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This guide has been produced by Brokers Ireland to assist Financial Brokers in understanding both their accounting and 
their taxation obligations.  The aim of this guide is to provide greater clarity on some of the accounting and taxation issues 
that face Brokers in this ever-changing environment.  

While accounting and taxation are intimately interlinked, they are also very different disciplines.

The accounting sections of this guide are based on Financial Reporting Standards (FRS 102).  These are very strict 
guidelines outlining the particular accounting treatment of items contained within financial statements.

While there is a wide-ranging body of tax legislation that details the tax treatment of transactions, there are however areas 
that are not covered in full by tax legislation.  There are areas that are not definitively black and white from a taxation 
perspective.  Experience shows that sometimes a very minor difference in the facts can result in a significant difference 
in the tax position.  Therefore, in some instances it is difficult to give definitive tax advice as part of a general guide.  Some 
areas of taxation therefore need to be examined on a case-by-case basis, and an interpretation of case law and tax 
legislation will be required to ensure that the correct taxation treatment is adopted.  

Introduction
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Broker/Retail Intermediary 
Broker/Retail intermediaries are regulated firms that receive and transmit orders in certain financial products and/or 
provide advice in relation to those products, and can be:

 • Investment intermediaries (under the Investment Intermediaries Act, 1995 (as amended)) (IIA)
 • Insurance/reinsurance intermediaries (under the European Communities Insurance Mediation Regulations 2005)  
  (IMR)
 • Insurance/reinsurance intermediaries (under the European Union (Insurance Distribution) Regulations 2018)
 • Mortgage intermediaries (under the Consumer Credit Act, 1995 (as amended)) (CCA) 
 • Mortgage credit intermediaries (under the European Union Consumer Mortgage Credit Agreements Regulations  
  2016).

Firms authorised under the Investment Intermediaries Act, 1995 (IIA)
1. Investment Intermediaries
 Investment intermediaries are investment business firms authorised by the Central Bank under the Act to provide only 

the investment business services* defined in the Handbook of Prudential Requirements for Investment Intermediaries 
and investment advice, and who provide those investment business services and investment advice to: 

 (i) product producers; and/or 
 (ii) non-product producers (e.g. Lloyd’s Broker). 

 * ‘investment business service’ means, for the purposes of the Handbook of Prudential Requirements for   
 Investment Intermediaries, 

 a)  receiving and transmitting, on behalf of customers, orders in relation to one or more investment instrument; or 
 b)  acting as a deposit agent or deposit Broker, as defined in Section 2 of the Act. 

2.	 Deposit	Agent
 ‘Deposit Agent’ means any person who holds an appointment in writing from a single credit institution enabling 

them to receive deposits on behalf of that institution and prohibiting them from acting in a similar capacity on behalf 
of another credit institution. The deposit agent may accept cash in respect of the deposit agency business. Only 
investment business firms authorised under IIA 1995 may act as deposit agents.

3. Deposit Broker
 ‘Deposit Broker’ means any person who brings together with credit institutions persons seeking to make deposits in 

return for a fee, commission or other reward. A deposit Broker may act for one or a number of credit institutions. The 
deposit Broker may not accept cash. All cheques must be made payable to the relevant credit institution.

Definitions 
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Firms	authorised	under	the	European	Communities	(Insurance	Mediation)	Regulations	2005	(IMR)
1. Insurance Intermediary 
 ‘Insurance intermediary’ means any person, other than an insurance or reinsurance undertaking or their employees, 

and other than an ancillary insurance intermediary, who, for remuneration, takes up or pursues the activity of 
insurance distribution. 

2.	 Reinsurance	Undertaking	
 ‘Reinsurance undertaking’ means a person who has received authorisation to carry on reinsurance only.

Firms	authorised	as	a	Mortgage	Intermediary	under	the	Consumer	Credit	Act,	1995	(CCA)
Mortgage	Intermediary
 A person (other than a mortgage lender or credit institution) who, in return for commission or some other form of 

consideration:
 a) arranges, or offers to arrange, for a mortgage lender to provide a consumer with a housing loan; or 
 b)  introduces a consumer to an intermediary who arranges, or offers to arrange, for a mortgage lender to provide  

  the consumer with such a loan. 

Firms	registered	as	a	Mortgage	Credit	Intermediary	(under	the	European	Union	Consumer	Mortgage	Credit	
Agreements	Regulations	2016)
Mortgage	Credit	Intermediary
Applies where an entity:
 a) Presents or offers such credit agreements to consumers;
 b) Assists consumers by undertaking preparatory work or other pre-contractual administration in respect of such  
  credit agreements other than as referred to in point (a); or
 c) Concludes such credit agreements with consumers on behalf of the creditor; or
 d) Provides advisory services (i.e. the provision of personal recommendations to a consumer in respect of one or  
  more transactions relating to credit agreements).
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Section 1
Sole Trader versus Limited 
Company Structure for 
Financial Brokers

Introduction
Any person setting up a business needs to consider whether to operate as a limited company or as a sole trader.  A limited 
company provides the protection of limited liability for the owner, which is the main reason why so many businesses 
operate as a limited company, whereas a sole trader is personally responsible for the debts of the business.  

The owner will normally become a director of the limited company.  There are obligations on directors of companies to 
operate within company law and consequences for failure to comply, and therefore a person accepting the position of 
director needs to ensure that their company remains compliant.  There is a requirement for the director to ensure that the 
person appointed as company secretary has the skills or resources necessary for the role. Any person forming a company 
should ensure that they take professional advice.

The Companies Act, 2014 simplified the format of limited companies in Ireland and companies can now benefit from the 
following where they operate a standard limited company:

 • The company can be set up with only one director
 • If only one director is in place, the secretary must be a different person
 • The form of constitution is simplified, replacing the complex Memorandum and Articles of Association that existed  

 heretofore
 • There is no requirement for the company to hold an Annual General Meeting (AGM).

There was a default mechanism whereby the Companies Office automatically converted companies who did not arrange 
to convert by 30th November 2016.  For companies that may have inadvertently allowed the default conversion to 
happen, they will continue to operate under their existing Memorandum and Articles of Association rather than having the 
benefit of a simplified constitution.  Their Memorandum and Articles of Association may not comply with the Companies 
Act.  A company’s accountant can advise the company on the process for putting a new Constitution in place. This is 
particularly important if there is to be any change in the company ownership or structure.
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Taxation
There are a number of advantages and disadvantages to operating as a company or as a sole trader. The reader is referred 
to the guide to Legal Issues for Financial Brokers, which also covers this topic.

Tax Implications

Sole Trader - Income Tax Company - Corporation Tax

Taxable profits are based on profits of 12-month 
accounting period ending in tax year.

Taxable profits are based on profits of 12-month 
accounting period.

Tax year runs from 1st January to 31st December. Tax year can run from dates of your preference.

Income tax, PRSI & USC are chargeable on entire 
taxable profit earned for the accounting year.  
Maximum tax rate in hand of ultimate owner is 55%.

PAYE/PRSI & USC are chargeable on profit extracted 
from a company during the year in the form of salary. 
Maximum tax rate on PAYE income (for ultimate owner) 
is 52%.

No facility to pay reduced amount of tax where 
profits are left in the business to fund working capital.  
Relatively limited maximum pension thresholds versus 
company.

Balance of trading profits left in the company to fund 
working capital requirements are liable to corporation 
tax at 12.5%. No further tax liability arises until these 
profits are extracted from the company. Therefore, 
there is a cash flow benefit of postponing tax payment 
until funds are extracted from the company.

Tax Payment/Filing Deadlines

Sole Trader - Income Tax Company - Corporation Tax

Year ended 31st December 2018
Preliminary income tax (90% of estimated final liability 
for 2018 or 100% of final liability for 2017 payable 31st 
October 2018).

Year Ended 31st December 2018
Preliminary corporation tax payable on 23rd November 
2018 (90% of estimated final liability for 2018 or 100% 
of final liability for 2017 under small company rules).

Tax return to be filed on 31st October 2019. Balance of 
income tax to be paid on 31st October 2019.

Corporation tax return and balance of corporation tax 
payable on 23rd September 2019.

PAYE/PRSI to be deducted monthly from salary 
extracted from the company.

Proprietary directors (i.e. directors with >15% 
shareholding) obliged to file income tax return.
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The incorporation of a business is an attractive option for the following reasons:

Tax Reasons to Incorporate

 • Cash flow of tax payment

 • Lower corporation tax rate, i.e. 12.5%

 • Start-up tax exemption
  - Corporation tax exemption from profits of a new trade and chargeable gains on the disposal of any assets 

used in that trade.
  - Exemption period for three years, which covers new start-ups commencing on or before 31st December 

2018.
  - Applies only if the total amount of corporation tax payable does not exceed €40,000. Relief is capped at level 

of employer’s PRSI paid.
  - Exemption applies to commencement of a new trade.

 • Termination payments
  - Attractive relief to enable extraction of funds on retirement in a tax efficient manner.
  - Tax-free lump sum based on number of years’ service and average remuneration.

 • Travel and subsistence expenses
  - Payments made in line with Revenue guidelines are allowable.
  - Motor expenses qualify and a tax deduction can be claimed for business element.
  - Generally, a sole trader can’t claim subsistence expenses.

 • Pensions
  - Company pension scheme is a very good opportunity to maximise future benefits.
  - No cap on amount of contribution by company for employees once pension isn’t overfunded.
  - Company can get a deduction for tax purposes for contribution made to a pension scheme.

 • Income tax
  - Lower USC rate for owners of a company with PAYE income over €100,000.
  - PAYE system spreads income tax payments over the year.
  - There is a possible difference in the level of employer’s PRSI.

Tax Reasons not to Incorporate
 • Surcharge on undistributed non-trading income held by companies – where a close company fails to 

distribute income within 18 months of its year end, it is subject to a 20% surcharge depending on the 
income. (Further details relating to close companies are contained later in this guide.)

 • Participator loan rules – amounts loaned to directors are subject to income tax payable by the company and 
a benefit-in-kind arises on the individual where the loan is at a preferential rate.

 • CGT double charge – applicable were there are assets in a company.

 • High burden and cost of administrative duties such as CRO filings, audits, corporation tax returns etc.

 • When a company is incorporated, the accounts are public. If you are a sole trader, you have privacy as to the 
level of income received for the year. 

 • A scheme has been in place to encourage long-term unemployed people to start their own business. Under 
the scheme, an exemption from income tax up to a maximum of €40,000 per annum is provided for a 
period of two years for individuals who set up a qualifying unincorporated business. The scheme applies to 
businesses set up between 25th October 2013 and 31st December 2018.
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Format of Accounts
The format of the annual accounts must be prepared to comply with Irish company law and also to comply with the 
regulatory framework under which the accounts are prepared. The frameworks available to companies are as follows: 

 • Irish GAAP - the framework most commonly applied to private companies is Irish GAAP (generally accepted 
accounting principles). A financial reporting standard, FRS 102 is the framework applied to accounting years 
commencing on or after 1st January 2015. 

 • IFRS - companies can also apply international financial reporting standard, IFRS.  FRS 102 is closer to IFRS than the 
previous accounting standards. The vast majority of Irish companies will adopt FRS 102 rather than IFRS.

Filing	of	Accounts	in	the	Companies	Registration	Office
All Irish companies are required to file their annual accounts with the Companies Registration Office (CRO).  These 
accounts are freely available for public viewing by any interested person.  Companies are classified as micro, small, 
medium or large depending on their size; and for micro, small and medium-sized companies, the company can limit the 
level of information that must be disclosed in the accounts that are filed in the Companies Office. These accounts with 
limited information are referred to as ‘abridged accounts’.  

However, prohibited companies are excluded from filing abridged accounts, and included in the definition of prohibited 
companies are intermediaries regulated by the Central Bank.  The full list of categories of companies that are prohibited 
from filing abridged accounts is set out at the end of this document.

The Companies (Accounting) Act, 2017, which took effect from 9th June 2017, introduced further changes to companies 
regulated by the Central Bank. In particular, consolidated accounts must be filed in the case of all groups that include a 
regulated company within the group, regardless of the size of the group. In effect, the size exemption for small groups is 
no longer available to regulated entities.

Directors’ Remuneration
The Companies Act, 2014 also introduced some changes to the information that must be disclosed in the abridged 
accounts, with the key change being the disclosure of directors’ remuneration.

Section 2
Content of Accounts 
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It was already a requirement for companies to disclose the total remuneration paid to directors and the total contribution 
by the company to the directors’ pension funds in the full accounts.  It is now a requirement for all companies, irrespective 
of size, to disclose this information in the abridged accounts also.

FRS 102 Disclosures
The following additional information is required to be disclosed in annual accounts since FRS102 was implemented for 
accounts years commencing on 1st January 2015

 • Statement of cash flows
 • Statement of compliance
 • Note on critical judgements and estimates
 • Note on key management compensation (i.e. remuneration and other benefits)
 • Note on financial instruments under equity and liability headings.  These can include trade and other debtors, 

trade and other creditors, bank, and loans.

Key management includes the board of directors (executive and non-executive), all members of the company 
management and the company secretary. The compensation paid or payable to key management for employee services 
include:

 • Salaries and other short-term employee benefits
 • Post-employment benefits.

The following are some other relevant points to note with regard to the annual accounts:

Directors’ Report
Each director will be required to confirm in the directors’ report that all relevant audit information of which they are aware 
(having made reasonable enquiries) has been conveyed to the auditors. This is a significant additional responsibility and it 
will be an offence to knowingly or recklessly make a false statement. Directors should take advice on what steps they need 
to take to ensure that they comply.

Directors’ Loans
It is an offence for a company to make a loan to a director or a connected person/company that exceeds 10% of the net 
assets of the company.  It is a requirement for the auditor of a company to report such an offence to the Office of the 
Director of Corporate Enforcement (ODCE).  Under the Companies Act, 2014 there are procedures for approving such 
loans in certain specific circumstances under Summary Approval Procedures, and such procedures must be in place in 
advance of the transaction taking place. It is important to note that such loan agreements must be properly documented, 
as under the new rules undocumented loans between a company and a director/connected person, or loans which 
contain ambiguous terms, are to be treated adversely.
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Financial Brokers are authorised and regulated by the Central Bank of Ireland. The legislation or regulation under which a 
Financial Brokerage is authorised to conduct their business is dependent on the services that the firm provides. Outlined 
below are the types of firms typically authorised under these acts and regulations (see also Definitions section).

 1. Firms authorised under the Investment Intermediaries Act, 1995 (IIA)
  - Investment intermediaries

 2. Firms authorised under European Communities (Insurance Mediation) Regulations 2005 (IMR)
  - Insurance intermediaries
  - Reinsurance intermediaries

 3. Firms authorised under the European Union (Insurance Distribution) Regulations 2018 (IDR)
  - Insurance intermediaries
  - Reinsurance intermediaries

 4. Firms authorised as mortgage intermediaries after 24th June 2011 under the Consumer Credit Act, 1995 (as 
amended) (CCA)

  - Mortgage Lenders 
  - Mortgage Intermediaries

The Central Bank Annual Return
The Central Bank requires all investment, insurance and mortgage intermediaries to submit an annual return through their 
online reporting system.

You can access the annual return here: 
https://onlinereporting.cbfsai.ie/Login 

Guidance notes are available here: 
https://www.centralbank.ie/regulation/industry-market-sectors/brokers-retail-intermediaries/annual-online-returns

Intermediaries authorised under the Investment Intermediaries Act, 1995 are still required to prepare audited accounts; 
however they are no longer required to submit these to the Central Bank unless specifically requested to do so by the 
Bank.

Section 3
Central Bank Requirements
for Audited Accounts 
and Solvency
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There are four sections to be completed in the Central Bank annual return as follows:

 1. General Information – i.e. business details;
 2. Financial Information;
 3. Ownership Information (section not applicable for sole traders/partnerships); and
 4. Conduct of Business (business activities, number of employees and clients, details of product providers etc.)

In completing the financial information section of the return, it is very important that all figures entered have a basis 
(i.e. accounts) to ensure that documentary evidence can be made available should an authorised officer of the Central 
Bank wish to inspect records, or should your firm be selected to submit a copy of the audited accounts or management 
accounts where applicable in order to validate the accuracy of information provided. 

Financial Information

Information Amount (Euro)

Your Capital Requirements This field is pre-populated based on the firm’s 
authorisation status

I Tangible Fixed Assets

2 Intangible Assets (e.g. Goodwill)

3 Current Assets (<1 year) Value entered cannot be zero

4 Current Liabilities (<1 year)

5 Net Current Assets Validation: 5 = 3 - 5

6 Long - Term Liabilities (<1 year)

7 Net Assets / Shareholders Funds
1st Validation: 7 = 1 + 2 + 3 - (4 + 6)

1st Validation: 7 = 9 + 10

8 Net Assets less Intangible Assets Validation: 8 = 7 - 2

9 Issued Share Capital or Capital Account Value entered cannot be zero

10 Reserves

11 Bad Debt Provision

12 Subordinated Loans

13 Intercompany Loans Receivable

14 Intercompany Loans Payable

15 Loans to Directors

16 Gross Income/ Turnover Value entered cannot be zero

17 Commission Income

18 Fee Income

19 Operating Profit Value entered cannot be zero

20 Net Profit after tax Value entered cannot be zero

21 Goodwill that has been verified by Auditors as meeting 
Requirement 3.1 of the Prudential Handbook

22 Explanation if the combined total entered for 
Commission Income (category 17) and Fee Income 
(category 18) is zero

Validation: If 17 + 18 = 0 provide written 
explanation

Figure 1 -  Financial Details extract from Annual Return Mock-up

* From 1st October 2014, the €10,000 capital requirement for investment intermediaries 
 formally authorised as Authorised Advisors is no longer required.
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Solvency/Capital Requirements
The concept of solvency refers to the excess of assets over liabilities in a firms’ balance sheet. In order to be considered 
solvent, the value of a firm’s assets must exceed the value of their liabilities. 

Firms authorised under Investment Intermediaries Act, 1995 (IIA) 

Investment Intermediaries
The Handbook of Prudential Requirements for Investment Intermediaries, which is effective from 1st October 2014, 
requires investment intermediaries to meet the following solvency requirements:

 • An investment intermediary must at all times be in a position to meet its financial obligations in full as they fall 
due.

 • An investment intermediary must at all times maintain a positive net asset position. Goodwill and other intangible 
assets are to be excluded from the calculation of a firm’s balance sheet assets for regulatory reporting purposes.¹

 • An investment intermediary that acts as a product producer must have minimum shareholders’ funds (or in the 
case of an unincorporated body of persons, a sole trader or a partnership, a positive capital account) of €50,000. 

1	 A	transitional	arrangement	applied	to	firms	that	held	qualifying	goodwill	(under	the	former	Handbook)	as	at	30th	September	2014.	
Such	qualifying	goodwill	was	required	to	be	verified	by	an	auditor	as	representing	the	net	present	value	of	future	cash	flows	arising	
from	existing	investment	instruments	(excluding	goodwill	on	non-life	insurance	business).	This	arrangement	allowed	these	firms	a	
maximum	of	five	years	to	reduce	their	goodwill,	with	the	firm’s	first	write	off	being	included	in	their	financial	accounts	from	1	April	2015	
(annual	return	submitted	by	end-October	2015).	Any	impairment	of	goodwill	must	be	written	off	immediately	and	in	full.	Failure	to	
submit	the	firm’s	annual	return	on	or	before	the	due	date	(i.e.	within	six	months	of	its	financial	year-end)	will	result	in	the	firm	not	being	
able to avail of this transitional arrangement.  

Figure	2	-	Extract	from	Balance	Sheet

  2011 2010 

 Notes € €

Fixed Asets

Tangible assets 6	 113	 760

  113	 760

Current Assets

Debtors 7	 23,747	 25,816

Cash at bank and in hand  27,581	 16,925

  51,328 42,741

Creditors: 

Amounts	falling	due	within	one	year	 8	 (31,898)	 (34,917)

Net Current Assets  19,430 7,824

Total Assets Less Current Liabilities  19,430 7,824

Net Assets  19,543 7,824

Capital and Reserves

Called up share optional 10 127 127

Profit and loss account 11	 19,416	 8,457

Total Equity Shareholders1 Funds 12 19,543 8,584
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Firms	authorised	under	European	Communities	(Insurance	Mediation)	Regulations	2005	(IMR)	and	
European	Union	(Insurance	Distribution)	Regulations	2018	(IDR)

There are no specified capital requirements for firms authorised under the European Communities (Insurance Mediation) 
Regulations, 2005 (insurance and reinsurance intermediaries authorised under IMR only), nor under the European Union 
(Insurance Distribution) Regulations 2018 (IDR).

However, the Central Bank does expect firms authorised under IMR and IDR to be in a position to discharge their debts 
as they fall due. Firms must have sufficient liquid assets (i.e. assets that can be readily converted into cash) so that 
liabilities and debts can be repaid when they fall due for payment. For example, a firm that is in arrears in respect of loan 
repayments is not discharging its debts as they fall due. 

Firms authorised under IIA, IMR and IDR are also required by the Central Bank to have professional indemnity insurance 
(PII) in place at all times. This new requirement has been included in the Handbook of Prudential Requirements for 
Investment Intermediaries and it requires investment intermediaries authorised under the Investment Intermediaries Act, 
1995 to hold professional indemnity insurance (PII) from 1st October 2014. IIA intermediaries are required to hold PII at 
the same level as applies to insurance intermediaries registered under the IMR (€1.25 million per claim and €1.85 million 
in aggregate per type of regulated activity, i.e. investment, insurance or debt management activity, within each calendar 
year). 

Firms authorised under the Consumer Credit Act, 1995 (CCA)
There are no capital requirements for firms authorised under the Consumer Credit Act, 1995 (mortgage intermediaries). 
The Central Bank does, however, require that these firms have a tax clearance certificate. 

The solvency requirements for each category can be summarised as follows:

Solvency/Other Requirements 

Legislation Authorisation Type Capital Requirement PII cover

Tax	return	to	be	filed	on	31st	
October 2019. 

All firms authorised under 
this legislation

Must be solvent
i.e. positive net asset 
position

√

Firms also acting as a 
product producer

€50,000 √

European Communities 
(Insurance Mediation) 
Regulations	2005	(IMR)

All firms registered under 
this legislation

In a position to discharge 
debts as they fall due

√

Consumer Credit Act, 1995 
(CCA)

All firms authorised under 
this legislation

None, but tax clearance 
cert required

√

European Union 
(Consumer	Mortgage	Credit	
Agreements)	Regulations	
2016	(CMCAR)		

All firms authorised under 
this legislation

Not specified but tax 
clearance cert required

√

Mortgage	Credit	Directive	
2016

All firms registered under 
this legislation

Not specified √
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It is important to remember that the calculation of the above solvency requirements should exclude purchased goodwill 
(with interim measures available for firms who currently include goodwill in order to meet these requirements).

Consequences	of	Regulatory	Capital	Breaches	
The Central Bank has undertaken and continues to inspect firms’ compliance with the published solvency requirements of 
retail intermediaries and considers a solvency breach to be a significant risk. Failure of an investment intermediary firm to 
comply with these rules may result in a direction to cease business and a revocation of the firm’s authorisation.

Investment intermediaries in breach of their regulatory capital requirements will be requested to prepare a credible 
capital plan containing details of how the firm plans to return itself to a compliant position. This plan must be agreed by all 
principals and must be accompanied by an auditor’s opinion on the reasonableness of the firm’s strategy. 

Options available to return a firm to solvency will depend on a number of factors, including whether the firm is an 
incorporated entity (i.e., company) or an unincorporated entity (i.e., sole trader).

A firm generally has a deficiency in reserves as a result of trading losses incurred. The underlying business may, in some 
cases, be profitable; however, costs may be too high and need to be reduced. 

Some potential areas to be considered may include the following:

 (a)   Policy for revenue recognition; 
 (b)   Ability to inject personal funds into firm;
 (c)   Merger or sale of block of clients; or
 (d)   Consider option for selling forward income entitlements. 

In assessing the solvency of a firm and options available to rectify any shortfall in solvent requirements the following 
decision tree may be useful: 

Figure 3 - Solvency Assessment Decision Tree 
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Central Bank.
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sale of a block of 
clients / policies
to another Broker 
a possibility?
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The types of commissions receivable by a Financial Broker will determine how they are treated in the accounts for 
financial reporting/accounting and tax purposes. We have set out below the accounting treatment for various commission 
arrangements, together with the tax implications of same. 

The accounting standard governing the treatment of commission income is FRS 102, Section 23: Revenue. 

When a Financial Broker receives a commission, or a commission is receivable and no further service is required, this 
income should be recognised as revenue on the effective policy set-up or renewal dates of the related policies. This 
means that the commission is treated as income in the accounts for the period in which it is earned. 

By contrast, when it is probable that the Broker will be required to provide further services during the life of the policy, the 
commission or part thereof is deferred and recognised as revenue over the period during which the policy is in force. 

It is therefore important to establish the terms of the policy when considering the appropriate accounting treatment, but 
as a general rule it is necessary to allocate the income from a policy by matching the energy and effort required across the 
life of the policy, taking account of the probability of cancellation.

Under FRS 102 the accounting treatment of any activity should be reflective of the substance of a transaction. For 
example, if a Financial Broker is acting as an agent of a service provider (e.g., a life assurance provider), they should only 
record as income the commission or amount received/receivable in respect of the performance of their contractual 
arrangement. Premiums that are collected on behalf of the service provider, which are for onward payment to this 
provider, should therefore not be recorded as income in the accounts of the Broker.

Accounting	Treatment	for	Straightforward	Commission	Receipts
In circumstances where commission is earned and received by a Financial Broker it is recognised as income in the 
accounts either on receipt of a statement from the service provider or on receipt of the commissions due, by way of 
cheque or bank transfer. 

Where a commission has been earned but the Broker is awaiting receipt of monies then the income is recognised and a 
debtor/receivable is recorded in the books of account.   

Section 4
Recognition of Revenue
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When a Broker’s contractual obligation is limited to providing advice and policy set-up services, it is usually appropriate to 
recognise revenue at the inception of the policy, as this is normally the point at which the right to commission is obtained. 
Therefore, income is generally recognised when the policy continues in force. 

For example, a Financial Broker sells a €20,000 single premium pension with a 5% commission being chargeable. The 
Broker is entitled to receive a once off upfront commission payment of €1,000. This income is recorded and reflected in 
the profit and loss account in its entirety in this period, on payment of the premium. 

In certain circumstances, it may be the case that services have not been fully performed at the time of inception of the 
policy. It is necessary to consider whether certain services remain outstanding, such as the provision of policy documents 
and certain administrative matters. Strictly speaking, if this is the case, it may be appropriate to defer a relevant proportion 
of the revenue associated; however, in many cases this amount would be insignificant.

In this case, the taxation treatment will follow the accounting treatment and the income will be taxed in the period in 
which it is recognised as income on the profit and loss account.

Accounting	Treatment	for	Commission	Receipts	relating	to	future	Periods
It may not always be appropriate to recognise income when a policy continues in force, particularly where future work is 
required. In these circumstances, the accounting treatment may not be as straightforward, and it may be necessary to 
match the energy and effort required across the life of the policy. 

In order to acknowledge that a commission may be billed that relates to both:

 a) income to which the Broker is entitled in the current period; and 
 b) income to which the Broker is entitled in subsequent periods,

the portion of income relating to commissions for subsequent periods should be recognised as deferred income.
There are three accounting entries to be completed in this scenario:

 1. The total commission billed should be recorded as an asset in the balance sheet under debtors;

 2. Of the total amount billed, only the commission to which the Broker has ‘received the right’ or is entitled, and  
  which relates to the current accounting period, may be recognised as income in the profit and loss account, i.e.,  
  the portion of total commissions that match the effort required to secure the business;

 3. Finally, any commission billings that relate to subsequent periods / to which the Broker has not yet received the  
  right (i.e. portion of commissions for which further work is required), should be recorded as a corresponding  
  liability in the balance sheet under deferred income.

The above entries are on the assumption that the right to commission in future periods is certain, not contingent on some 
event or circumstance. Contingent assets will be dealt with separately. 

In these circumstances, deferred income will be unwound or reduced as the Broker becomes entitled to the commission. 
The deferred income liability recorded in the balance sheet will be reduced and the income stream recorded in the profit 
and loss account increased as the work required is completed.

Example: Multi-year Contracts and Post Policy Set-up Activities 
Where the substance of a multi-year contract represents a series of annual policies, revenue should be recognised each 
year on the anniversary of the date that the policy came into force. It should be noted that where the multi-year contract 
contains a cancellation clause, particular attention should be paid to the commercial substance of that clause and the 
revenue recognised should be reduced proportionately in line with the estimated probability of the policy being cancelled 
(i.e., if there is a high probability of cancellation after two years then only two years’ commission income should be 
recognised).

Revenue should also be allocated to post policy set-up activities, where those activities represent contractual obligations 
on a fair value basis (unless the amounts are insignificant). 

In recognising the income in these cases therefore, a Broker should match the energy and effort required across the 
policy against the probability of cancellation.
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Example 1
A Financial Broker facilitates an investment of €100,000, with a life of five years. For this service the Broker is entitled to a 
5% commission (€5,000). Having assessed the work done in year one, it is decided to allocate 3% commission to year one 
(€3,000) and 0.5% for every subsequent year thereafter (€500). This treatment recognises the upfront work involved in 
securing the investment policy, with minimal effort required on an annual basis in order to ensure the investment policy 
continues in force. 

The accounting treatment in this case is as follows:

 • Income recognised in year 1 – €3,000

 • Income recognised in years 2-5 – €500 each.

As Case I (trading income) and Case II (professional income) are generally taxed on the profits arising for a 12-month 
period, in this example the taxation treatment will follow the accounting treatment. This means that the income will be 
taxed when it is actually recognised in the profit and loss account as income (i.e. €3,000 will be taxed initially, with €500 
being taxed in each subsequent year).

Example 2
The same concept could also be applied to the treatment of a €300,000 pension transfer with a 10-year life. Say for this 
service, a Broker is entitled to take a 5% commission (€15,000). However, upon assessing the work undertaken in year 
one versus the ongoing efforts that will be required in the coming years in order that the pension plan continues in force, 
it is decided that an upfront commission of 2% be allocated to year one (€6,000), with a commission trail of 0.333% every 
year thereafter (€1,000). This treatment recognises the ongoing effort required on an annual basis, with an appropriate 
commission amount being deferred to be recognised as income in subsequent periods. 
The account treatment in this case is as follows:

 • Income recognised in year 1 – €6,000

 • Income recognised in years 2-10 – €1,000 each.

As with the example above, the income will be taxed when it is actually recognised in the profit and loss account as 
income (i.e. €6,000 will be taxed initially, with €1,000 being taxed in each subsequent year as the deferred income liability 
is unwound and revenue income recognised).

Commission Payments in an up front or ‘Bullet Payment’ Structure
Historically, commissions were structured so that an initial large upfront commission was earned, with commission earned 
in subsequent years as the policy continued in force being minimal. In recent years however, the bullet payment structure 
has become more common in contracts between Financial Brokers and service providers, whereby payment is spread 
over a number of periods.

The key difference is in the timing and the quantum of commission payments, with bullet payment structures typically 
yielding higher commissions over a longer period (e.g. bullet payment structures could be 100% up front with 40% at the 
end of year 3 and year 5 as opposed to the historical structure of 120% payable up front). 

The specific terms of such structures impact:

 a) Cash flow (both short term and medium term);
 b) Solvency; and
 c) Tax liabilities.
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Example
A Financial Broker facilitates the sale of a life assurance policy by an insurance company to a customer, with an annual 
premium of €1,000. Say also that rather than taking a 120% commission up front, it has been agreed between the 
Brokerage and the assurance provider that commission will be paid by way of bullet payments, structured as follows:

 • Year 1: 100% = €1,000

 • Year 3: 40% = €400

 • Year 5: 40% = €400

*Assuming certainty that the policy will continue in force annually. 
*Ignore the time value of money.

The Broker should recognise in year 1 only the revenue (i.e. commission) to which they become entitled in that period, i.e. 
€1,000. This revenue is recorded as commissions received in the profit and loss account. 

At the same time, the Broker may recognise an asset (a debtor) in respect of the future income stream anticipated in years 
3 and 5. Since the Broker is not yet entitled to this commission payment, it is recorded as a liability under deferred income 
in the books of account. 

In subsequent years, the deferred income liability will be reduced in the firm’s balance sheet and income recognised in 
the profit and loss account as the Broker becomes entitled to the bullet commission payments (assuming the life policy 
continues in force). As payments are received, they are removed from debtors and reflected in the bank balance. 
Again, in this example the taxation treatment will follow the accounting treatment. The income will be taxed when it is 
recognised as income in the profit and loss account. Therefore in year 1, the €1,000 income received will be taxable. The 
additional payments of €400 will be taxable when recognised as income in the profit and loss account (i.e. in year 3 and 
year 5).

Cancellation of Policy with a ‘Bullet Payment’ Structure in place
In circumstances where ‘bullet payments’ have been agreed between Financial Brokers and insurance providers, there is 
typically no clawback of commissions received if the policy does not continue in force. Of course, if an anticipated income 
stream has been recorded as an asset (as a debtor) in the balance sheet and a policy is cancelled prior to bullet payments 
being received, then it will be necessary to write down this asset in the accounts of the Broker as it will no longer be 
recoverable. 

Taking the earlier bullet payment example, say the policy was cancelled in year two, then the following accounting entries 
would be appropriate:

Cancellation of Policy Debit Credit

Deferred Income (Balance Sheet) €400

Debtors (Profit and Loss Account) €400

(Being	the	amount	of	commissions	due	in	year	3	and	year	5	no	longer	recoverable)

Cancellation of Policy where Commissions have been taken up front – Clawback Implications
Revenue/income earned by Financial Brokers can be categorised into three types:

 1. Initial Revenue       –  Paid up front upon inception of policy
 2. Trail Revenue –  Payable over life of a contract (subject to continuing in force)
 3. Renewal Revenue   –  Paid upon active renewal of policies.
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Initial revenue may include a clawback clause. This would require a Broker to repay a part of the initial revenue received in 
the event of a policy lapse. 

In order to adequately account for this, it is appropriate to recognise the income at the inception of the policy or when the 
right to the commission is obtained. The revenue recognised should be reduced by a provision for the amount likely to be 
clawed back (on a best estimate basis). 

Future	Commissions	that	constitute	a	Contingent	Asset
As outlined previously, the true substance of a transaction must be recorded in the accounts, as specified by FRS102, 
section 23, which deals with the recognition of revenue. For instance, when initial revenue is paid over a number of years 
and is subject to the policy remaining in place, this is in substance trail revenue. 

Since the right to the commission is dependent upon the maintenance of the policy in force, the commission is, in 
essence, dependent on a contingent future event.

Trail and renewal revenue received by Financial Brokers should be recognised over the life of the policy as the right to 
the commission arises. However, since the entitlement to the commission is dependent on a future event (i.e. the policy 
continuing in force), this would constitute a contingent asset rather than an asset (i.e. a debtor) and as such the probability 
of same must be assessed.

Under FRS 102, section 21, which deals with provisions and contingencies, the treatment of a contingent asset in financial 
statements is summarised as follows:

Contingent	Asset	Accounting	Treatment

Possible Benefit of Asset Not included in accounts

Probable Benefit of Asset Disclose as a note in the accounts (but do not 
book as an asset)

Virtually Certain Benefit of Asset Include as an asset in the accounts
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Some lines of business do not produce sufficient commission income for Financial Brokers and they are charging clients 
fees in these circumstances.  Other Financial Brokers are experimenting with their business model and incorporating 
client fees into this.  As a result, many Financial Brokers have queries on whether to register for VAT.

It is useful to begin by looking at the technical rules.  The default position for businesses supplying services is that VAT 
should be charged at 23%.  However, a different rate can be applied where there is a specific exemption etc.  

It should be noted that ‘insurance business’ has a broad definition and covers investment products provided by life 
assurance companies.

The supply of agency services in relation to the giving of credit and the managing of credit is exempt from VAT (Paragraph 
7 Schedule 1 of the VAT Consolidation Act 2010 (as amended)).  This means that where a Broker acts as intermediary 
between a finance house (mortgage lender) and a customer (borrower) in arranging credit, the services of the mortgage 
intermediaries are exempt from VAT regardless of who pays.  

Insurance and reinsurance transactions and the supply of related services by Brokers and agents are exempt (Paragraph 
7 Schedule 1 of the VAT Consolidation Act 2010 (as amended)).  Where a Broker charges fees to a potential client for 
arranging the insurance, the services of the Broker or agent are exempt.  

While the methodology for reimbursing Brokers may be changing somewhat, the nature of the services and expertise 
provided by the Broker remains the same.  In many cases the VAT treatment for the most part will remain the same: this 
is because the transactions continue to be financial transactions and the Broker is acting as an arranger, which the VAT 
rules state are exempt.  It is clear that in many scenarios, other than the source of fees, these new style transactions are 
to all intents and purposes identical to the old work and advices provided by Brokers.  In many cases the nature of the 
customers, the type of advice given, the expertise deployed by Brokers and the overall outcome remains exactly the same.  
However, where the Broker is not in fact acting as an arranger for credit or insurance products, VAT may become a real 
cost.

The main situations that appear not to be covered by the exemptions would seem to be services provided where no credit 
product is being bought and services provided where no insurance product is being bought – we have an example of 
where this arises below.  Another scenario where the exemption cannot be availed of would appear to be where advices 

Section 5
VAT on Fees
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are given in respect of credit products or insurance products, but the Broker is not acting in the capacity of arranging 
credit or insurance – this is a very subtle distinction, which we illustrate in the examples below.

A person becomes a taxable person when their turnover from supplies of goods or services (other than exempt goods or 
services) exceeds, or is likely to exceed, the appropriate threshold.  Therefore, as a Financial Broker, if your turnover from 
VATable services is likely to exceed €37,500 then you should register for VAT.  

Below we outline a number of examples that highlight the VAT treatment of some transactions that a Broker may enter 
into.  

Example 1 
An employer company engages with a Financial Broker for the provision of services in relation to pension provision, 
other regulated investment funds and financial protection cover (all insurance products) to the company’s employees. 
The Broker advises the employer of the appropriate products that an insurance provider can provide to the company 
employees. The Broker does not receive a commission from the insurance provider, nor do they receive a fee from the 
employees who benefit from their services. Rather, it is the employer company who pays a fee to the Broker for the 
insurance related services they have provided.

Revenue have indicated that the exemption included in Paragraph 8 Schedule 1 ensures that the service where an 
agent or Broker introduces a client and an insurance provider for the purpose of the parties entering into a contract is 
exempt from VAT.  Therefore, if the Broker provides advice as outlined above and as part of this service also arranges the 
purchase of insurance products for employees then this service is exempt.  However, where the Broker provides the above 
advice but does not arrange an insurance contract this would not be regarded as exempt and their VAT would have to be 
charged.

Example 2
An individual engages with a Financial Broker for the provision of advices in relation to their investment portfolio. The 
individual has investments in property and shares and has cash on deposit. The individual has requested advice in 
relation to the split of their investments, and whether they should consider changing the mix of their portfolio (but is not 
interested in acquiring a new class of investment). The individual has no desire to purchase an insurance product and 
expresses this preference. The Broker obtains a full understanding of the individual’s financial objectives and attitude 
to risk, and analyses their financial needs.  The Broker then provides the relevant advice regarding the split of their 
investment portfolio. The individual pays a fee to the Broker for these advices. No insurance product is purchased or even 
contemplated.

Revenue’s opinion on this matter is that they believe VAT at 23% should be charged.  

As highlighted above, where a Broker is providing general investment advice, which is not related to an insurance or similar 
product, then they would be required to register for and charge VAT.

Both fees and commission should be treated the same for tax purposes, in that it is not the nature of the payment that will 
determine the VAT treatment but instead it is the nature of the service provided.   
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How to effectively and efficiently extract cash from a limited company is a question that is of huge relevance to all Irish 
businesses, including Financial Brokers. When a Brokerage business is run through a limited company that is mainly 
owned by one individual, it can sometimes be a challenge for the individual to distinguish themselves from the company, 
given that both parties are so closely intertwined; the movement of cash from the company to the owner needs to be 
managed efficiently to ensure no large tax obligations arise.

Methods by which a Broker can extract cash from their business include the following:

Pension Payments
Pensions have long been regarded as an extremely tax efficient method of extracting funds from a business.

Company pension contributions are not subject to the same limits as personal pension contributions.

Pension contributions made by a company within the limits are completely deductible from taxable income for 
corporation tax purposes and are not regarded as taxable pay in the hands of the employee. It is important to note, 
however, that where an employer makes an abnormally high pension contribution (a ‘special contribution’), the tax 
deduction for this payment must be spread out over five years.

Therefore, in the context of planning for the sale or transfer of a business, pensions are a significant planning tool whereby 
contributions can be made from the company, thereby significantly reducing the value of the business and in turn 
reducing the tax on transfer or sale. 

Company Buyback of Shares
In some circumstances a retiring shareholder will wish to have his or her shares acquired by a continuing shareholder.  
The continuing shareholder may not have the resources to acquire the shares whereas the company may have cash 
available. Generally, if a company acquired the shares from a shareholder this would be deemed a ‘distribution’ and taxed 
accordingly at income tax rates. 

However, tax legislation exists to enable such a transaction to be treated as a capital gains tax event provided that certain 
detailed conditions are met and that the transaction can be shown to benefit the trade.  The detailed conditions cover 

Section 6
Cash Extraction
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length of ownership of shares etc., but also require a significant reduction in shareholding by the shareholder.  The 
Revenue Commissioners are willing to provide an advance ruling on whether a proposed transaction meets the trade 
benefit test for the purposes of the relief.  Where capital gains tax treatment applies, it is also possible for the shareholder 
to avail of retirement relief provided that they meet the relevant conditions for retirement relief.

If the entity is authorised under the Investment Intermediaries Act, prior approval may be required from the Central Bank 
before an acquiring transaction can take place.  An acquiring transaction is deemed to be any direct or indirect acquisition 
by a person, or more than one person acting in concert, of shares or other interest in an authorised investment business 
firm, provided that after the proposed acquisition the proportion of voting rights or capital held by the person or person:

  (a) reaches or exceeds a qualifying holding;* or

  (b) reaches or exceeds a 20 per cent, 33 per cent or 50 per cent proportion of voting rights or capital; or

  (c)  the investment business firm would become a subsidiary of the acquirer.

*A qualifying shareholding is essentially a direct or indirect holding of shares or other interest in an investment business firm which represents 10 per cent or 
more of the capital or voting rights, or a direct or indirectf holding of less than 10 per cent, which in the Central Bank’s opinion makes it possible to control or 

exercise a significant influence over the management of the investment business firm. 

The Central Bank’s Acquiring	Transaction	Notification	Form is available here.

Liquidation of family company – Retirement Relief and Entrepreneur Relief from CGT
Under Section 8, ‘Taxes on Sale/Purchase of a Financial Brokerage’, we have outlined details of two key CGT reliefs, 
retirement relief and entrepreneur relief.  These reliefs from CGT can be applied on the liquidation of a company where the 
owner has either wound down the business or sold the assets of the business and wishes to extract any remaining cash 
through a members’ voluntary liquidation. 

 • Retirement relief applies in the same manner as if the individual had merely disposed of the shares in the 
company by way of sale, provided all the conditions for the relief are met. The liquidator must be appointed within 
six months of any assets being sold by the company.  If the individual receives an asset in specie the relief does 
not apply to that asset.

 • Entrepreneur relief can apply to a company liquidation where the company was carrying on a qualifying business 
until the liquidator was appointed and the liquidation was completed within a two-year period.

Termination Payments
Termination payments may be used to reduce the profits liable to corporation tax.

In order for any element of the termination payment to be made tax free, it is essential that it is an ex gratia payment, i.e. 
that the employee or director can have no contractual right to receive the payment in question.

In determining the tax-free termination payment, the employee’s/director’s salary for the previous three years is usually 
taken into account. Therefore, in terms of planning, the salary and benefits in the three years prior to termination could be 
increased so as to maximise the tax-free amount. 

Any termination payment in excess of the tax-free amount will be subject to income tax at the marginal rate plus the USC.
On your first redundancy or retirement payment, the higher of the following will be exempt from tax:

 • Basic Exemption

 • Increased Exemption

 • Standard Capital Superannuation Benefit (SCSB).
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Basic Exemption
The basic exemption is €10,160 plus €765 for each full year of service with the employer making the redundancy 
payment.

Example
An individual gets a lump sum of €12,000 when the employment is terminated after six years’ and eight months’ service.
The basic exemption due is €14,750, i.e. €10,160 plus (€765 x 6). There is therefore no tax due on the lump sum of 
€12,000 as it is under €14,750, the basic exemption in this case.

If the basic exemption covers your non-statutory lump sum payment there is no tax due on the lump sum. 

Increased Exemption
If you are not a member of an occupational pension (superannuation) scheme or if you irrevocably give up your right 
to receive a lump sum from the pension scheme, the basic exemption as outlined above can be increased by €10,000. 
The basic exemption of €10,160, plus €765 for each full year of service is therefore increased by a further €10,000. The 
increased exemption can only be claimed if you have not made any claims in respect of a lump sum received in the 
previous ten tax years.
If you are in an occupational pension scheme, this increased exemption of €10,000 is reduced by the amount of:

 • Any tax-free lump sum from the pension scheme to which you may be immediately entitled or

 • The present-day value at the date of leaving employment of any tax-free lump sum which may be receivable from 
the pension scheme in the future.

If the lump sum from the pension scheme is more than €10,000, you are not due the increased exemption. If it is less than 
€10,000, you are due the increased exemption of €10,000 less the amount of the pension scheme entitlement.

Example
An individual gets a lump sum of €30,000 when their employment ceases after 13 years’ service. A lump sum of €15,000 
is received from the pension scheme. The only entitlement in this case is the basic exemption of €20,105, i.e. €10,160 + 
(€765 x 13).

Example
A lump sum of €26,000 is paid to an individual when his or her employment is terminated after eleven years and five 
months. The present-day value of the pension scheme entitlement at 65 years is €2,500. The exemption due to them is 
€26,075, i.e. (€10,160 + €7,500) plus (€765 x 11).

Example
A lump sum of €29,000 is paid to an individual when his or her employment ceases after 11 years. They are not a member 
of a pension scheme. The increased exemption due to them is €28,575, i.e. (€10,160 + €10,000) plus (€765 x 11). 

SCSB (Standard Capital Superannuation Benefit)
This relief generally benefits those with high earnings and long service. It is a relief given for each year of service equal to 
1/15th of the average annual pay for the last three years of service (36 months) to date of leaving less any tax-free lump 
sum entitlement from the pension scheme.

The formula for calculating the SCSB is:

A X B / 15 - C

Where:

 A is the average annual remuneration for the last 36 months’ service to date of termination

 B  is the number of complete years of service

 C  is the value of any tax-free lump sum received/receivable under an approved pension scheme.
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With effect from 1st January 2011 the amount of the tax-free sum that can be received from an approved pension fund 
has been restricted to €200,000. Therefore, C cannot exceed a maximum €200,000 in SCSB computations for 2011 and 
subsequent years.

Example
An individual has 18 years’ service.

A retirement lump sum of €80,000 was received on retirement. This is the first lump sum paid to the individual.
A lump sum of €12,000 was also received from an approved pension scheme.

The pay for the last 36 months to date of leaving was €90,000.

The increased exemption of €10,000 is not due in this case as the pension scheme lump sum of €12,000 is greater than 
€10,000.

Therefore, the amount of the lump sum that is exempt from tax is the higher of the following:

 • The basic exemption of €23,930 [ €10,160 plus (€765 x 18 years)]
  
  or

 • SCSB of €24,000 = [ (€90,000/3 x 18/15) - €12,000].

Relief of €24,000 will be granted against the lump sum payment as this is the most favourable. The taxable amount of the 
lump sum is therefore €56,000 (€80,000 - €24,000).
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Goodwill 
Goodwill is defined as an intangible asset, which is generally accepted to be a saleable asset arising from the reputation of 
a business and its customer base, as distinct from a tangible asset (such as buildings). The applicable accounting standard 
is FRS 102, Section 19. 

Intangible assets typically have no physical existence but derive their value from intellectual or legal rights. There are many 
types of intangible assets (e.g. patents, licences, trademarks etc.) and while goodwill does not strictly speaking meet all of 
the criteria it is generally recognised as an intangible asset.

Financial Assets 
 The following can be defined as financial assets:

 1. Cash

 2. An equity investment in another entity

 3. A contractual right:
  • To receive cash or another financial asset, e.g. trade or loan receivables
  • To exchange financial assets/liabilities under conditions that are potentially favourable, e.g. option to   

  purchase shares at less than current market price.

Treatment	of	Assets	acquired	in	a	Brokerage	Buyout
When a Brokerage acquires or merges with another firm, it will acquire a ‘book of clients’. The benefits of the acquisition of 
a book of clients are two-fold and the accounting treatment adopted should be reflective of same. 
The associated benefit should be sub-divided between:

 1. Purchased goodwill; and
 
 2. Financial Assets.

Section 7 
Buy-Out of an Agency 
& Treatment of Assets 
Acquired
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To the extent that the cost of acquisition of this ‘book of clients’ provides a defined future income stream (commissions) 
anticipated from the acquired contractual rights associated with policies previously written, it could be argued that 
this element could be classified as a financial asset in the Broker’s account under Irish generally accepted accounting 
principles (GAAP). This entitlement to future income is classified as a financial asset. 

A firm recognises a financial asset in its balance sheet when (and only when) the firm becomes party to the contractual 
provisions associated with the financial asset. The value that is to be recorded for this financial asset in the firm’s balance 
sheet is the anticipated income stream for the coming years from the acquired ‘book of commission’, discounted to a 
present-day valuation using an appropriate interest rate (i.e. net present value). 

Any remaining element of the cost associated with the acquisition of the book of clients that cannot be directly associated 
with a defined future income stream should be classified as goodwill. This goodwill reflects the fact that, for example, while 
a client may have an annual policy in place, e.g. an investment policy with no trailing commissions, and no defined future 
benefit to the firm can be identified, a benefit is associated with the acquisition of this client on the basis that there is a 
likelihood of future sales to this client.  Similarly, if an intermediary has a trusted brand within a locality or access to certain 
target markets, this is potential goodwill value unrelated to the stream of income on the existing book of business.

It is important to recognise that only goodwill that is acquired (i.e. purchased goodwill), and not that which is internally 
generated, may be capitalised. 

After initial recognition, the acquirer shall measure goodwill acquired in a business combination at cost less accumulated 
amortisation and accumulated impairment losses: (a) An entity shall follow the principles for amortisation of goodwill. 
Goodwill shall be considered to have a finite useful life and shall be amortised on a systematic basis over its life. If, in 
exceptional cases, an entity is unable to make a reliable estimate of the useful life of goodwill, the life shall not exceed 
ten years. (b) An entity shall follow the rules relating to the impairment of assets for recognising and measuring the 
impairment of goodwill.(Is this paragraph a quotation from something? Does it need to be referenced?)

Example – Goodwill versus Financial Asset
A Brokerage firm acquires another firm, at a cost of €100,000 including the full book of clients. 

An evaluation is completed in order to assess the value of the acquired contractual rights to commissions in future 
periods, with the net present value (NPV) of the commissions associated with client policies already written calculated 
at €80,000, to be earned over a five-year period. This is calculated by looking at the commissions to be earned from the 
current client book and discounting this back to present-day values.

The purchased goodwill associated with the acquisition of this book of clients has therefore been valued at €20,000 (i.e. 
the difference between the total acquisition cost and the value attributed to the defined income stream of current policies 
written).  

Upon initial acquisition, the accounting entries are as follows:

Initial Acquisition Debit Credit

Financial Assets (Balance Sheet) 80,000

Acquired Goodwill (Balance Sheet) 20,000

Bank (Balance Sheet) 100,000
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The financial asset generates revenue over a five-year period. Each year the financial asset is wound down/amortised as is 
received and recognised in the profit and loss account. 

Amortisation of Financial Asset Debit Credit

Other Income – Return on Financial Asset (Profit and Loss) 16,000*

Financial Assets (Balance Sheet) 16,000

*Assuming	revenue	falls	evenly	over	the	5	years	

As previously indicated, purchased goodwill cannot be amortised over a period of years. Instead, an annual review should 
be conducted in order to evaluate whether there is any impairment. Any such impairment should be recorded as follows: 

Impairment of Goodwill Debit Credit

Expenses – Impairment of Goodwill (Profit and Loss) X

Goodwill (Balance Sheet) X

In assessing the value attributed to a financial asset in an acquisition scenario, a firm must value the anticipated income 
stream from the acquired book of commission. The period over which the future income is assessed will depend on the 
underlying investments in the book and the ability to definitively predict the income based on contractual rights.

In addition, a persistency rate (i.e. the possibility of the policy continuing in force for the duration) should be factored into 
the valuations to allow for the possible cancellation of policies. Persistency rates historically were as high as 90%; however, 
in recent years the reduction in disposable incomes and changing sentiment of customers has meant that this has 
reduced. 

In order to consider the most appropriate persistency rates to use, a review of the underlying book will be required, 
including profile of customers, product types, value of investment etc. This will be different for each case. It is not unusual 
that persistency rates applied differ across the years (e.g. year 1 commissions are relatively certain, with greater scope 
for cancellation in subsequent years). Therefore, persistency rates can either take the form of a blended rate across the 
recurring commissions or may be applied on an annual basis.

The discount rate applied to the recurring commissions to arrive at a net present value should take account of current 
cost of debt (i.e. interest rates), risk, inflation, potential return from other investments etc. It is difficult to be prescriptive 
about the discount rate to use. However, based on current market conditions, interest rates etc. a discount rate of 5% 
would not be unusual.

Example – Valuation of Financial Asset
A Financial Brokerage acquires a book of business. 

Step 1
The level of predictable recurring commissions has been assessed at €70,000 as follows:
 • Year 1 – €10,000
 • Year 2 – €10,000
 • Year 3 – €10,000
 • Year 4 – €10,000
 • Year 5 – €10,000
 • Year 6 – €10,000
 • Year 7 – €10,000
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Step 2
These commissions need to be examined to determine the likelihood of the underlying policies continuing in force to 
come up with an appropriate Persistency Rate.

Step 3
In order to value the financial asset, the recurring commissions are discounted back to present-day values to arrive at the 
Net Present Value. The appropriate discount rate has been assessed at 5%.

Having assessed all of the above factors the financial asset, for accounting purposes, is valued at €39.6k as follows:

Recurring	
Commissions €

Persistency 
Rate %

€
Discount 
Rate %

Net Present 
Value €

Year 1 10,000 90.0% 9,000 5% 8,571.43

Year 2 10,000 81.0% 8,100 5% 7,346.94

Year 3 10,000 72.9% 7,290 5% 6,297.38

Year 4 10,000 65.6% 6,561 5% 5,397.75

Year 5 10,000 59.0% 5,905 5% 4,626.72

Year	6 10,000 53.1% 5,314 5% 3,965.39

Year 7 10,000 47.8% 4,783 5% 3,399.19

39,604.79

Note: 

The	formula	for	calculating	Net	Present	Value	(NPV)	is:

[Cash	flow	Yr	1/(1+discount	rate)¹]	+	[Cash	flow	Yr	2/(1+discount	rate)²]	+	[Cash	flow	Yr	3/(1+discount	rate)³]….

However,	there	is	a	simple	function	on	Excel	that	is	widely	used	which	will	calculate	NPV	in	one	step.

Impact on Solvency Evaluation for the Central Bank

Treatment of purchased Goodwill in Retail Intermediary Annual Returns to Central Bank
Historically the Central Bank’s view was that goodwill could only be included by a firm for regulatory capital purposes 
in instances where such goodwill was purchased. Allowable goodwill was therefore only allowable in instances where 
it related to life assurance business and was defined as the portion of goodwill that represents the net present value of 
future cash flows arising from existing investment instruments, strictly speaking defined as financial assets as outlined 
earlier.

This changed in 2014 as outlined in the Central Bank’s Handbook of Prudential Requirements for Investment 
Intermediaries, which became effective from 1st October 2014, and states that purchased goodwill can no longer be 
included in the calculation of a firm’s balance sheet for regulatory reporting purposes. Some of the reasons given for this 
change include:

 • The illiquid nature of goodwill impacts on a firm’s solvency;

 • A changed economic environment impacts consumers’ discretionary spending for new investments or 
maintaining existing policies; and

 • The value of goodwill can fluctuate unpredictably.

There was general recognition, however, that some firms had been relying on the purchased goodwill valuation in order 
to satisfy the Central Bank solvency requirements. For this reason, an interim measure was introduced to allow firms, who 
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to that date had included goodwill in order to meet the solvency requirement to maintain a positive net asset position 
for regulatory reporting purposes, to write off their goodwill over a five-year period from 2015, with a view to having all 
goodwill eliminated by 2019.

The Central Bank has also confirmed that there are no restrictions imposed on the use of financial assets by a firm in 
meeting its solvency requirements (provided it is not reported as intangible assets). It is very important therefore that in 
purchasing a book of clients an appropriate valuation is arrived at for the financial asset acquired. 
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Section 8
Taxes on Sale/Purchase 
of a Financial Brokerage

When buying or selling Financial Broker intermediaries, there are many tax implications that need to be considered, 
including the following:

 1. The direct tax implications arising from the buying and selling

 2. The availability of tax relief on the sale

 3. The indirect tax implications arising from the buying and selling of Financial Brokers/intermediaries and their 
client bank assets

 4. The tax implications of extracting cash from a limited liability company following the sale.

The buying or selling of a Financial Brokerage can have implications under all or some of the following headings:

 1. Income Tax

 2. Corporation Tax

 3. Capital Gains Tax

 4. Stamp Duty

 5. VAT. 

Buying	or	selling	a	Brokerage	that	operates	through	a	Sole	Trader	or	Partnership	(Unincorporated	Business)

Firstly, we will consider the tax implications where the Brokerage that is being disposed of is operated through an 
unincorporated business, i.e. a sole trader or partnership.  When you are selling such a business what you are actually 
disposing of is the business and its assets, which will include the book of clients and, perhaps, goodwill. 
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The following taxes are applicable in the buying or selling of an unincorporated business. 

Income Tax
Commencement of Trade
The purchase of a Brokerage that exists as a sole trade triggers the ‘commencement of a trade’ for income tax purposes.  
Special income tax rules apply for the first three years of the commencement of a trade.  These rules stipulate what is to 
be taxed in the year of commencement and may require an adjustment to what is taxed in the second year of trading.

Cessation of Trade
The sale of a Brokerage existing as a sole trade triggers the ‘cessation of a trade’. From an income tax perspective, these 
rules stipulate what is to be taxed in the year of cessation and may require a revision of the assessment of taxable income 
for the penultimate year of trading. This can lead to an additional liability arising, which must be paid at the same time as 
the tax for the cessation year, otherwise penalties and interest may be imposed.

Income Tax – Consultancy Fees
In the event that following the sale the Broker stays involved in the business for a period of time to ensure its smooth 
transition to the new owner, or to assist with the Broker’s personal cash flow, consideration should be given to how the 
Broker will be remunerated, the length of time they will stay involved, the amount of remuneration they will receive, etc.

Consideration should also be given to whether the Broker would be regarded as an external consultant or as an employee 
of the Brokerage. (This is discussed later in the guide.)  If the Broker is mainly/solely providing services to one firm, then 
it is most likely that the Broker would be regarded as an employee of the firm and payroll taxes should be operated on all 
payments to him/her.

Capital Gains Tax (CGT)
Generally, gains arising on the disposal of assets are subject to capital gains tax (CGT) at a rate of 33%, with reliefs available 
that can significantly reduce or even eliminate the tax payable where the sale is a business or assets of a business. 
Depending on the age of the disposer, retirement relief may be available. Where CGT applies, a reduced rate of 10% was 
introduced from 1st January 2017 on gains of up to €1m, which is a lifetime limit, provided various conditions are met. 
(The conditions for both these reliefs are outlined in more detail later in this section.)
There is a possibility that proceeds received may be treated as trading income rather than goodwill if they are directly 
linked to a future stream of income (such as a life company buyout of an agency), and may be taxed as trading income 
and subject to income tax at a rate of 40% in addition to the USC and PRSI. Furthermore, the relevant CGT reliefs that 
would otherwise significantly reduce/eliminate the tax payable would not be available where income tax applies. Such an 
outcome would be undesirable as it would result in such income being liable to tax at a rate of up to 55%. Therefore, care 
is needed to ensure as far as possible that the sales proceeds are treated as capital receipts and subject to CGT.

VAT
The standard VAT rate in Ireland is currently 23%. As VAT can arise on the transfer of a business, this represents a 
significant cost. However, a relief is available that provides that the assets can be transferred, VAT free, if the transferor and 
the transferee are both VAT registered (or being VAT registered) and where the assets being transferred constitute a going 
concern. However, where both parties are not VAT registered the relief is not available. Given the VAT exemption applicable 
to Financial Brokers, this relief may not be available in all cases.

Stamp Duty 
Stamp duty at a rate of 6% will arise on the consideration paid on the transfer of the assets of a Brokerage. This is payable 
by the purchaser.

 
Buying	or	selling	a	Brokerage	that	operates	through	a	Limited	Company
Secondly, we will consider the tax implications when a Brokerage that is being operated through a limited company is 
being disposed of.  In such cases, shares in the company will be the asset being disposed of.   
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The following taxes are applicable in the buying or selling of an incorporated business.

Corporation Tax
Change of Ownership
When a company changes ownership, there are certain provisions in the legislation that need to be considered carefully. 
One such provision is contained in Section 401 of TCA 1997. This is an anti-avoidance provision to prevent ‘loss-buying”. 
The effect of the section is to deny carry-forward relief for the unrelieved trading losses (and certain capital allowances) of 
a company where, in association with a change in ownership of the company, there is a major change in the activities of its 
trade or, at the time of the change of ownership, the company’s trade is near dormant. 

Termination Payments
Termination payments made prior to the sale of a business may be used to reduce the profits liable to corporation tax. 
While statutory redundancy payments are deductible in full, non-statutory (ex-gratia) payments are only deductible to the 
extent that they are incurred wholly and exclusively for the purposes of the trade. In particular, where a business is being 
wound down, care needs to be taken to ensure that this test is met.

Pension Payments
Pensions have long been regarded as an extremely tax efficient method of extracting funds from a business. (Please see 
cash extraction part of the guide for further details.)

Capital Gains Tax (“CGT”)
Gains arising on the disposal of assets are subject to capital gains tax (“CGT”) at a rate of 33% with reliefs available, which 
can significantly reduce or even eliminate the tax payable, where the sale is a business or assets of a business. Depending 
on the age of the disposer, retirement relief may be available.  Where CGT applies, a reduced rate of 10% was introduced 
from 01/01/2017 on gains of up to €1m, which is a lifetime limit, provided various conditions are met. (the conditions for 
both of these reliefs are outlined in more detail later in this section).

As stated previously, gains arising on the disposal of assets are subject to capital gains tax (“CGT”) at a rate of 33%.  This 
is also the case when a company sells its assets. There is a possibility that proceeds received may be treated as Trading 
Income rather than Goodwill if the proceeds are directly linked to a future stream of income (such as a life company 
buyout of an agency). In contrast to Brokerages operating as sole trades, such an outcome would not be as onerous as it 
would result in such income being liable to tax at a lower rate. 

Where the assets are disposed of by the company, it is possible that a double charge to tax will arise, as the company will 
be liable to tax on the disposal of its assets initially.  If the company is liquidated / wound-up following the transfer of its 
client bank, each shareholder is treated as having disposed of his shares in the company and CGT may arise giving rise to 
the potential double charge to tax. 

VAT
The transfer of shares in a company is exempt from VAT. Therefore, this has implications for a Financial Broker’s right to 
deduct VAT on related expenditure (assuming the Broker is, in fact, registered for VAT). Typically, the sale of shares in a 
company will involve expenditure on legal fees, accountant’s fees, corporate finance and other fees. Many of these fees 
will be subject to VAT and the right to deduct VAT depends on the specific circumstances involved.

Stamp Duty
Where the transfer consists of the sale of the shares of the Brokerage, stamp duty at a rate of 1% arises. This is payable by 
the purchaser.

The above outlines the main tax implications when you sell shares in a limited company.  However, in certain cases the 
company may sell its assets directly.  If this occurs the following should be considered.

Requirement to File a CGT Return 
CGT is a self-assessment tax. Therefore, it is the Broker’s responsibility to pay their tax and file their tax return. The deadline 
for the submission of returns is 31st October in the year following the end of the year of assessment in which the 
chargeable gains arise. 
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Paying the CGT due
The deadline for the payment of any tax arising depends on when the disposal takes place. 

 • If it takes place from 1st January to 30th November, any tax due must be paid by 15th December in that year. 

 • If it takes place from 1st December to 31st December, any tax due must be paid by 31st January following the end 
of the year of assessment. 

Therefore, the earlier in the year the disposal takes place, the longer the Broker has to arrange the necessary funds to 
discharge the CGT payable, if any.

The tax payment should be 100% of the person’s liability for the period of assessment: otherwise, interest may arise.

Deferred Consideration/Earn Outs
Depending on the structure of the deal, the timing of the tax liabilities from a cash flow perspective may be important. 
Deferred consideration and earn outs linked to the future performance of the business are taxable immediately as being 
part of the consideration received. These are more common where the vendor is going to remain on in the business for a 
period of time after the sale.

The legislation provides that the tax is initially payable on the total consideration, ignoring the fact that some of the 
consideration may be contingent on the happening of some future event. If it transpires that the contingent consideration 
is not ultimately paid, an adjustment may be made in order to obtain a refund of the excess CGT paid. However, if the 
deferred consideration is not ascertainable and contingent then it is not taxable up front. This may give rise to cash flow 
considerations as it may be some time before the purchaser actually discharges these amounts.

Exit	by	one	Owner	of	a	Partnership	Structure	or	Co-Shareholding	Structure
Businesses are often owned jointly by unrelated parties, either in partnership or through a limited company.  One party 
may wish to exit while another remains.  The party exiting may dispose of their interest to the other party, or to a third 
party.  The tax treatment for the person departing should not be any different to a full sale of the business.  The person 
is still making a disposal for CGT purposes of their interest in the partnership or the company and can avail of the normal 
relief from CGT.  Company buyback of share treatment outlined in Section 6 may be a feature, if the company has the 
funds to buy out the exiting party and if all the relevant conditions are met.  

In the case of a partnership, if the partner is not replaced, the business may move to a sole trader. There will be a cessation 
of the partnership and a commencement of a sole trader business.  Special income tax rules around commencement and 
cessation of businesses will particularly apply if the business did not have a 31st December year end.  The business will 
need to re-register for tax as a sole trader business.

If the remaining partner is close to retirement, care should be taken to ensure that the remaining partner’s ability to avail 
of tax relief is not compromised, for example in the case of retirement relief, by acquiring shares that they will be disposing 
of in less than ten years.

Capital Gains Tax – Summary of the Key Reliefs on Sale 
As CGT is a major tax to consider when selling any assets, it is important that the conditions for the key reliefs, 
entrepreneur relief and retirement relief, are carefully considered in advance of any transaction.  These key reliefs are 
outlined below.

CGT Entrepreneur Relief
This relief was introduced in the Finance Act, 2015 as an amendment to an existing CGT entrepreneur relief.  It applies to 
gains arising on or after 1st January 2016 on certain qualifying disposals and is limited to the first €1,000,000 of qualifying 
gains.  This is a lifetime limit on disposals of chargeable assets made on or after 1st January 2016.  The relief reduces the 
rate of CGT to 10% in place of the normal 33% rate effective from 1st January 2017.  There are key qualifying conditions 
that must be met to avail of the entrepreneur relief, including the following:

 a) The assets sold are used for the purposes of a qualifying business.

 b) A qualifying business is a business other than the holding of securities or other assets as investments, the holding 
of development land or the development or letting of land. 



The Financial Broker Guide to Accountancy and Tax Financial Broker

Creating your success through 
Financial Planning

Page 38

 c) The seller must have beneficially owned the chargeable assets for a continuous period of three years in the five 
years immediately prior to disposal.

 d) Where the assets being disposed of are shares in a company: 
  - The individual must own not less than five per cent of the ordinary share capital;
  - The seller must have been a director or employee of a company who was required to spend 50% or more of  

  their working time in the service of the company in a managerial or technical capacity;
  - The seller must have served in the capacity for a continuous period of three years in the period of five years  

  immediately prior to the disposal of the shares.

 e) The Revenue Commissioners have provided guidance to indicate that the entrepreneur relief will be available in a 
number of cases not expressly provided for by the legislation provided that the general conditions of the relief are 
met. These include:

  - Share buybacks where the share buyback is within the charge to CGT;
  - Company Liquidations where the company was carrying on a qualifying business until the liquidator was  

  appointed, and where the liquidation was completed within a two-year period;
  - Partnership Assets where the partner and those assets were used for the purposes of a qualifying business  

  carried on by the partnership and the individual was actively involved in the partnership.

 f) The Finance Act, 2017 brought in an exclusion from entrepreneur relief in the case of the sale of  goodwill or 
shares in a company where immediately following the disposal the individual remains connected with the acquirer 
company unless the disposal was made for bona fide commercial reasons, not having as the main purpose or one 
of the main purposes the avoidance of tax.

CGT Retirement Relief
Retirement relief can significantly reduce or even eliminate the capital gains tax (CGT) arising on the sale of business 
assets or shares in a family trading company.

There are a number of conditions that must be met as follows:

 1) The disposal must be made by an individual.

 2) The individual must be fifty-five years of age or over at the date of the disposal (subject to a small age concession 
where ill health is a factor).

 
 3) The disposal must be of qualifying business assets.

 4) The qualifying business assets must have been owned for the qualifying period.

Whilst the relief is commonly referred to as retirement relief, it is not a condition of the relief that the individual actually 
retires from the business. Therefore, a Broker who has disposed of the assets/shares can remain actively involved in the 
business after the disposal.

Full relief from CGT is available in the case of a sale to a third party if the sales proceeds (in respect of chargeable business 
assets) do not exceed the prescribed limit:

 • €750,000 where the vendor is under the age of 66 at the date of the disposal 

 • €500,000 where the vendor has reached the age of 66 at the date of the disposal. 

Marginal relief may be available where the proceeds exceed this amount.

In the case of a disposal/transfer to a child, there is no prescribed limit on the consideration/proceeds referable to as 
‘qualifying assets’ if the person disposing of the qualifying assets is:

 • over 55 and under 66 years.
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However, where the individual is aged 66 years or over a ceiling limit of €3 million applies to the chargeable business 
assets.  Where the disposal proceeds or market value exceeds €3m, marginal relief may apply.

Proceeds from disposals in current and past years must be taken into consideration in determining whether the 
prescribed limit has been exceeded.

It is not necessary to dispose of an entire business. An individual can qualify for the relief if they dispose of part of their 
qualifying business assets.

Qualifying assets include:

 • Chargeable business assets that an individual has owned for at least ten years ending on the date of the disposal. 
As goodwill is included in this definition, a Broker’s client bank would constitute chargeable business assets. 

 • Shares in a family company (broadly 25% voting rights or 10% with family owning 75% of voting rights) which: 

  1) The individual has owned for at least ten years ending on the date of the disposal; and where

  2) The individual has been a working director for at least ten years and a full-time working director for at least five  
  of those years. 

Chargeable business assets are assets used for the purposes of a trade, profession, office or employment, carried on by: 

 1) The individual, 

 2) The individual’s family company, or 

 3) A company that is a member of a trading group of which the holding company is the individual’s family company. 

Land, buildings, plant and machinery are chargeable business assets. Goodwill is a chargeable business asset. Shares and 
other assets held as investments are excluded. Assets that are not chargeable assets (for example, stock, debtors or cash) 
are not included in the definition. 

The Finance Act, 2017 also brought in an exclusion from retirement relief in the case of the sale of goodwill or shares in a 
company where immediately following the disposal the individual remains connected with the acquirer company unless 
the disposal was made for bona fide commercial reasons, not having as the main purpose or one of the main purposes 
the avoidance of tax.
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Section 9
Close Compamy
Surcharge

As with the vast majority of companies in Ireland, where a Financial Broker carries out its business through a company, it is 
likely that the company will be regarded as a close company.

In general terms, a close company is defined as a company that is under the control of five or fewer participators or is 
under the control of its directors. 

Irish tax legislation contains a body of legislation that is, in effect, anti-avoidance legislation. This legislation is designed to 
prevent participators from extracting funds and/or value from the company in a manner that mitigates or reduces tax.

It also aims to prevent situations where profits in such companies are accumulated within the company instead of being 
distributed to the shareholders, where they could be ultimately be taxed at 40%.

Investment and Passive Income
A close company is liable to an annual close company surcharge at the standard rate of income tax, currently 20%, on any 
undistributed investment income, such as bank deposit interest or rental income, where the undistributed investment 
income is in excess of €2,000. For amounts that are in excess of €2,000, there is marginal relief available.

It should be highlighted that the close company surcharge is applied only in respect of undistributed investment income. 
Trading income of the company that is not distributed will not be subject to the close company surcharge. 

The surcharge can be avoided if a distribution is made to the shareholders equal to the net surchargeable amount prior to 
the deadline of 18 months following the accounting year end. 

Service	Companies	Surcharge
A professional service company is defined by the legislation as a company, including close companies, where the primary 
source of the company’s income arises from the carrying on directly of a profession, or the provision of professional 
services, or where a company exercises an office or employment.

There is no definition of a profession provided in Irish tax legislation. However, case law has advised that a profession is one 
that involves an occupation requiring either intellectual skill, or skill controlled by the intellectual ability of the operator.
Examples of professions that are considered to fall within the provisions are accountants, barristers, dentists, engineers, 
opticians and veterinary surgeons. 
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However, there is good news for Insurance Brokers, as in Tax Briefing No. 48 (2002) issued by the Revenue Commissioners, 
it states that Insurance Brokers are generally outside the definition of ‘profession’ for the purposes of this piece of tax 
legislation; therefore the trade income of an Insurance Broker should not be liable to the service company surcharge. 
However, if an Insurance Broker has passive income such as deposit interest, it would still be subject to the close 
company surcharge. Also, if the Insurance Broker was regarded to be using a company to provide services of an office or 
employment, this would cause the company to be regarded as a professional service company.

Professional service companies are subject to an additional charge, which is calculated on 20% of 50% of distributable 
investment and estate income, less any distributions made for the period, plus 15% of 50% of distributable income 
(professional income).

In addition to the close company surcharge, close company legislation also provides that certain payments made will be 
treated as distributions: 

 • Certain benefits-in-kind and expense payments to participators or associates will be treated as distributions.

 • Interest in excess of a specified rate paid to directors or their associates will be treated as a distribution.
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Section 10
Consultants: Contract of Service 
(Employee) vs Contract for 
Services (Self-Employed)

Financial Brokers, like all other professionals and businesses, need to ensure they are tax compliant across all tax heads. 
Some tax compliance requirements are clear, while others are not so clear cut and ought to be looked at in detail.

One particular area that causes confusion, and that can then lead to a significant tax exposure, is when to treat a 
consultant as an employee, or when to treat them as an independent self-employed contractor. This question causes 
confusion for all businesses and is not specific to Brokers. Revenue believe that many workers are setting up companies as 
independent contractors in order to gain tax advantages, despite only working for a single client. Tax advantages can arise 
both for the firm engaging an independent contractor and also for the independent contractor. 

For example, a Brokerage firm who engages an independent contractor as opposed to an employee would have the 
immediate saving of not having to operate employer’s PRSI on payments to him/her.

From the perspective of the independent self-employed contractor, tax advantages could include a tax deduction being 
taken for expenses incurred, which would not be readily available to employees.  In addition, in the past, where contractors 
used limited companies, some contractors availed of tax advantages by claiming travel expenses from their home to 
work.  In doing so they claimed that as they were not an employee of the particular organisation, then this premises was 
not their main place of work and that their main place of work was in fact their home.  As this option is not available to 
employees, tax advantages arose here.

The Revenue Commissioners initiated an investigation of independent contractors in 2013 with a view to establishing 
any underpayment of tax and challenged expenses being claimed by such independent contractors, including expenses 
claimed in travelling to their clients’ premises. 

Tests to determine Employment Status
In determining whether a person is a self-employed, independent Broker, or an employee of the Brokerage, the overriding 
test will be if the person performing the work does so “as a person in business on their own account” or as a person who is 
a “free agent with an economic independence of the person engaging the service”.
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Some of the key attributes and characteristics of an employee are listed below:

 • Is under the control of another person who directs how, when and where the work is to be carried out

 • Supplies labour only

 • Receives a fixed hourly/weekly/monthly wage

 • In general, cannot sub-contract the work

 • Does not supply materials for the job

 • Does not provide equipment other than small tools of the trade

 • Is not exposed to personal financial risk in carrying out the work

 • Does not assume any responsibility for investment and management in the scheduling of engagements or in the 
performance of tasks arising from the engagements

 • Works set hours or a given number of hours per week/month

 • Works for one person or one business

 • Receives expense payments to cover subsistence and/or travel expenses

 • Is entitled to extra pay or time off for overtime. 

Some of the key attributes and characteristics of a self-employed person are listed below:

 • Owns his or her own business

 • Is exposed to financial risk

 • Assumes responsibility for investment and management in the enterprise

 • Opportunity to make profit

 • Control over what is done, when and where it is done and whether he/she carries out the work personally

 • Free to take on people on his/her terms

 • Provides the materials for the job

 • Costs and agrees a price for the job

 • Provides his/her own insurance cover

 • Controls the hours of work in fulfilling the job organisations

 • Can provide the same service to more than one person or business at the same time.

It should be noted that the above lists are not exhaustive; also, all factors may not apply to an employee or a self-employed 
individual. It is critical to ensure that you correctly determine the employment status of all persons you engage to carry 
out work for you. If the Revenue found that the consultant was in fact an employee, it would have the potential to give 
rise to a large liability for the company, as all payments made to the individual would have to be grossed back up for the 
purposes of calculating the income tax due. 

Even if the company believes that it is correct in treating an individual as a consultant, Revenue may have a different view, 
and defending the position could prove costly. 

Information can also be got from the Revenue Commissioners’ website. Revenue published a document in June 2012, 
reviewed 2018, called the Code of Practice for Determining Employment or Self-Employment Status of Individuals.

Some of the factors that will be affected by an individual’s status include the amount of PRSI payable, entitlement to Social 
Welfare benefits, other rights and entitlements under employment legislation, and public liability in respect of work done.
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Section 11
PAYE System/Payments 
to Employees

When a Financial Broker employs individuals to work in their business, it is vital that they comply with their PAYE/PRSI 
obligations. Where the Brokerage operates through a limited company the owners involved in the business are also 
employees and the PAYE/PRSI obligations apply to payments made to them also.

As an employer, you have a number of filing obligations in respect of PAYE/PRSI, including P30s P35s and P35Ls.  Further 
information relating to the completion and submission of these returns can be found on www.revenue.ie. 

Under the PAYE system, income tax is deducted for payments to employees in respect of salary, wages, and any other 
payments and benefits.  The introduction of PAYE modernisation from 1st January 2019 moves the PAYE system to real 
time and requires employers to interact online with the Revenue Commissioners each time a payment is being made to 
an employee.  This will include payments to the owner in the case of a Brokerage operated through a limited company.

Other payments and benefits include (but are not limited to) the following:

 1) Health insurance paid on behalf of an employee

 2) Provision of a company car and payment of associated costs

 3) Provision of interest-free loans

 4)  Bonuses and other lump sum payments.

As an employer, you have a number of filing obligations in respect of PAYE/PRSI. 

While it is important to ensure that PAYE/PRSI is operated on payments to employees, there are some payments and 
expenses that can be made tax free to employees, some of which are outlined below.

Employees’ Subsistence Expenses
Subsistence can be received by employees, tax free, in respect of business journeys only.

An employer has two options when reimbursing qualifying expenditure for tax-free subsistence payments. The payments 
can be based on either: 
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 • Acceptable flat-rate allowances

  or

 • Actual expenses that have been vouched with receipts.

Acceptable flat-rate expenses can be calculated on either of two schemes, both of which are acceptable for tax purposes. 
The first option allows for repayment of subsistence expenses with reference to the Civil Service rates. This scheme may 
be operated without prior approval by the Revenue Commissioners. Details of Civil Service rates can be found on the 
Revenue website.

The employer can use rates other than the Civil Service rates but must seek Revenue approval for this option.

An employer has the option to choose to reimburse qualifying subsistence expenses their employees have suffered based 
on the actual expenditure incurred. Generally, this method of reimbursement will not exceed the Civil Service rates.

Employees’	Motoring
As an employer you can reimburse your employees for travel that they undertake as part of their employment.

In general, an employee may claim relief for motor expenses in either of two ways:

 a) The employee may claim a tax deduction in respect of travel expenses necessarily incurred in performing 
the duties of his/her employment. This is achieved by submitting a claim to his/her local Revenue office. An 
employee can only choose this option where he/she has not received any reimbursement of the cost of travel for 
any business journeys.

 b) The employer can choose to reimburse an employee in respect of the cost of the business journey.

Reimbursement of expenses incurred by an employee, where the employee uses his/her own mode of transport for the 
purposes of business and the entire cost of the usage is borne by the employee alone, can be made tax free from the 
employer in line with either:

 • Flat-rate kilometric allowances

  or

 • Actual costs incurred.

When reimbursing the costs of travel either Civil Service rates (included in the appendices) or the actual costs incurred can 
be used.  With actual costs being reimbursed these should not exceed the prevailing Civil Service rates.

Where the employer chooses to reimburse employees’ tax-free travel expenses incurred on allowable business journeys 
by use of the flat-rate allowance, a standard costing system is used when determining the kilometric allowances. 

With regard to payment of subsistence and travelling expenses it should be noted that reimbursement can only be made 
in respect of business journeys.  Travelling from home to your normal place of work is not regarded as a business journey.  
Therefore, payments in respect of same cannot be made tax free.

With all of the above subsistence options for both expenses and motor expenses, it is imperative that the employer keeps 
detailed records, as in the case of a Revenue audit it is highly likely that this area would be examined.  

The retention period for records is six years after the end of the tax year to which the records refer. An example of the 
detail that needs to be recorded and retained includes the following:

 • The name and address of the employee

 • The date of the journey

 • The reason for the journey
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 • The distance (km) involved

 • The starting point and finishing point of the journey

 • The basis for the reimbursement of subsistence. 

Where expenses are reimbursed tax free on the basis of the actual cost incurred, it is essential for the employer to retain all 
vouched receipts alongside the details of the travel and the subsistence.

Tax-free Payments
There are a number of tax-free payments that can be made by an employer to an employee. Samples of other payments 
that can be made tax free include:

 • €500 voucher

 • Payment of exam fees

 • Employer pension contributions

 • Canteen meals - where meals are provided for the staff generally and available to all employees

 • In-house medical plans/corporate general practitioner services

 • Staff discounts, only if the sum paid by the employee is equal to or greater than the cost to the employer

 • Christmas parties and other inclusive events

 • Medical check-ups, if required to undergo as an employee
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Civil Service 
Subsistence Rates for 
Absences within the State

Schedule based on current Civil Service subsistence rates for absences within the State.

The following schedule of rates has been agreed under the Scheme of Conciliation and Arbitration for the Civil Service.

Table of Domestic Subsistence Rates effective from 1 October 2018

Overnight	Allowances Day Allowances

Normal Rate Reduced Rate Detention Rate 10 hours or more 5 hours but less 
than 10 hours

€147.00 €132.30 €73.50 €33.61 €14.01

Notes on Schedule:
There are detailed rules and conditions governing the payment of subsistence allowances in the Civil Service.  The 
following notes are indicative of some of the relevant provisions.

Overnight Allowance (24 hours’ absence)

An overnight allowance covers an overnight assignment of up to 24 hours from the time of departure and must be at least 
100km from the employee’s home and their normal place of work.

Where an absence exceeds 24 hours, a day allowance at the appropriate rate may be paid only if the last period of 24 
hours is exceeded by 5 or more hours. 

Normal Rate
This is payable for absences of up to 14 nights.

Reduced Rate
This is payable for each of the next 14 nights.

X
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Detention Rate
This is payable for each of the next 28 nights.

Absences Over 56 Nights
Employers should make application to the appropriate Revenue office with a view to agreeing the rate to be applied.
The period of subsistence at any one location is limited to six months. Any departure from this position, e.g. continuation 
of the subsistence period for a short duration, is considered on the circumstances of the individual case.

Continuous Absence
Certain absences from a particular temporary location would not be regarded as breaking the continuity of stay for the 
purposes of reducing the subsistence allowance. These absences would include absences of not more than two nights 
due to a return on official business to the employee’s normal place of work, plus any nights of a weekend, or public 
holidays, or return visits home, or annual leave. These absences would not, of course, qualify for subsistence allowance.

Team workers
Where employees are working as team members and it is necessary for junior team members to stay in the same 
accommodation as senior team members who qualify for a higher rate of subsistence, such higher rate may also apply to 
the junior team members.

Day Allowances:

 • 5 to 10 hours’ absence  – €14.01

 • over 10 hours’ absence – €33.61

A day allowance applies to continuous absence of 5 hours or more, provided the absence is outside 8 kilometres of the 
employee’s home or normal place of work. There are two categories of day allowance, namely, 5 to 10 hours’ absence and 
over 10 hours’ absence.
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Civil Service 
Subsistence Rates for 
Absences outside the State

Schedule based on current Civil Service subsistence rates for absences outside the State.

Details of quantum of Civil Service subsistence rates for certain foreign countries are available from any Revenue Regional 
Office.

The Civil Service schedule of rates may be applied in the following manner in respect of temporary (up to six months) 
absence:

Civil Service rates
Period of Assignment Abroad % of Subsistence Rate for Relevant Location

 First month   100%

 Second and third month  75%
 Fourth, fifth and sixth month 50%

The rates may be used only in respect of the reimbursement of allowable subsistence expenses where the employee is 
working abroad on a foreign assignment. “Working abroad on a foreign assignment” means that the employee is actually 
performing the duties of the employment abroad for a temporary period. Where actual vouched expenses exceed the flat 
rate allowances such vouched expenses may be used instead of flat rate allowances.

Long-term Absences
For long-term absences (where the assignment period is greater than six months), reimbursement of allowable 
subsistence expenses may be made in the following manner:

Period	of	Assignment	Abroad

First month of assignment (to facilitate the employee 
obtaining self-catering accommodation)

Remainder of Assignment

Allowable Subsistence

Up to the Overnight Rate

Up to the cost of reasonable accommodation plus 50% of 
the day rate (10 hours) for the location



The Financial Broker Guide to Accountancy and Tax Financial Broker

Creating your success through 
Financial Planning

Page 50

Civil Service 
Kilometric Rates

The Civil Service kilometric rates for cars, motorcycles and bicycles for individuals who are obliged to use their car, 
motorcycle or bicycle in the performance of the duties of their employment are as follows:
Rate for motor cars

Motor cars effective from 1 April 2017

Official	Motor	Travel	in	a	Calendar	Year Engine	Capacity:
Up to 1,200cc

Engine	Capacity:
1201cc – 1,500cc

Engine	Capacity:
1,501cc and over

Up to 1,500 km (Band 1) 37.95 cent 39.86 cent 44.79 cent

1,501 – 5,500 km (Band 2) 70.00 cent 73.21 cent 83.53 cent

5,501 – 25,000 (Band 3) 27.55 cent 29.03 cent 32.21 cent

25,001 km and over  (Band 4) 21.36 cent 22.23 cent 28.85 cent

Rates for Motorcycles
Motorcycle rates effective from 1 April 2017

Official	Motor	Travel	in	a	
Calendar Year

Engine	Capacity:
Up to 150 cc

Engine	Capacity:
151 cc – 250 cc

Engine	Capacity:
251	cc	–	600	cc

Engine	Capacity
601cc	and	over

Up to 6,437 km 37.95 cent 39.86 cent 44.79 cent 28.59 cent

6,438 km and over 70.00 cent 73.21 cent 83.53 cent 17.60 cent

Rates for Bicycles

Operative Date Rate per Kilometre

From February 1 2007 8 cent
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Companies which do not qualify as a small or medium company under ca 2014 (schedule 5) 

1)   A company that is an authorised investment firm within the meaning of the European Communities (Markets in 
Financial Instruments) Regulations 2007 (S.I. No. 60 of 2007). 

2)   A company that is an authorised market operator. 

3)   A company that is an associated undertaking, or a related undertaking, of an authorised investment firm or an 
authorised market operator within the meaning of the European Communities (Markets in Financial Instruments) 
Regulations 2007 (S.I. No. 60 of 2007). 

4)   A company to which Chapter VII, VIII or IX of Part II of the Central Bank Act, 1989 applies. 

5)   A company that is engaged in the business of accepting deposits or other repayable funds, or granting credit for its 
own account. 

6)   A company that is an associated body of a building society within the meaning of the Building Societies Act, 1989. 

7)   A company that is an associated enterprise of a credit institution within the meaning of the European Communities 
(Credit Institutions) (Consolidated Supervision) Regulations 2009 (S.I. No. 475 of 2009). 

8)   An investment company within the meaning of Part 24 of the Companies Act, 2014. 

9)   A company that is a management company, trustee or custodian within the meaning of Part 24 of the Companies 
Act, 2014 or of Part 2 of the Investment Funds, Companies and Miscellaneous Provisions Act 2005. 

10)  A company that is an undertaking for collective investment in transferable securities within the meaning of the 
European Communities (Undertakings for Collective Investment in Transferable Securities) Regulations 2011 (S.I. 
No. 352 of 2011). 

11)  A company that is a management company or trustee of an undertaking for collective investment in transferable 
securities within the meaning of the European Communities (Undertakings for Collective Investment in Transferable 
Securities) Regulations 2011 (S.I. No. 352 of 2011). 

12)   A company that is a management company or trustee of a unit trust scheme within the meaning of the Unit Trusts 
Act, 1990. 

13)   A company that is a general partner or custodian of an investment limited partnership within the meaning of the 
Investment Limited Partnerships Act, 1994. 

14)   A company that has close links (within the meaning of the European Union (Capital Requirements) Regulations 
2014 (S.I. No. 158 of 2014) with an authorised investment firm referred to in paragraph 1 or a company referred to 
in paragraph 5. 

15)   Any other company the carrying on of business by which is required, by virtue of any enactment or instrument 
thereunder, to be authorised by the Central Bank. 

16)   A company that is the holder of an authorisation within the meaning of— 

  a)  Regulation 2 of the European Communities (Non-Life Insurance) Regulations 1976 (S.I. No. 115 of 1976); 

  b)  Regulation 2 of the European Communities (Non-Life Insurance) Framework Regulations 1994 (S.I. No. 359 of  
  1994); 

  c)  Regulation 2 of the European Communities (Life Assurance) Regulations 1984 (S.I. No. 57 of 1984); or 

  d)  Regulation 2 of the European Communities (Life Assurance) Framework Regulations 1994 (S.I. No. 360 of 1994). 

17)   A company that is an insurance intermediary within the meaning of the Insurance Act, 1989. 

18)   A company that is an excepted body within the meaning of the Trade Union Acts, 1871 to 1990. 
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Financial Broker is a Brokers Ireland initiative for all Financial Brokers

Brokers Ireland, 87 Merrion Square, Dublin 2.
T: +353 (0)1 661 3067

www.financialbroker.ie 
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