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NATURAL BUSINESS YEAR

PROMOTION KIT

American Institute of Certified Publlc Acocountants

270 Madison Avenue New York 16, N. Y,



AMERICAN INSTITUTE OF CERTIFIED PUBLIC ACCOUNTANTS

270 MADISON AVENUE
NEW YORK 16, N.Y.

To Users of This Kit:

The natural business year is of mutual importance
and benefit to the certified public accountant and his client.
However, the benefits to be derived from use of a fiscal year
closing have not been given the prominence deserved. Admit-
tedly, progress has been made in acquainting the general
business public with the natural business year but a concerted
effort must be made by the state societies and local chapters
from the "grass roots" level if the natural business year is
to be adopted as a general business rule in the future.

This kit 1is to assist the state societies and local
chapters in launching their campaigns. Several pamphlets, "Do
You Close Your Books On New Year's Eve?", "Suggested Fiscal
Closing Dates" and "Why Fumble" are enclosed. Additional
enclosures are an outline describing the areas in which to dis-
tribute the pamphlets and promote general interest; sample
coples of letter forms used by several societies 1in thelr pro-
motional programs; sample pattern speeches; and background
material on the natural business year to give the members of
state and local committees on natural business year a thorough
understanding of the fiscal year's origin.

Members of the Institute's committee on natural
business year have been appointed regional coordinators to
assist and guide the natural business year committees and to
act as liaison with the Institute committee. These coordina-
tors are ready to help you; accordingly, it would be wise to
utilize their skill and knowledge in planning your program.

The Committee on
Natural Business Year
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NATURAL BUSINESS YEAR PAMPHLETS

The attached pamphlets "Do You Close Your Books On,
New Year's Eve?" and "Suggested Fiscal Closing Dates“ are
published by the American Institute of Certified Public Ac-
countants, 270 Madison Avenue, New York 16, New York. |
These pamphlets may be purchased at 5¢ and 2¢ per
copy, respectively, with quantity discounts of
‘ 10% on orders of 10 - 49
20% on orders of 50 - 99
30% on orders of 100 - 999
40% on orders of 1000 or more
on "Do You Close Your Books On New Year's Eve?"; no quantity
discounts on “Suggested Fiscal Closing Dates."
-"Why Fumble" is published by the Illinois Society of
Certified Public Accountants, 208 South La Salle Street,
‘Chfcago L, Illinois. It is presented in the kit as an illus-
tration of a type of bamphlet state sédieties may wish to

issue as their‘own”promotional,piece.



BRIEF HISTORY OF THE NATURAL BUSINESS YEAR MOVEMENT.

"Ralph S. Johns, in his master's thesis at the University
of Illinois in 1926, traces the history of fiscal closings begin-
ning with the Italian merchants of the 15th CénturY}

"The mérchants!of:earlyAdays closed their books in two
different,waysib first,_books were left épen tillvfilled wiﬁh trans-
‘actioné-regardiess of the length of time; sécond, since early
trading.wés in sepérate veritures, profité were‘reckoned'at the end
of eéch éompleted_yenture. e s

| ’"Ah 1llustration of the fact that the books were closed
at infrequent and irregular intervals may be found in eafly.account
’BbOkS still in exlstence. One was not balanced for ﬁ;ne years,
.anoﬁher not until the end of twenty-seven years. The British East
‘india Company'prépéred a general balgnce sheet in 1665, but not
again until 1685. . . . ' |

"By ﬁhe'beginniﬁg'of the 19€h Century the: custom was
féiriy well established among those who 'kept bboka of closing them
annually. . . e Probably the most common dateé chosen for ending
the fiscal year bﬁher than December 31 is determined by the date
of organization of the business. . . .

JIn the early years of the presentvcentury q few corpo-
rations adopted a fiacai year shitablé to their particular line
of industry. The tendencies in this direction were suddenly
-Stopped by the excise tax law of August 5, 1909, which required

corporations to file reports to the government for thé calendér

year. To avoid confusion many corporations returned to the

.-'2..



calendar year basils, hence legislation may. be partially blamed
for imposing unnecessary and unnatural conditions."

Speaking at a meeting sponsored by the New York Sﬁaté
Soclety of Certifiled Public Accountants in 1938, Mr. Jones said:

"It appears that prior to the enactment of (the 1909)
law, cqrporations were free to close thelr books when they saw
fit and many, recognizing the seasonal character of their opera-
tlon, took advantage of the bpportunity by closing theif books on
dates other than December 31. . . . (The Revenue Act of 1913)
permitted the filing of tax returns on the basis of a fiscal year
oéher than the calendarvyear. « « » The damage appears to have
been'dqne, however, for after approximately four years under the
Corporation Exclse Act of 1909, corporations generaliy were
reluctant to return to a fiscal year of thelr own selection. . . .
In the opinion of many the situation was none too encouraging for
fiscal year corporations as evidenced by the fact that most newly
formed corporations adopted a calendar year. Beginning with the
Revenue Act of 1934 and continuing up through the presenﬁ law (1938)
however, not only have fiscal year returns been permitted but
eéblier disdriminétion against fiscal year taxpayers has been re-
moﬁed by deferring the effective date of changes in the Revenue
Acts, Insofar as filscal year taxpayers are goncerned,«until the
next succeeding fiscal year.®* Thus the tax in each instance is
computed under one law and thé last argument as to discrimination
or. complications of fiscal year refurns is done away with. . . .

| "During this period spasmodic efforts were made to en-

courage the adoption of fiscal years. Occaslonally accounﬁants

# - (Note to reader - Current tax regulations should be reviewed
a8 thls speech was made 1in 1938%

-3 -



would advocate natural buSiness years in public addresses. One
such address which has been preserved is that of Elijah Watt Sells
in 1921, . . . In 1926 the Bureau of Business Research of ﬁhe
University of Illinois published a pamphlet on the natural business
years o« o o .Probably the most concerted effort to bring about a
return of general use of natural business years was begun in tﬁe
fall of 1935 when there was formed the Natural Business Year Council
representing bankers; credit men, certified public accountants, |
cost accountants, trade association executives, énd business managé-
ment. o o o | |
"The study‘made in 1926 under the sponsorship of the
\ Bufeau of Business Research of the University of Illinois ihdicates
that of 439 companies reporting, 72% were closing their books on .
a calendar year basis. The study further indicates that an alloca-
‘tion of these same 439 companies according to their natural closing
‘date wouldyleave but 44% on a calendar year basis. . . .
| "Most colleges and universities already have adopted a

suitable natural fiscal year, two-thirds closing their books at
June 30, According to information supplied by the Financial Advisory
Service of the American Councll on Education. .« . .

 "Most hospitals and charitable institutions keep their
books on a calendar year basis. . . .

"We do not have complete information of the present

practice of municipalities, but we do know that 75% of the states
and the federal government operate on a‘fiscal year ending June

30 . . &

"International Harvester Company probably is the most

-4 -



outstanding example of a company whie¢h changed from;the calendar
year to a fiscal yeér.since tﬁe inception of the present haturalA
business year program. In 1936 this corporation changed to a
fiscal year ending October 31.‘ ¢« ¢« ¢« A year later the J. I. Case
Company, manufacturers of f#rm machiﬁery, followed in the foot-
steps of International Harvester.'., ¢ o« The most recént_chaﬁge
from‘calendar_year to a fiscal year which has come ‘to our aﬁtention
is thgt'of‘the Parker Pen Companys « « . {and another is) L. E,
°Wéterman_Company;j . o | |
f"October 31 is uaed by nearly all the représentative
meat}packing companies, including Armour and COﬁpapy, the Cudahy
Packing Company, Swift and Company, Wilson and Company, and“qthérs.
e e e Alméét Any department store selected at random would serve
as an example of a January closing, including the‘well-knOWn'stére
- of Re¢ H. Macy and Company and its. subsidiary, L. Bamberger and-
Compahy. o o o 4
| A represéntative induétry which has not takeh_full

advantage of the benefits of its natural business year is the ‘auto-
mobile induatry, o o o Another + « « i8 the dairy and produce
‘induSt;y. e e . Dairymen's League Cooperative Association oloses -
its books March 31, but two of the largest units 1n the industry,
however, the Borden Company and the National Dairy Products Corpo-
ration, close their books December 31. . s .

| | "Thg natural buéiness year principle has been endorsed
by representatives of'béfh the Securities and Exchange Commission

and the New York Stock Exchange. . « o+

"That accountants generally have an aotive intereat in

-5 =



the subject is indicated by the fact that to Juse 9, 1938; 1,128
replies to a recent questionnaire of the American Institute of
Certified Public Accountants on the subject have been received
from members. This is a feturn,in excess of 20% which is remark—
able in ihself. Of the total replies received, 301 accountants
reported 684 actual changes among their clients to the natural fis-
cal closing date."

The Natural Business Year Coﬁncil, referred to by Mr.
Johns, consisted of the American Institute 6f Cértified Public
‘Accountants, National Association of Credit Men, National Assdcia-
tion of Cost Accountants, Robert Morrjs Associates, American
Management Association, and National Office Management Association.
Several‘leaflets explaining natural business year advantages
were published under the auspices of this Council.

| Previous to the Second World War the American Institute

of Certified Public Accountants had an active and effective natural
businessjyear program. After the war this program was much*less
' aétivé. A major reason was the nature of the poSt-war period, |
‘during which the hlgh level of business activity. tended to eliminate
many slack seasons and to alter normal seasonal trends. The ”
Institute's-committee on natural business year, meeting in Washing-
 ton on March 19, 1954, agreed that as auresult of changing economic
conditions and recent éasing of tax regulations on fiscal years |
the time was ripe for a new emphasis on natural business year
activity as a major project of the Institute. |

The latest figures available from the Internal Revenue

Service disclose that for the tax year ended June 195%, A4T.sjof the
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corporate returns filed were on a fiscal basis as compared with
1953 when the percentage was 41.1%. Thé$e~figures are a bold
1llustration of the strong hold tﬁe use of the_natural business
year is gaining Qs a generally accepted business principle. How-
ever, céntihued emphasis and promotion is needed to maintain and:

strengthen this‘growing_accaptancé of the natural business year

concept.



THE THREE D.STINCT AREAS OF INTEREST
IN WHICH PROGRAMS MAY BE UNDERTAKEN

There are fhree distinctly different areas of interest
in which programs for the promotion of the natural bussineas year
- might be<undertgken{

A. New Corporate Entities

B. Established Corporate Entitles

C. Long Range General Education of the

Business Public
| ~ The problems encountered in the areas of A and B will

be in sreat contrast. Recent tabulations from the Internal
Revenue Service show that, in general, newly organized businessea~
are adop;ing fiscal closing dates other that the traditional
calendarjyear. This 1s an indication that the programs in.this
area have'béen successful to a very high degree. Hoquer,tthie
success should not deter continuing efforts.

. Area B presénts a more challenging program, :Prqgress
has been extremely slow in getting long established businesses
to*cﬁange to natural business year filscal closing dates, In.ah
effort to break down this reslstance the followins steps might
be generally followed as an outline of a program.

~§) thebenefits to be gailned from the uqe of the
natural business year should be ‘continually
pointed out to eatablished businesses .

2) articles should be written and placed into their

trade publications |

3) each accountant should bontinue to keep such

clients fully aware of the fact that their
- 8 =~



operations are not being repqrted upon within their -
most efficient business cycle.

The long range educatlion of both the general and business.
public might best be handled by articles in financlal publications,
conferences with leadling educators in the iocal colleges as to the
need for more stress of the natural buslness year in thelr classes
and text books and through general 1nformation talks before civic
and businessmen's groups.

- Other problems may arise in phe setting up and operatioﬁ
of state oommitteevpfograms, however, past experienoes of seVeral
séété socleties do indicate that, if actively pursued each area of

interest will bear fruitful and satisfying results.



AREAS FOR.SPEECHS AND DISTRIBUTION OF
NATURAL BUSINESS YEAR PAMPHLETS

1 - Bankers and Credit Grantors:

(a)
(v)
(e)

2 - Attorneys

(a)
(b)
| ()
3 -~ Students:

(a)°

(v)

~(e)
(a)

Inclusion with monthly statements

- Distributlion by bankers to interested persons

Robert Morris Assoclates for lnclusion with

thelr mallings

and Other Organized Groups:

Mall to incorporators of new corporations
Distrlibution at Bar meetings

Distribute to attorneys through local praotitidners

College and business schools for adveanced
accounting and bookkeepling students

Professors for use 1in lecturing oh fiscal year
closings

Text book authors

Accounting clubs, etc.

4 -~ Business Organizations and Trade Groups:

(b)

(e)

(a)

Chamber of Commerce
Manufacturers' assoclatlons
Trade assoclatlons

Civic organlizations

5 - Certified Public Accountants:

(2)
(v)
(c)

For distributlon to clients

Copies to all new soclety members
Distribution by national fiems to their local
offices

6 - Publishers of busingss alds to new corporations

- 10 -



OTHER AREAS FOR PROMOTION

Where possible place brief writtefl articles on the natural
business year in trade and other pubiications (sample article

enclosed)

‘Prepare natural business year news fiotes to stimulate interest
for publication in state and local OPA societies' official

organs
- Short talks before interested groups of businessmen

Uicilize tax information news notes to introduce discussion

of the values of the natural business year

Circulate reprints of any significant articles concerning the

naturél_business year to all interested parties

Utilize the growing percentage of éorporations using fiscal
year end closings as a means of emphasizing the importance of
the natural business year and the benefits to be derived from-

it

- 11 -



SAMPLE FORM LETTER

To thezBusinessmen of :

‘\l Dodtors tell us that we will live longer

.and enjoy life more if we eat, sleep, play golf and
'work,at the proper times. That is to say, we should
live naturally.

Bﬁainesses are the same‘way. There‘arq
certain normal bu#iness activities which promote
the héalth and efficiency of your}business. The
encloéed booklet teils of one such practice Q-
closing your books at the end of the natural business
year. | |

If you;afe not already doing this, regd

how you may improve your business's health.

Sincerdly,

- 12 w



SAMPLE FORM LETTER

To The Board of Directors
Company

Dear Sirs:

We have been informed thét you havg recently
'ofganized your company. Have you considered the
ﬁenefita which are available to you by using a natural

business year basis?

The enclosed booklet tells of the advantages
to be,gained. Read it and you may decide to join ‘the

:many others who are using the natural business year.

Sincerely;,

- 13 -



SAMPLE ARTICLE FOR PUBLICATION

' THE NATURAL BUSINESS YEAR

How To Select‘The Best Fiscal Year For A New Corporation

It's always best to get things started right. Every
lewyer's experience.is full of examples to prove that a little
foresight could have prevented many probleme‘from arising.

| ‘The choice of fiscal year for a new corporation requires
.such foresight, because it is much simpler to select a con-
;venient fiscal year at the outset than to make a change later on.

- Your client will gain many advantages from the adoption
of a fiscal year for the new corporation corresponding to the
petural bueiness year of the industry or trade group to which.it‘ i
belongs, The natural business year, which tends to be approximately
the same for all companies in e given industry, is the?thIVe;
| mohth period ending when inventories, receivables and loans from
banks are at or near their lowest point. |

Some of the advantages of natural bus%ness year ac-
counting are: |
| 1.3 Inventory cen be taken when it is lowest and when
employees are least busy.

2. The balance sheet will show tﬂe'company's most
liquid position -- always a help. in getting;bank credit.

3. The income statement. will show results of operations
during an annual cycle of the business -- yather than a mixture
of the end of one season and the beginning of another.

Lo Financial stateménts for each year will be available

- 1 -



earlier for the fbllowing year's planning.

5. Tax returns will show smaller amounts for inventories
and adcounts receivéble, reducing the area of possible dispute |
with the government.

Certified public acgauntants naturally favor the change,
as it spreads out their work load more evenly, énd thus enables
them to render services more effsptively to their clients,

The latest edition of Accounting Trends and Techniques

‘(published by the American Institute of Certified Public Accountants),
a survey 6f six hundred published annual reports,bdisclosed aﬁ;
proximately one-third of the corporations were using fiscal years
other than the calendar year. The use of the calendar year by
other companies is chiefly the result of a habit which was brought.
about by requirements of the Excise Tax Law of 1909, and which
has persisted although the law was changed. The ranks of natural '
business year companies have shown a steady gfowth in recent years.
Many established companies change their fiscal years, of
| course, but in.dding so they must comply with federal and state
tax regulations and file interim returns for the changeover period.
This makes 1t much‘simpler to start on the natural business year

at the outset.

The choice of fiscal year for new'corporations is one
of many subjects on which lawyers and CPAsighould cooperate for
the benefit of theif mutual clients. The ﬁatural business yegr
committee of the American Institute of Certified Public Accountants
(270 Madison Avenue, New York 16, New York) will be glad to fur-~
nish, upon request, a pamphlet describing the advaptagas of natural

business year accounting and a list of suggested closing dates

for various types of business.



A Published Article —iMaqazine

WHY NOT
BUSINESS. V1

Prepared .

T

6l NATURAL
LAR?

Vi
by the

Illmow Soctety Commtttea on Natural Business Year

In the public practice of every:
OPA, the $64.00 question has always
been—*'‘Why do so many businesses
still close their books on the basis
-of a calendar year, when a closing
coinelding with their natural business
'year offers so many advautages?’’ As
many of ns know, it is sometimes just
about as difficult to get management
interested - in changing a ecalendar
year corporation to a fiscal year ns it
is to attempt to convinece a man to
change his religion or politics. So
we certified public accountants must
be dynamic sulesmen, constantly
preaching the gospel of the natural
business year, ‘This article, then, is
primarily aimed at furnishing prac-
-tieing aceountants with some nmmuni-
‘tion for use in our cold war aguinst
_the continuance of calendar year re-
“porting by many of our clients,

The average businessman, when
hearing  the natural business year
~mentioned, will usually admit having
heard about it at one time or another,
However, when pressed further as to
whether or not he utilizes it for his
business, in many instunces he will
answer you with a barrage of defen-
give statements, which may be sum-
marized as follows:

(1) The Iuternal Rovenue Servieo frowns
upon changing taxable years,

(8) Finaneiul roports will no longer be
comparative with other yonrs.

(3) Why shonld I use a flseal yonr when no
ono olss seems to uso ouel

HT]

(4) How will I be able to compare my re-
sults with my compotitors, who remaln
on a calendar yeur?

(8) (Deosperation clincher). The flseal yeur
idea - sounds good, hut fen’t it really
n device CPAs use to facilitato the
opreading of their work load so they
can accept more clientst

Some of us ight-be happy to
retreat after a defense such us this,
But if each argument in unalyzed
clearly, it can be reasonably answered
and defeated. Don't let your clients
side-step your nuggestion with any of
these old chestnuts, becsuse they just
won't hold water under close serutiny,
Let us disprove them one at a time, in
the same order listed above, ‘

Nunmser ONe—"'"The Internal Reve-
nue Service frowns upon changing
taxable years.’”” This is simply not
true, particularly for corporations,
Reg. 1.442.1 (¢) allows corporations
to change their year without advancs
pernvission if they have not changed
their tax year in the ‘previous iten
years, there is, no operating loss in the
short year period between the two
closing dates, the taxable income for
the short period is, when annualized,
at least 80% of the taxable invome for
the preceding year, and other minor
technical wqmremeuts are met, How.
ever, in cases wh«re prior approval is
novdwl beeausoe of failure to micot onn
of the aforementioned requirements,
a strong business purpose wmust be
demonstrated,  The uatural bhusiness



40 THE JLLINOIN CEIPIFIED PUBLIC  ACCOUNTANY

yeur is neeeptuble ny wuch n purpose,
A word of warning might be appro-
printe here, If the short period in
one resulting in. an opernting los,
perminsion to change years may well
be denied no wmatter how strong a
business reason the corporation might
have for roquesting the year chango,

Partnership year changes are a bit

move diffleult and are allowed without
the Commissioner’s prior consont only
it all of the principal partners (in-
tovests of 5% or more) have the same
tnxable year to which the partnership
changes, [Reg.1.442-1(b)(2)]. From
the forégoing, it appears the Internal
Revenue Service is not against the
*idea of changing taxable years, and
-in fact encourages changes to a natu-
ral business year,

Numsern Two—*'Financinl reports
"will no longer be compurative,’' This
rmay not appear to be wmuch of an
argument to anyone with an necount-
ing background, but to many busi-
nessmen it may well loom as insur-
mountable; Accountants should show
their clients that it is possible, in
most instapces, 10 prepars coparn-
‘tive figures\ which will be suitable for
management purposes without an un.
due amount of effort. In other worls,
figures for the prior peviod usually
may be restated so that they cover a
period that iz comparable to the short
year period of change, Also, the com-
parative statements applicable to the
first twelve month year after the
change will require restatement. The
accountant should indicate the fact
that the benefits of having the com-
plete picture of a full operating cycla
will more than outweigh this addi-
tional effort of vecasting figures for
compurison  purposes,
orcs require no significant changes,
and the year-end closing work, be-
cnnse of reduced inventory and gen-

Intornal rec.’

eral slowdown, will require less effort
to complete,

NMumper Turee—'*No one clse in
on a fisenl basis.”’ ‘This fullacy s best
demonstrated by eiting the most eur-
rent fizures available trom the Tu.
ternal Revenue Servico on the num.
ber of corporate tax returns file:d on
tho basis of flucal years, Tho figures
show that for tax years through June,
1056, 48% of the corporate returns
wore on a fiseal basis, as compared
with 1930 when the percentage was
ouly 13%. This is an inerease of
almost 8300% in 26 years.- Actually,
we anticipate that it will not be long
until the number of corporations fil-
ing on a calendar year bas's will be
in the minority, so how can anyone
still contend that: ‘*No one else seems
to use a flscal year’'?

Numner Four—**I would be unable .
to compare my operations with com-
petitors remaining on a calendar
yenr,”' As in argnment number two,
this is a matter of recasting your fig
ures to a comparable basis for man-
agement purposes. This is not an
uncominon procedure. As the above
mentioned percentages disclose that
more and more businesses are chang-
ing to the ratural business year, it
will eventually be the calendar year
corporation that will be required to
reeast figures in order to be compara.
tive with fiscal year competitors. '

Numser FMve—‘The natural busi.
ness year is merely the CPA’s method
of sproading his work load.’’ Let us
be' honest and admit that the CPA

"does benofit from fiscal year closings

of his clients, Its universul use would
do much to assivt him in keaping a
stoady stalt of'competent employees
and anlso permit additionnl interim
work, Howover, the benefits derived
by the OPA, which after all fow

- 17 -



WHY NOT TIIE NATURAL BURINEHR YREAR G , 41

eventuully to his. clients, are small
in relation to what the businessman
gaing,

What are thess benefits the busi-
nessman gains through use of a nat-
~ural year? We are certain that all
accountants know them, but let’s re-
view and re-emphasize them, The list
below gnmmarizes some of the prin-
cipal benefits derived through the
uge of the natural business year. This
is not intended as an all-inclusive list
of benefita, Many of you will have
“some of your own to add, peculiar to
- individual businesses or industries, or
‘cansed by geographic locations (i.e.,
‘physical inventory takmg in nevore

'“'eather eto.),
(1) The halance sheet will usually prossnt
' the company’s most liquld position—
" frequently a help in getting bauk evedit,
‘(2) The income statement will caver oune
© complete business eycle—rather than a
~ mixture of the end of owo aenson and

the beginnlng of another,

“(RB) A fiseal year avolila confusion with
calendar year-and activition, payroll tux

. returns, ete,

(4) Inventory can he taken whon it 1u lowest
. and when employeos nre lenut Lusy,
(8) Financial statements for euch yonr

should he availuble enviier,
{6) Income tax returns will show wmnller
: amounts for inventorios and nccounts
recelvable, thereby reducing the aven of
possible dispute with the government,

Item four alone should cause the
average small corporation to consider
how much of a saving can be effected
by use of the natural business year,
Obviously it is preferable to shut
“down a plant when taking a complete
physical inventory. Such a stop in
production during the peak season,

poupled with the cost of the mon

assigned to- take the inventory, ean
he & very costly procedure, There-
fore, it is simply good logic to take
mventmy when it is at its Jowest
level, and when the oss of production
cunsed by the shut-down will be least
harmful, If the natural business year

“will promote this saving, cun the aver-

age businessman afford to ignore 1ts
uses and benefits?

A further point to consider when
discussing the use of fiseal years with
clients is the option new. corpora-
tions have to adopt in their first re-
tarn a fiseal year without Treasury
Department advance approval, (Reg.

"1.441-1), Our committee has in the

past conducted an informative cam-
paign in this respect through contaot.
ing incorporators of new corporations,
Wo believe this is an important ele-
wment to be considered in planning
for new corporations, which is some-
times unknown ov overlooked by the
incorporatorn,

The naturnl business year of an
enterprise has heen defined as a period
of twelve consecutive months, or thir-
teen poriods, ending when its activi-
tien huve veached the lowest point in
ity aununl cyele. This means that
inventories, accounts rveceivable and
puyable, and bank loans, if any, have
all been vedueed to their anunal mini-
mum. We Lelieve that all accountantsa
are familiar with this definition, but
ave our clionts also just as familiar
with ita meaning? 1t is up to ws to
sce that they are, beeanse, in the final
anulysis,” the natural business year
dootrine is sprond most effectively at
the “‘grass roots’’: lavel,
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Iz -Dee~31 the best date for your
farm store to wind up its business
affairs? Would Jan. 31 be better? Or
Nov. 307

Statistics published by the Internal
Revenue Service show that about
T5% of new corporutions, filing in-
come tax returns for the first time,
do so on a natural (fiscal) year basis.
Unless your firm's natural business
year and the calendsr year are one
and the same, you too may want to
consider uslng a ﬁscal or natural busi-
ness year,

Generally, the sprlng and summer
months are the busy srasons for farm
stores. These months would not be
suitable for closing the hooks in many
instances. For many farm stores,
however, Dec. 31 is not n good cut-off
period either, Inventory-taking and
the holidays complicate the job. It
may be that a late fall month might
worl out best, even though your store
uses the Dece. 31 closing and you have
“always done it that way."”

A ‘“fiscal” year is a period of 12

~months which ends at the close of
- some month other than December;
actually a company's fiscal yecar
should be, and genecrally is, its nat-
“ural business year. The natural busl-
ness year of your company is that
period of 12 months which ends when
business activities have reached their
lowest. point in the annual cycle.

The advantages which flow from
‘the use of a natural business year are

several, Financial statements are
more informative since they veflect
the results of policies in force during
a complete cycle of operations. Not
only are the financial statements like-
ly to be more informative, they are
also prepared at less cost, as a gen-
eral rule, since fewer arbitrary ad-
justments are required. Then, too, in-

- ventories can be taken at less cost,
with less interruption of usual activi—
ties and, undoubtedly, with more ac-
curate results since they would ordi-
narily be at a minimum. To the ex-
tent that distortion of business in-
come is avoidcd by the use of a nat-
ural business year, the tax Dbite is
spread more cvenly over the years,
too. These are merely a fow reasons
why use of the natural business year
hag Incrensed. Any busy exceutive
who has faced n yeac-end closing at
a time when his business activities
were not al theie lowest will be uble
to ndd wdditionnl veasons of his own
1o justify the use of n naturnl busi-
nesk year,

Lheea was onee o Lime when bast-
estsmen conld  ehaet thelr conrse
.without veekonime with the Commls-
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sioner of Internal Revenue. (Would
that we could today.) Now, however,
your silent partner in Washington
may be concerned with any plans you
may have for the use of a natural
business year.

A new corporation may choose any
accounting period for its first tax re-
turn; while the first tax return may
cover a period of less than 12 months
from the date the corporation was
organized, it may not, of course, re-
port a period in excess of 12 months.
However, even though the corpora-

tlon's taxable year hos been estab- '

lished, it may be changed without
prior approval of the Commissioner of
Internal Revenue if:

(1) s accounting poriod has mot
been changed during the lagt
10 yours;

(%) 1t does not have a not operat-
liyr loss for the “short perlod”
botween: the end of Its estab-
lished year and the beginning
of the new fisenl year;

(8) i1s income for tho “short peri-

od,” when annualized, s at
least 809 of its Income for the
preceding taxablo year, and
(1) its “specinl status,” 1f it has
one, s thoe samoe for the “short
period” as for the preceding

taxable year, (Cersonal holding’

companies, foroign personal
holding companies, exempt or-
wanizations, forelgn corpora-

tions not dolng business in the -

U.8., western hemlisphare trade
corporations, and China Trade
Act corporations have “specinl
stutus.”) '

All four requirements must be met

and a statement to the effect that the .

requirements have been met must be
submilted with the corpor atlons re-
turn for the short period.

If your business is operated as a
partnership, you may find that your
partnership tax’ year must generally
coincide with the taxable year of your
principal partners. However, if you
can provide sound business reasons
to support the use of a different flseal
year, the Internal Revenue Service

‘may give you permission to change

your pavtnership year.

An individual condueting his bust-
ness as o proprictovshin may repovt
his income on a fiscal year basis,
Prior approval ol the commissioner s
reguived, however, belove changing
Lo n fiseal year or from one ilseal year
to another,

An aceonnting expert fn your conw-

munity is qualitied 1o explain fuviher
details of the natwead Iasiness yoar.,

i addition, he can explinin move (ully
the procedures necessary o chaone
your progvim, Porhiaps on Do, at,

1060 you can plan o spewd Now’

Yoar's Wve at home avithout think-
Ty about (the aaual inventoey cound,
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WHAT'S YOUR REASON FOR NOT USING
A _NATURAL BUSINESS. YEAR?

The average businessman, when hearing the natural
business year mentioned, will usually admit having heard about it
at one time or another. However, wheh questioned as to whether
or not he utilizes it for his business, in many instances, will
answer you with a barrage of defensive statements, such as, the
:internal RevenuafService frowns upon changing the yeér end date
vfrbm_baiehdar to fiscal; financial reports will no longer be comQ
‘pargtiﬁa with other.yeara; why should I use it no one else seems
to; how will;i be able to compare my results with my competitors'
 who feméin-on a calendar year end basis; and finally in despera-
_tion With pérhapa a hint of a smile of victory on'his face, 6h!
>it abunds like a good idea, but just between you and me, isn't
‘it really a device CPAs use to facilitate the spreading of their
work load so they can accept more clients. '

Some Qf us might be happy to retreat after a comeback
such aé'that, but:instead of retreating let us review each of the
arguments whicﬁ'have been levied agalnst the use of a natural
business year andlsee if we can answer them.
| First - The Internal Revenue Service frowhg upon the
changing of year end dates from calendar to,fiscal.

| The American Institute of, Certifiéd Public Accduntants"
 book]et’ "Do You Close Your Books On New Year's ‘Eve?", has the |

following to say on this question:

"Tax regulations allow corporatidéns to change their year
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end closing date without advance permission if they haven't
/changed their tax year in the previous ten years, there is no

| loss in the interim period between the two closing‘dates, and
certain other réquirements are met. Other taxpayers (including
corporations which do not meet these requirements) must request
permission within one month after ‘their new closing date. A
partnorshipvmay not adopt or change to a tax year other than that
ofkcllnits principal partners, unless the government is satisfied
that it”is for a business purpose. |

"State tax authorities will generally give permission
for a change of fiscal year approved by the federal government.'

~ "Interim returns must be filed with the Internal Revenue .
Servicéi(and with state taxing authorities where applicablef for
the period from the end of the present tax ‘year until the begin-
ning of the new fiscal year."

From the foregoing, it appears the Internal Revenue
Servicé‘igknot against the idea of changing year end cioéing dates
and for the advantages to be gained by doing go,Jit appeérsnlittle'
effort on the part of business is required in most cases. |

| Second - Financial reports.will no longer be comparative.

This may not appear to be much of an afgumént to anyone
with on accounting background, but to the avo;age businessman it
may loom as insurmountable. Accountanté should show their clients
that is 1s possible in most instances to prepare comparotive
figurdé which will be ouitable for manaéement purposes without an

undue amount of effort. However, he should’ indicate also the fact

thét the benefits of having the complete plcture of a complete



operating cycle will more than outweigh this additiohal effort.
Internal records reduire no significant changes, and the year end
closing work, because 6f reduced inventory and general slowdown,
will require less work with more personnel available to do it.

Third - No one else is on a fiscal basis.

| The most current figures available from the Internal
Revenue Service disclose that for tax yeafs through June 1958,
h7$Zof the corporate returns filed were on a fiscal basis as com-
pared with 1930 when the percentage was 13%. Figures are not
a?ailable as yet oh-other than corporate returns but this increase.
df approximatelf L00% in corporations maintaining their records
on a fiscal year basis is more than indicative of the current
intefest being shown in the use of the natural business year. The
figuréé for the current years, when available, will without doubt
raise the percentage rate.

Fourth - How will I be able to compare my figures with
other éompanies in the same business field as I am?

Again, this is a matter of adjusting your figures to a
comparable basis, and as mentioned previously, suitable figures
éan be provided for management purposes in most situations. This
is not an uncommon procedﬁre and as more and more businesses
change to the natural business year, it will eventually be the
calendar year end businessman who will have to adjust his figures
'in order to review comparative results of his competitors.

Fifth and last - The natural business year is merely

the CPAs' method of spreading out the work ‘load.

It would not be honest to say the CPA does not benefit

22



from fiscal year closings. Its universal use would do much in
asgsisting him in keeping a steady staff of competent employees.

and also permit additional interim work. However, the benefits
derived by the CPA (which after all flow eventually'to his clients)
are small in relation to what the Bueinessman'gains -- more mean=-
ihgful repoftsf less pressure en his employees during peak periods,
results of opefatiens' figures earlier,. better budgeting, and |
not the least of all ‘a reduction in number of’deciaiens he'must
,make on matters of importance during peak loads.

Now with the objections answered perhaps we should ‘
vreview’the benefits derived from the natural business year in
-addition to those mentioned previously. Some of these advantages-:
'are:f | |

1. Inventory can be taken when it is lowest and when
employees are least busy. |

| 2. The balance sheet will show the company's most

liquid position -- always a help in getting bank credit.

3. The income statement will show results of‘operétione
during an annual cycle of the business -~ rather than a mixture
of the end of one season and the beginning of another.

hQ. Financial statements for each year will be avail—

able earlier for the following year'e plannihg.

5. Tax returns will show smaller amounts for inventories
and accounts receivable, reducing the area of possible dispute

with the government.

The firet item alone should.cause the average business-

man to consider how much of a saving he can effect. It is not
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unusual to shut down a ‘plant when taking a complete physical
inventory. Such a stop in production during the busy season
coupled with the cost of the men assigned to take the inventory
can be a‘verytcostly procedure, however necessary it may be.
4Therefore,'it is no more than good sinple logic to try to teke
inuentori when it is at its'lonest:levei to reduce the cost and
time lost in tsking it. If the natural business year will assure
this, can the average businessman afford to ignore its uses and..
benefits? |
Let me say in conclusion that the fact that h1£7of

the corporations are now filing on a fiscal basis either indicates
the proven value of the natural business ‘year, or that the CPA
is a better salesman than generally believed. I'm sure you will -
~agree that it is the first reason, the proven vaiue of the natural.
business year. |

 In addition to the booklet "Do You Close Your Books On
New Year's Eve?", the American Institute of Certified Public Ac-
countants has published a pamphlet called "Suggested Fiscal
Closing Dates" 1isting some of the more common industry and
trade suggested closing dates. Review the situation at: your
office and see if you don't decide that for every difficulty \
iattributed to changing to a fiscal year closing basis, at least

two benefits will :accrue.
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THE NATURAL BUSINESS YEAR

Is This Just An Accounting Term Used By
Overworked Accountants - Or Is There
Really Something To It

I have been asked to discusg with you for about ten
minutes or so the what, why, and how 6f an accounting term - the
,natural business year. |

| After ‘I am through speaking, I would be glad to answer
anyrquestions that come to your minds insofar as I am able.

Now - I believe a good introduction to this topic would
vbe'for'us'to eavesdrop just a little bit.

h I overheard the following conversation one bright -sun- -
shiny March day on the sands of a Florida beach -

"This is the life. Caught a big 'Blue'.yesterday - been
after one for many‘a moon." (To you land lhbbers anything referred
to as a "Blue" in this section of the country is a blue marlin,
one of thé largest‘of the game fishes that can be caught 6ff‘the’
Florida Coast.) "Way I feel now, I could take Ben Hogan, Sam
Snaad and the whole lot of 'em on any eighteen holes in the
country."

"Yes, George, I feel almost as good. But I can't’ help
worrying about that invéntory."

"Oh, for Pete's sake, Jim, forget 1t and‘relax, won't
you? You'll get ulcers and your vacation isn't going to do you

any good at all."

"But, Ceorge, don't you worry about your busihesé while

you are away? Especially when you know that your inventory was



unusually high at the end of the year. And you're not sure but -
that your people taking the inventory Bétween Christmas and New .
Years weren't just as high - some joke." |

"So that's what is really bothering you. I don't have
to worry about that. I don't have any tax returns or yeaf end
worries to spoil my vacationl™

"What do you mean-;-" ‘ |

"Get ydur'CPA to explain the natural business yeér”prin-
ciple as it applies to ybur business. You are in the same type of
busineas I am and you can make your reports and tax returns in' the
fali; And, while he is putting youf business on the proper ac-
counting year, have him change,yoﬁr personal tax return to the same
fiscal year basis, then, you, too can get rid of the year end |
biues -~ and I'm ndt speaking of fish this time."

Let's imagine that Jim went back home énd talkqd to his
CPA abﬁut‘th;s problem. And let's just listen in on»the whole
ﬁhing;; Here 1s about what the CPA would be saying. |

| Well, Jim, first, let me explain that the naturqlvﬁnsiness

-year is not a new idea. Many years ago - vefore income tax.-
péople started kéeping records to see how they were doing financially
aﬂd 6therwise. In certain types of business they would start a.
record at.the start of a jéb or a trading vehture and "close the
books" when the job was over. The number,of months or.days wasn't
. material. As they got bigger, they found themselves running
several sets of books ét the same time quite frequenply. 'As book-
keeping prdgressed, a desire for comparisohs_wag created and, in

order that éomparisons could be more easily made, a regular closing



period was desired. The business man believed that the record
keeper was an evil to be avoided as mﬁch-as possible, and he’
frequently found that the records were a side line. Therefdre,
from necessity rather than desire, the books were only up to
date in slack periods when he could ﬁut the time on them.
 Businesses used many closing dates other than December
31 prior to the enactment of The Federal Ekcise Tax law of August
5, 1909. This law required that reports be filed on the calehdar
year basis. - To avoid confusion, many corporatidns'changed at
‘that time‘tO‘the‘calendar year. When the income. tax law of 1913
was put on the staﬁutes, it properly permitted the use of a’fis-
" cal period'other than the calendar yéar. But thé damage'haq
apparently been done. q
| | The income tax law has had the greatest deterring effect
on the use of the fiscal year in the past, due to setting up, from
time to time, different methods of computing tax ‘on other than'
calendar year corporations. Now, however, with a most highly
complex tax structure which tries‘to cover every evéntuality;'wé
are at the point where the calcuiation of an acchrate net 1n¢ome
is'much more impdrtant than a mechanical calculation of the tax
itself.. _
Whicp brings‘us up tq a general ﬁn&érstanding of what
the term natural business year means. Techﬁically it means the
use of a fiscal period of accounting which most clearly reflects
a completed cycle of the business.  In other words, the‘business
has fewer accounts receivable, fewer loans from banks.a;d a small

inventory at a particular time of the year; that is the time when
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the books should be closed.

Due to our reporting for income tax purposes, the
Securities and Exchange Commission, and other regulatdry govern-
mental bodies, as well as our natural desire for comparisons with
prior periods, we have necessarily come to a twelve month period
(sometimes using thirteen equal periods of four weeks 1in place
of twelve months of unéqual slze) as the only acceptable ac-
counting standard.

Now, here's the bug. We have become so accustomed té
saying "Happy New Year" on January lst that we have carried it
into our businesses. Regulatory bodies, groups, cooperatives,
certain manufacturers, particularly automotive, for example have
found it nééessary to have all reports, which they require, made
on a uniform basis. Many of these require calehdar year state-
ments because they have been done that way for such a long time
that they feel the change would be too hard to explain. In many -
cases,‘the volume of income and activity of the reporting'bﬁsi-
nesses has been increased but the thinking has not followed uhrough
as to how to increase the accuracy and speed with which all these
businessés canvreport their results of operations for the previous
annual period.

Let me digress a moment. First, I would like to say
that the calendar year can also be the natural business year. If
'December 31lst is the time of least activity ana greatest liquidity
of the business, then that should be the annual closing date. You
are interested in the greatest accuracy in your statement. Yéu

are interested in having the internal revenue department change



your tax returns as little as'possiblé.' You are interested in
taking an accurate inventory as quickly as possible. You are
interested in having your CPA prepare your statements and do
xyour.apdit work as inexpensively to you;and as quickly as pos-
'sible. You are intensly interested in planning for the future.
All thesg and mofe, are readily adcomplished with your repogting
being baéed on an acceunting year which most clearly reflects a
completed cycle of business. Again 1ét me emphasize that the
nétural business year is an annual repérting period based on a
closing.date that occurs during a time of least‘activity and
.gféatesﬁ liquidity. |

Let me also emphasize that you are not alone if your
business is run on a fiscal year other than the calendér year.' I
do not bévé any figures later than for years ending thgough ane
1958,’but that year shows that 47.4/o0f all éorporate tax returns
filed;were-ggg filed on a calendar year accounting period. I
4shouid-explain that many of these returns were of the small corpo-
rations and didn'ﬁ hecessafily represent the same percentage of .
~tﬂe total reborted net income. But, you will find that almost all
new businesses.are usingta fiscal period other;than the calendar
year. o

There are several reasons for theédiscrepancy between
large and small corporations that I can think of at this time.
\First, is the fact that many of phese bigicorporations have no
'natural‘period.of twélve months. A naturél accounting per;od of
elghteen months or even longer, would be the,natural.reporting for

some. Secondly, many of these large corporations have diversified



their activity by acquiring businesses that may each have a slack
period, but on the whole, level out very well. Then tpo,vthe,
larger corporations are frequently tied to regulatory bodies suéh
as the ICC which may require calendar year'reports.

Many regulatory quies have required that books and re-
ports both be on a calendar year ba§is in the past because no |
thought.had been given to make the &ask easier on the business
entity. Now, however, more and more state“énd Federal agencies
are permittinglfirms,td maintain records on a fiscal year basis
and have even sought advice as to the use of a natural year. Once
this stumbling block is removed, many more businesses will learn
the advantages of the natural business year. ,

The: American Institute of Certified Publiec Accountgnts
has prépéred a couple.of pamphlets, one of which shoﬁs recommended
closing dates for several types of businesses. The other is en;
titled "Do You Close Your Books On New Year's Eve?" Ask-your.CPA
to show you these. ‘ |

You know, its really just good common sense. When your
business cycle is finished, you should close your books and make
ydur financial sﬁatements, That way you have more facts and less

guesses.,



DO _YOU CLOSE YOUR BOOKS ON NEW YEAR'S EVE?

It is a pleasure to appear before you for the purpose
of preaching the gospel of the natural business year and of ex-
plaining the many advantages of a business reporﬁing«its financial

activities on the basis of the natural business year.

Do you close your books on New Year's Eve?

December 313t is an inconvenient.daﬁe in ﬁore ways than
one for the closing of a company's fiscal year. Many businesses
are in the midst of a busy season. Various reports must be pre-
pared for filing with governmenﬁ agencies in .January. The auditqrs
are certain to be under the pressure of other engagements for
clients who use the calendar year.

Why then do o0 many combanies still have fiscallyears
ehding December 31lst? |
| Historically, this is a fairly recent habit. Italian
merchants of the Fifteenth Century closed their books at ‘the end
of each trading venture or whenever the pages ‘were filled. Annual
closings were not customary until the Nineteenth Century. The
\Qide-spread use of the calendar year for corporation accounts in
'the United States was brought about by redﬁirements of the excise
tax law of 1909. Although the taxllaw has been changed, the
calendar year habit has remained.

What are the advantages of using your naturgl business
year as your fiscal year? Here are some:

1. Your inventory can be taken when it is lowest and

when your employees are least busy.
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2. Your balance sheet will show your most’ liquid position;

always a help in getting bank credit..

| 3. Your income statement will show results of operations
during an actual cjcle of your business -- rather than a mixture
at the end of one season and the beginning of-another.

L. You will have yourlfinancial'statements for each
year at the time you need them for planning the following year.

5. Your certifiéd’public'accountantsywill be able to
render_serviéé to you more effectively when they are noﬁ in‘the
midst of calendar year auditing. |

6. Your banker will have more time to review your annual
- report when he is not at his busiest time Qf the yéar.

'Some enterprises do not have a natural business year and
opefmonth is ‘as good as another in which to close thqiyear's busi-
ness. This applies particularly in those businesses where monthly
sales are approximately the same throughout the year. Such busi-
nesses‘will nevértheless find it advantageous to close their
books on a fiscal year bésis rather than a calendar year when so
many other reports are required. -

A question may be in your minds -- What ié the natural
business year? vThé naturél business year .of an enterprise has
been defined as a period of 12 consecutiv; months ending when ité
' activities'hﬁve reached the lowest poinp in its annual cycle.

This means that inventories which have been depleted in the active
selling season have not yet been replenished. It means that
accounts receivable are probably at their minimum. It heans that

bank loans, if eny, have been reduced to their annual minimum.
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In the public practice of.évery C.P.A., the $6L question
has always been -- Why do so many businesses close their bboks~on
‘the basis of a calendar year when such businesses would be so much
better off having a closing which coincides with their natural
- business year?

| The best illustration of what constitutes a natural
business year probably can be derived from the canning industrys
A cannery may operate three or four months a year in packing its
merchandise and then be closed down for the balance of a l2-month
“period. However, during the latter period it is distributing the
merchandise packed during the early period,‘ Its natural year wou}d
end at the time when its inventories are at the lowest point aﬁa
| when' the new canning season is about ready to start, but has not
started.

For those firms which have a natural year, the tax
'repurns and financial statements at December 31lst include a aan?
glomeration‘of operating results of two or more cycles; whereas,
if the income statement is prepared on thévbasis of the natural
year, it is much more meaningfui as it covers only one complete
cycle. The work of compiling inventories during the holiday
season when inventories are rélatively;ﬁigh is tedious. The
figures obtéined-may show cash low, wiéh_inventorieq, receivables
"and payables at a high point. Why not accomplish this work when
inventories are at the low point for the year and when outside
activities are not so much inclined to affect the eff;ciency of
the organization? Tt is much easier to take inventory at the 1ow

\

‘point and actually a bettérwinventory will be taken and a more
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reliable figure compiled.

Your balance sheet will have a different look too,‘ as
inventories, receivables and payables will be relatively low and
the cash position should be much better than at any other time
. during the year. At this time, it is much easier to determine the
true financial status of your company. It is also the time: when
'menagement‘should review its operations for the past year and start .
‘laying its plans for the coming year. It is at'this.time that
1deas for improving‘sefvice to customers should be explored and
 developed. ‘
| The size of the company is not controlling. Small and
large'businesses have the same privileges and they have the same.-
advantages over the'natpral business year.

In order to determine your natural bueineas year, yoﬁ w;il‘
have to compareé your business activity month by month. A blank
chart has been prepared which will help you and your C.P.A.'s to
find the best closing date. The effect of your vacation echedule

on the new closing date should also be considered.

How to Change

The change to a natural business year presents few pro-
blems. The by—laws of the corporation may have to be amended the
tax regulations must be observed, and companies regulated by the
. SEC must file interim reports from the period between fiecal yeare
and three months or more. |

Before making a change you should of course, have the

advice of your C.P.A.'s and your attorneys.

The change from one accounting period to another always
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requires a short-period return for the. transition. 'To gain all
the advantages of using your natural buéiness year, you will want
to apply it to your tax returns also, of course. |

Under regulatlons (Reg. § 1.442- 1(c), if the short tax-
able year ends on or after March 1, 1957, corporations (but not
other taxpayers) may chahge their accounting periods.without
specific permission if they meet all the following tests:

l. The corporation has not changed its accounting period
at any tihe within the ten calendar years ending with the calendar
year which includes the beginning of the shortvperiod required tor
effect the proposed change;

2. The short period required to effect the change is
not one in which the:.corporation would show a net operating loss;

3. The taxable income for the short period is, when
annuélized, at least 80 per cent of the taxable income for the
preceding taxable year; and

L. If, for the short period of the preceding taxable
year; the borporation was a personal holding company, a foreign
_personal holding company, an exempt corporatién, a non-resident
'foreign corporation, a Western Hemisphere trade corporation, or a
China Trade Act corporation, it must have had the same status as

[

such for both years.

A partnership may change 1its acbodnting period without
the Commissioner's prior consent only if all of the principal part-
ners (those having ah interest of 5 per cent or more in partnership
profits or capital) have the same taxable year to which the partner-:

ship changes, or if all those who do not have such a taxable year
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concurrently change to that year. The‘individual partners must
always secure permission to make the change. (Reg. § 1.442-1(b)(2).
A new taxpayer may adopt either‘a calendar or a fiscal
year basis on the first return. (Reg. g 1.441-1).
State tax authorities will generally give permission for
a change of fiscal year that is approved by the federal government.
"Highly competent authorities have this to say about the
natural business year:
The New York Stock Exchange says:
"The natural business year of an industry
in which a company is engaged is recommended
unless impractical for special reasons, as the
fiscal year of the company instead of the cal-
endar year."
The Chief Accountant of the Securities and Exchange Com-
.mission says:
"Advantages to be obtained from the
adoption of a fiscal year-end date which co~
incides with the lowest point in the annual
cycle of operations are clear and to my mind
have never been shown to be out-weighed by
related disadvantages."
The Natural Business Year Committee of the American
Institute of C.P.A,'s has prepared a list of suggested closing
dates for various industries. It is available upon request..
Now, in conclusion; it is apparent that business has
finally seen the light. We are glad to be able to report to you
" that the latest figures released by the Internal Revenuse Service

reveal that non—calendar corporate returns have now reached 1,8%

of the total. This proves that the fiscal year doctrine is gaining

ground everywhere.



We must say that this is great progress since the early
days of the 1930's when the comparative figure was 15%.
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SAMPLE SKIT

The following material was presented by two members
on the committee for natural bueihegs &eaant the Middle
Atlantip States Accpunting Conference, Washinstoh. D. C., in
June 1950 and ‘was received with enthusiasm.

The ekit has been included in the kit as it may,
with appropriate revision for local color, be an interesting

and effective means of promoting the‘naturél business year.

-



NATURAL BUSINESS YEAR COMMITTEE SKIT

Speaker # 1: "Pardon me, are you iooking for somebody here?" .

Speaker # 2: "Yes, I'm Jim Tax Refund from down in Columbia, S. C. ' I'm
looking for an accountants' meeting here."

Speaker # 1: "That's not your real name; is 1t2?"

Speaker # 2: .Ahhh--ﬁo. That's Just the trade name I use. I have a
public aécounting practice in Columbla. I find 1t helps business
a lot ;‘brings‘in a lot of clients, &ou know. I'm jJust up here
looking around for the convention hotel and----'

Speaker # Ls "Excuse me, but aren't you wearing your clothes backwards?"

Speéker # 2: "Well, I Just don't kmow whether I'm comlng or going. You
know I've been working right hard 7 days a'week-~éhd‘1'velju§t
‘gotten through with the tax season, and the truth of the matter
is that I can hardly stend up." |

Speaker # l: "Let me heip you. They keep you busy these days, don't
they?" | |

Spéaker # 2: "Well, I'm about: through now. I go back to the farm, you
know, for about.six months, I'm all through with the tax season
rush--" |

Spéaker # 1: "Don't you have any work to do now?" |

Speaker #2: "No, I don't have much. I milk the cows and ‘féed,.the
chickens end those kind of things." ‘,

Speaker # 1: "Haven't you ever heard of The Natural Business Year?"

Speaker # 2: "The what?" |

Speaker # 1: "Let me tell you about the fine work that State Soéietiee
are doing for the Natural Business Year. First let me----"

Speaker # 2: "What's that? Natural Business Year? What do you mean?

What are you doing to my clothes here?"
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Speaker

# 1: "I'm just trying to stralghten you out a little partner."
(Speaker #1 helps #2 take off his hat and to put it back on

~ properly.)

Speaker
Speaker
Speakef
Speaker

Speaker

Speaker
Speaker

Speaker

# 2: "What's wrong? Isn't that the way everybody does 1it?"

# 1: "No Sir."

# 2: "Oh it's not. 'What do you mean?"

# 1: "Let me straighten you out a 1little bit. Now the Natural
Business Year 1s a year that is good for not only the accountants’
but also for business people. They don't all have to close their
books December 31st, After all they have a great‘deal of work to
do December 31lst. You take the--" |

# 2: "Of course we.all have a lot to do at that time, it's.a bit
of a problem for us in our practice. Thls year we had one good
man to leave us. We always try to work six days a week and three
of those days have to be thirty-six hour days, and the wife of |
one of our best young men sald that he could only work two days
a.week on a thirty-six hour basis, but we Juét couldn't make
exceptions. We have to hold the line you lnow, can't let anyone
slip. We recognize that there 1s a problem there., What were you
saying about this thing?"

# 1: "Let me tell you a little bit about' this Natural Business---"
# 2: "Whoa here. What are you doing to me?"

(#2 1s taking #1's tle and coat off and helping him to put it
hack on properly.)

# 1: "I'm just straightening you out a little. I'll straighten
your practice out some too. You kmow you could make a litte bit
more money if you were to swltch over your clients to thé Natural

Business Year; then yocu could do some work through out the year.

You could take on more clients. It would be good for you. But

- 4o -~



don'tAforget this, you can't tell them that. You just tell them
that 1t's good for them,'

Speaker # 2: "It's good for me too? Say where did you learn about fixing

Speaker
Speaker

Speaker

Speaker
Speaker

Speaker

your clothes this way? You know what? When my wife was away for
a week I sprained my arm trying to tle my tie."

# 1: "Here, let's try 1t this way."

# 2: "Well, this is something. We can always learn something
new." |

# 1: "Now let me tell you a little more about the Natural Business
Year. Not Just to help you, but to help your clients also, For
example, 1f you have a school, tell them to close their books on
June BOth. Then they wlll have the operétions for the whole yéér-;
one cycle--in one year on the books. Let me tell you something
else. Your banker friends down in South Carolina would like 1t

a great deal because the financial statements will look better.
Accounts receivable are going to be down, inventory 1s golng to be
down and 1iabilities will te down. Cash will be up."

# 2: "Uh Huh Well, now that sounds nice. Now what did you say
that thing's called?"

# 1: "This is called the Natural Businegs‘Year, which you take
naturally."

# 2: "Well, you know what we were figuring about down in South
Carolina. We're all Repubiicans down there. You remember when
that "fellow" Roosevelt was changing "turkey day?" We thought

we could Just take a lesson from him and what we thought we

would do was to rearrange the calendar a little bit, and we were

going}to make 1t come in this order: January, February, May,

June and then March and April, and by‘that way we would push'
TR | |



March 15th and April 15th forward a iittle bit and give us:

% months for corporations and 5% months to prepare individual

returns."

Speaker # 1: "That is an excellent idea, but we have a better idea here,

Speéker
Speaker

Speaker

Every busilness uses ;t's own Natural Year. Suppose you take one
of these little pamphiets and carry 1t back with you. Do you
have any Ice Companies?"

# 2: "Yes. It gets a little hot down there you know,"

# 1: "Well, October would be the proper period for them to close
thelr books because by the end of October, you are all through
tbeir season. Do you have any cotton or textlle mills,‘I'm sure
you must have those down in South Carolina?” '

# 2: "Yep, yep."

Speaker # 1: "Well here's a pamphlet from the American Institute of

Speaker
Speaker

Speaker
Speaker

Certified Public Accountants. Readers pay attentlon to that.?
# 2: "That's all right but you've got to get the work done you
can't talk to there folks, uh---" |

# 1: "How about automobile dealers? Do yoﬁ have any automobile
dealers?"

# 2: “Well, yes, a few of us have cars down there."

# 1: "All you have to do is to take thisﬂto your automobile
friends down there and say here we haveia recommodation from the
American Institute of CPA's that automobile books should close
on October 31st and not December 31st. Does you State Society

down 1n South Carolina have a Natural Business Year Committee?"

Speaker # 2: '"No, I don't believe we do."
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Speaker

Speaker #

Speaker

Speaker

Speaker

#1: "Well you have to have someone'to stand behind you,  you
can't do all this by yourself, .Why don't you go back aﬁd falk
to_your State Society president ebout getting a committee
stabted,” | o v .

23 "Yeah, we héve a president. He ought to do somethin!
about this thing.

# 1: "Palk to him about appointing a Natural Business Year
Committee."

# 2: "Yeah, I can see you got something there.?

# 1: "Now look, the Amerlcan Institute has gon to a lot of

;trouble here. It has made up a Natural Buginess Yearvp:o-

Speaker

Speaker
Spe@ker
Speaker

motional kit

# 2:. "Promotion. That sounds like something I want to hear
more about.? ‘ |

# 1z "This 1s to help you.,

# 2: "Yes Siv."

#‘l: "Now you take this back to your Soclety presldent and ask

‘him to eppoint a Natural Business Year committee. Here is a

- promotion kit to be tﬁrned over to the committee, and all they

Speaker

Speaker #

have to do 1s' to read through this. ‘They have lots of ideas
here and plenty of 11terature. It's a wonderful little pamphlet.
You can pass it out to new corporations, for example. Even

lawyers. "Do ¥ou Close Your Books on New Years Eve“

# 2: "You're right, There are a 1ot of other folks doing other

things on New Year's Eve.)
1: "Well, Jim, I think we've got you straightened out., You

do something with your Soclety about thio committee and you can
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have them write to the American Institute Natural Business Year
| Committee for help."
Speaker # 2: "Right. I'm glad I bumped into you."
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REPORT OF THE COMMITTEE ON NATURAL BUSINESS YEAR

To the Councll of the
American Institute of Certified Public Accountants

Gentlemen:

The committee scheduled two meetings during the current
yeaf - one held in 8t. Louils on April 25 and one to be held in
Philadelphia on September 26.

The commlittee's program for the current year has proved
successful as all state socletles were l1ssued promotion kits to
‘agsist them in planning their campaigns, and articles deéling
with the natural business year appeared 1in The Journal of |
Accountancy, various trade magazines, and 1in several state soclety
publ;cations. As stated 1n a recent article in the Jdurnal,

47 .6% of all corporations filing income tax returns for a full
year in 1957-8 did 80 on a fiscal year basis. This is half again
as many as ten years ago and two and a half times as many as twenty
years agol Approximately 22,000 coples of the committee's pro- -
motional pamphlets were sold and distributed to interested partles.

The pbiicy of assigning all of th states to various
committee meﬁbers who act as regional cooﬁﬂinators has proved to be
highly effective. It serves the double purpose of utilizing on
a year round basis the talents of committee members and, aléo,
provid;é a method of communicaﬁing quickly and freqﬁently with

- those in state organizations Iinterested in advancing the cause of
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the natural business year. Possibly the regional coordinator method
could be adopted by other Instltute committees having the same need

as ours for frequent, prompt, and nation-wide communication and

actlion.

To asslst it in continuing its successful program the
committee on natural buslness year asks only for your support of its

activities 1in your indlvidual states.

Respectfully yours,

Harry F. Relss, Jr., Chalrman
Committee on Natural Buslness Year

September 25, 1960
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