A GOOD FOUNDATION FOR FUTURE SUCCESS – John Fitzgerald B.Comm A.C.A.
In today’s economic climate, it is more important than ever to be fully aware or your financial position and that of your business, trade, profession, charitable undertaking or whatever venture you are in the care of. The keeping of proper books and records for your finances is fundamental to this. There are many advantages to keeping records up to date throughout the year such as, ensuring you keep in line with and meet your budgets and targets, eliminating possible interest and penalties charged on the late submission and payment of statutory returns. Also it provides you with a roadmap to identify where expenditure arises, where it can be cut back on and where it should be increased i.e. perhaps in advertising which may help increase sales.

In addition to this, many people have plans for the future. They may wish to meet their mortgage and living costs, they may want to save for a deposit on a house or like many of us they may strive to be the owner of a successful business. These are all genuine long-term goals but unless you know your up to date financial status and continually monitor your finances your long-term targets can become increasingly more difficult to attain. In essence, there is a greater chance of your long-term goals being met if your short-term goals are also being met. Keeping proper books and records is essential to this and to ensuring that you stay on track.

What constitutes proper books and records?

The first step for keeping proper books and records is organisation. A good system means that you can find anything that you are looking for within a few minutes of searching. How many times has a supplier or an accountant come to you and asked you for some details relating to invoices, bank statements and so forth? This is much more relevant at this time of year when income tax returns fall due for submission. 

A simple system such as having a file for bank statements, a file for purchase invoices, retaining your cheque stub details and sales invoice books would be necessary for most businesses. In addition a balanced cashbook is a very useful tool. A balanced cashbook includes details of all cash received, who it was received from, where this was spent and how much was lodged. The amount lodged should then equal your bank statement. The careful retention of records is not only an easy step to undertake, it can save you a lot of time and unwanted hassle if you have to request them in the future and can ensure you have all the details available to you for the preparation of meaningful accounts.

In addition, a file should be kept for all information required for your income tax return. For example, if you do not keep your medical receipts you may not be able to obtain tax relief. Other common receipts that should be retained would include receipts for service charges, receipts for third level college fees (some may be deductible and your financial advisor will determine this), details of rental income and expenses, details of dividends received and receipts for charitable donations. This list is not exhaustive and will often depend on your individual circumstances.

One other important point is that the Revenue Commissioners generally require that all books and records relating to accounts should be held for a minimum period of six years after your accounts have been prepared. 

Computerised Systems

The core areas involved in keeping proper books and records are fixed assets, debtors (amounts owed to you), stock, bank and cash, creditors (amount you owe), wages and taxes. A computerised system is not necessary but can be of great help in maintaining proper books of accounts. It can help integrate all the core books of account, it can reduce and virtually eliminate the knowledge required to distinguish between debits and credits and data entered can be analysed and corrected much more efficiently. Some of the more commonly available packages include Big Red Book, Sage Line 50 and Sort my Books. These will be sufficient for most small to medium sized businesses. For businesses with a number of employees, wage packages are also available which calculate the taxes on wages. Some of the most common wage packages include Sage Micropay, Thesaurus and Big Red Book.

The decision on which package you choose varies greatly depending on the size and nature of your business. Some packages may be suitable for a small business but would not be useful for a multinational. Many shops use point of sale systems but this would obviously not be suitable for a car dealer. Before acquiring such a system it might be necessary to obtain a demo, many of which are free or you could consult a professional advisor. Remember, the aim of keeping proper books and records is to increase your financial position. Spending thousands on a computerised system that is unsuitable for your requirements or cannot be used by your business defeats the purpose of implementing the system.

The costs of such systems vary to a large degree but like a new van or cash register, it should be seen as an investment on which you should see a return. Not only will it save time but also it can produce instant results allowing you to take action in a timely manner, hopefully preventive problems before they arise.

Taxes

If you are in business it is extremely important to determine if you are required to register for tax. You may be required to register for VAT, PAYE / PRSI, RCT and other taxes, which will impact on your accounts and on how you prepare your books.

In addition, you should determine if you are required to use a sales invoice basis for calculating your VAT or a cash receipts basis. 

These are key questions to be asked. For example if you do not register for VAT and you were required to, you may be liable to the Revenue Commissioners for a large lump sum which can have a detrimental affect on your cash flow and in turn on your business. Again professional advice should be sought in this area.

Another principal advantage of keeping your accounting records up to date is that you will know what your tax liabilities are likely to be and you can budget or put amounts aside to meet these liabilities instead of having a big amount due at the end of the year.

Preparation of books and records

Once you have your system in place, the preparation of accounts is the next step. These should be prepared at least on a monthly basis. As with the computer system, any training costs that are incurred in this area must be seen as an investment and not a cost. As outlined previously, the use of an accounting package can greatly reduce the work involved in preparing accounts and after a month or two you will see the benefits for yourself. Alternatively you can outsource the preparation of your books of account, if you feel your time can be better spent in other areas of the business. However, the fundamental underlying books and records will still have to be maintained and provided to your bookkeeper.

Conclusion

Many of us are aware of the example of a person buying a packet of cigarettes or a cup of coffee each day and when the cost of doing so is worked out over a year they are astounded. The same cash leakages apply in business and it is therefore imperative that you know where your hard earned cash is being spent to ensure your business is cost effective and can grow and change for the better. 

For example, if creditors offer you a five percent discount for payment within a month should you avail of this or do you know when the month is up? Similarly should you offer a discount of five percent for receipt of payment within a month? How much is your VAT return going to cost you this month and can you afford it? If you are on direct debit how much will it cost at the end of the year? These are all the day-to-day issues that all successful businesses should have answers to and keeping proper accounting records up to date is fundamental to this.

Should you have any feedback or queries on this article or in relation to any aspects of business planning, please do not hesitate to contact us. 

For past articles and recent publications, please see the news section on our website at www.pscwealthplus.com
