoice should show as it is entered the following;

· The date of the invoice.

· Name and address of supplier.

· The nature of the goods or service received.

· Whether goods are for re-sale or otherwise.

· The total value of the invoice.

· The amount of VAT included in the total price and the rate of VAT included in the total price and the rate of VAT eg. 0, 13½% or 21%.

SALES INVOICE BOOK

The sales invoice book records all of the sales invoices issued by a Business.  In some businesses there won't be any sales invoices, eg. licensed premises, news agency etc. In other businesses there will be a mixture of retail sales and credit sales.   In this situation you need a sales invoice book.   Where you have exclusively credit sales a sales invoice book is essential.

DEBTORS LEDGER
Linked to the sales invoice book is the debtors ledger.  This ledger shows the amounts due to the Business by its customers.    All credit sales invoices will be entered here and cash received from customers will also be transferred to this book from the cashbook.

CREDITORS LEDGER
A creditors ledger is similar to a debtors ledger except that in the creditors ledger you record the invoices from suppliers who have given you credit. The invoices to be recorded in the creditors ledger would be transferred to it from the purchase invoice book.

PETTY CASH BOOK
Most businesses maintain a petty cash book.  Payments from petty cash normally are small sundry items on day to day basis - postage, tea/coffee, newspaper etc.  Normally there is a float in petty cash of ie.  € 50 and this is topped up on a weekly or monthly basis as required.

SUMMARY
The above is just an overview of the basic books and records required for a Business.  When you decide to go into Business you should consult with a competent, qualified accountant who will advise you on the basic books and records you need to keep and will set them up for you.

I cannot stress how important good record keeping is to a Business.  In my experience, accurate timely information is essential for the successful operation of a Business.  In order to obtain accurate timely information it is essential that proper books and records be maintained.   Apart from providing you with accurate and timely, up-to-date information there is also a legal requirement on everybody in business to maintain proper books and records. 

TAXES

INCOME TAX /CORPORATION TAX
Depending on whether your Business operates as an Unlimited Entity or as a Limited Liability Company then its profits will be exposed to either Income Tax or Corporations Tax.

Income Tax applies to individuals.   The rates of Income Tax at present are 20% and 42%.

Limited Liability Companies are subject to taxation under Corporations Tax.  The rates of Corporations Tax at present are;

· 10% in respect of Manufacturing Companies.

· 12.5% is now the standard Corporation Tax rate.

· 25% applies to non-trading income.

INCOME TAX PAYMENT
All taxes are now on a self assessment system.  Self assessment was introduced for individuals with effect from the income tax year 1988/89. Individuals must submit a Return of Income to the Inspector of Taxes each year not later than 31st October for the year ending previous 31st December, e.g. Accounts year ending on or before 31st December 2002 must be lodged by 31st October 2003.

PAYMENT OF INCOME TAX
Preliminary Tax is due on 31st October in each year of assessment.  In order to avoid any possible interest charges in relation to Preliminary Tax or on any balance of tax payable on an assessment the taxpayer must pay by the due date for preliminary tax a minimum of; 


(a)
90% of the final tax payable for that year - "the 90% rule" or;


(b)
100% of the final tax payable for the previous year - "the 100% rule".

CORPORATION TAX 
A Company must submit a Return of Profits to the Inspector of Taxes not later than the 21st of the ninth month after the end of the accounting period to which the Return relates.

In respect of both Income Tax and Corporations Tax there are surcharge penalties where Returns are filed late.  The penalty is 5% of the final tax bill where the Return is less than 2 months late. A 10% surcharge applies, where the Return is more than 2 months late.

VALUE ADDED TAX
Value Added Tax popularly known as VAT is a sales tax.

Value Added Tax is chargeable on the supply of goods and services within the state by a taxable person in the course of any business carried on by him/her.  It applies to both Companies and individuals.   There are different categories of VAT the principal ones as follows;

-
Exempt - the person or Company supplying the service is exempt from Value Added Tax because the service itself is exempt e.g. insurance, doctor’s bills, dentist’s bills etc.

-
Zero rate - this rate applies to raw foodstuffs basically.

-
4.8% rate  - this rate applies to livestock, which include live cattle, sheep, pigs, goats, deer, horses and greyhounds.

-
13½% rate - the main goods and services liable at this rate are building work and supplies of materials in relation to building work e.g. concrete blocks, hotel and holiday accommodation, newspapers etc. etc.

-
21% rate - the main goods and services liable at this rate are adult clothing and footwear, household durable and non-durable goods, drink and certain foods, sport and recreational goods, educational goods, office equipment, stationery etc.

REGISTRATION FOR VALUE ADDED TAX 
Any Business carrying on a taxable activity, whose turnover exceeds the following limits is obliged to register for Value Added Tax;

-
Service Industry - € 25,500 per annum

-
Manufacturing/Retail - € 51,000 per annum

VAT is payable six times a year.   The VAT year is broken into six periods:

January/February 


March/April 



May/Jun 


July/August



September/October        

November/December.

Returns are prepared on each two monthly period and must be paid by 19th of the following month e.g. VAT Return for the period September/October 1998 must be lodged with the Revenue Commissioners on or before 19th November.

Small businesses can make arrangements with the Collector General to submit an annual VAT Return.

EMPLOYEE TAXATION
Where a Business has employees it is legally obliged to operate the PAYE tax system in respect of each employee.

Each employee must furnish to the Business a current Notice of Determination of Tax Credits and Standard Cut Off.  The Inspector of Taxes will issue to each Business a Tax Deduction Card in respect of each employee.   Onto this card are entered details of the employee’s gross earnings and net pay.  The tax deducted from each employee is remitted on a monthly basis to the Collector General at the Revenue Commissioners.

In addition to PAYE, PRSI also applies.

PRSI
There are two elements to PRSI namely the employee element and the employer element. There are different rates depending on the level of earnings of the employee.

EMPLOYEES CONTRIBUTION

Where an employee earns up to € 287 per Week, there is no employee PRSI.  Where the employee earns between € 287 and € 400 per week, employees PRSI is 4%.  Earnings of more than € 400 per week are liable at 6%.  You should note that where total annual Earnings exceed € 44,180 the employees PRSI is only 2% on amounts in excess of this figure.

EMPLOYERS CONTRIBUTION
Where the employee’s gross earnings are less than € 356 per week the employer’s contribution of PRSI is 8.5%.  Where the employees earnings are in excess of  € 356 per week the employers contribution is 10.75%.

Employer PRSI is a significant business cost in the modern environment and needs to be taken into account whenever you are having discussions with employees about pay rates etc.

PAYMENT OF TAX

Tax whether it is Income Tax, Corporation Tax, VAT or PAYE/PRSI has to be paid and must be paid on time.  It is essential when planning your Business that you also plan for tax payment.

I would recommend to everybody that when they open a business bank account that they also open at the same time a deposit account into which they transfer regular amounts either on a weekly or monthly basis to have the funds to pay tax when it falls due.

Taxation is very much like another overhead in a Business and it must be provided for and paid when it falls due.  Apart from the obvious penalties for failure to pay tax or late payment of tax e.g. interest, surcharges etc. it is now becoming increasingly common for businesses to obtain various licenses in order to operate and in order to obtain a license people require Tax Clearance Certificates.

You will certainly require a Tax Clearance Certificate if you do work for any local authority, Government body etc.   You will not receive a Tax Clearance Certificate if your tax affairs are not in order.
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