
Small Company Wants To Elect A Tax
Year That Follows Its Business Cycle
Which Ends July 20. Is It Permitted

Small Company Wants To Elect A Tax Year That Follows Its Business Cycle Which
Ends July 20. Is It Permitted

When a small business considers its tax planning and compliance strategies,
one crucial decision revolves around selecting an appropriate tax year. For
many companies, aligning their fiscal year with their natural business cycle
offers strategic advantages, such as simplified accounting, better cash flow
management, and clearer financial insights. However, the question arises: Can
a small company that operates on a business cycle ending July 20 elect a tax
year that corresponds to this cycle? This article explores the legal and
procedural aspects of choosing a fiscal year that aligns with a company's
business cycle, focusing on the regulations governing such elections and the
conditions under which they are permitted.

Understanding Fiscal Year Elections for Small
Businesses

What Is a Fiscal Year?

A fiscal year is a 12-month accounting period used for financial reporting
and tax purposes. Most businesses select a fiscal year that aligns with their
operational cycle, while others may follow the calendar year (January 1 to
December 31). The choice of fiscal year impacts tax filings, financial
planning, and reporting obligations.

Why Choose a Fiscal Year That Follows Business
Cycles?

Aligning the fiscal year with business cycles provides several benefits:

- Simplifies accounting and record-keeping.
- Facilitates better performance analysis.
- Eases inventory management and seasonal planning.
- Ensures tax obligations reflect the company's operational realities.

For businesses with seasonal or cyclical operations, this alignment can be
particularly advantageous.

Legal Framework Governing Fiscal Year Elections



IRS Regulations on Fiscal Year Selection

In the United States, the Internal Revenue Service (IRS) permits businesses
to select a fiscal year that best fits their operational cycle, subject to
certain rules and restrictions. The primary regulation governing fiscal year
elections is found in the Internal Revenue Code (IRC) and related Treasury
Regulations.

Key points include:

- Most businesses can choose either a calendar year or a fiscal year.
- Certain types of companies, such as corporations, partnerships, and LLCs,
have specific rules regarding their fiscal year elections.
- The IRS generally accepts a business's chosen fiscal year if it is
established properly and adheres to the rules.

Mandatory vs. Permissible Fiscal Years

While many entities can select their fiscal year freely, some are required to
use the calendar year or have specific restrictions, especially certain tax-
exempt organizations or when the IRS has designated a specific period based
on their structure.

Exceptions and restrictions include:

- C Corporations: Usually have flexibility in choosing fiscal years.
- Partnerships and S Corporations: Typically adopt the fiscal year of their
owners unless they elect otherwise.
- Statutory Requirements: Certain industries or entities may be mandated to
follow specific fiscal years.

Can a Small Company End Its Business Cycle on
July 20? Regulatory Considerations

Business Cycle End Date and Its Effect on Fiscal Year
Election

If a small company's business cycle ends on July 20, it naturally raises the
question of whether it can set its tax year to end on that date. The IRS
allows businesses to adopt a fiscal year that coincides with their business
cycle, provided they follow the proper procedures.

Conditions for Electing a Fiscal Year Ending July 20

To legally elect a fiscal year ending July 20, the company must consider:

- The accounting period must be consistent with the company's business
operations.
- The tax year must be established through a formal election, typically using



IRS Form 1128 or through filing a timely tax return.

Key points:

- The company must demonstrate that its business cycle ends on July 20.
- The IRS generally permits fiscal years that end on any month-end date,
including July 20, if the company maintains a consistent period.

Special Rules for Certain Entities

Some entities, such as S corporations, may face restrictions on fiscal year
choices:

- S Corporations: Must generally adopt a calendar year unless they qualify
and file Form 2553 and meet specific criteria.
- Partnerships & LLCs: Usually have greater flexibility, often aligning their
fiscal year with their owners' tax year.

If the small company is a corporation, it can elect a fiscal year ending July
20 if it complies with the IRS rules.

Procedures for Electing a Fiscal Year That Ends
on July 20

Filing Requirements

To establish a fiscal year that ends on July 20, the company must:

1. Establish a business purpose: Demonstrate that the fiscal year aligns with
the company's business cycle.
2. File the appropriate election form: Typically, this involves filing IRS
Form 1128, "Application to Adopt, Change, or Retain a Tax Year," unless the
IRS automatically recognizes the fiscal year based on the company's
accounting period and filings.
3. Maintain consistent accounting periods: The company must consistently
follow the chosen fiscal year unless a formal change is filed.

Automatic vs. Non-Automatic Elections

- Automatic Filing: If the company's current accounting period ends on July
20 and it has consistently used that period for at least three consecutive
years, the IRS may automatically recognize this as the tax year.
- Non-Automatic Filing: If the company is changing its fiscal year or
establishing a new one, a formal application (Form 1128) is necessary, and
approval from the IRS is required.



Implications of Choosing a Fiscal Year Ending
July 20

Tax Filing Deadlines

The fiscal year affects the tax return deadline:

- For a fiscal year ending July 20, the tax return (Form 1120 for
corporations) is due by the 15th day of the 4th month after the year-end,
i.e., October 15.
- If the fiscal year ends on July 20, the company’s tax filing deadlines
shift accordingly, and planning is essential to avoid late filings.

Tax Planning and Cash Flow Management

Aligning the fiscal year with the business cycle allows:

- Better matching of income and expenses.
- More accurate year-over-year comparisons.
- Strategic planning for tax liabilities.

Potential Challenges

- Adjusting accounting systems to accommodate a non-calendar fiscal year.
- Ensuring compliance with IRS filing deadlines.
- Managing state and local tax obligations, which may have different
requirements.

Summary and Best Practices

- A small company that operates on a business cycle ending July 20 can
generally elect a fiscal year ending on that date.
- The IRS permits this choice provided the company complies with the
necessary procedures and demonstrates that the fiscal year aligns with its
business cycle.
- Proper documentation, timely filing of forms, and consistent accounting
practices are critical.
- Consulting with a tax professional or accountant can help navigate the
election process smoothly and ensure compliance.

Conclusion

In conclusion, a small company that ends its business cycle on July 20 is
permitted to elect a fiscal year ending on that date. The IRS recognizes such
elections as long as the business follows the appropriate procedures,
maintains consistent accounting periods, and demonstrates that the fiscal



year aligns with its operational cycle. This flexibility allows small
businesses to tailor their tax year to best fit their unique operational
patterns, ultimately facilitating better financial management and compliance.

Key Takeaways:

- The IRS allows fiscal year elections aligned with business cycles.
- Filing the appropriate forms and maintaining consistency are essential.
- Aligning the tax year with the business cycle offers operational and tax
planning advantages.
- Professional guidance is recommended to ensure proper compliance.

By understanding and leveraging these regulations, small companies can
optimize their tax planning strategies and ensure smooth compliance with IRS
requirements, ultimately supporting their growth and operational efficiency.

Frequently Asked Questions

Can a small company choose a fiscal year ending on
July 20 if its business cycle concludes on that date?

Yes, a small company can elect a fiscal year ending on July 20 if it
demonstrates that this period aligns with its business cycle and meets IRS
requirements for a valid accounting period.

What are the requirements for a small company to
designate a non-calendar fiscal year ending July 20?

The company must establish that its accounting period genuinely reflects its
business cycle and obtain IRS approval if necessary, especially if it
deviates from standard calendar year reporting.

Is there any IRS restriction on choosing a fiscal
year that ends on July 20 for a small business?

No, the IRS generally permits businesses to select a fiscal year that
corresponds with their business cycle, including ending on July 20, provided
the period is established in accordance with IRS rules.

What steps should a small business take to legally
adopt a fiscal year ending July 20?

The business should keep consistent accounting records, document its business
cycle, and file Form 1128 if required to obtain IRS approval for the fiscal
year change.

Are there tax implications or benefits for a small
company choosing a fiscal year ending on July 20?

Choosing a fiscal year aligned with the business cycle can simplify
accounting and tax preparation, but the company should consult with a tax
professional to understand any specific tax implications or benefits.



Additional Resources
Small Company Wants To Elect A Tax Year That Follows Its Business Cycle Which
Ends July 20. Is It Permitted?

When a small company considers its fiscal year-end, one of the key factors it
must evaluate is whether it can align its tax year with its business cycle.
Specifically, if a company's business cycle concludes on July 20, the
question arises: Is it permitted for the company to elect a tax year that
ends on this date? This decision has important implications for tax planning,
compliance, and financial reporting. In this comprehensive review, we'll
examine the rules, options, and considerations relevant to small companies
seeking to align their tax year with their business cycle, with particular
focus on whether ending on July 20 is permissible under current tax
regulations.

---

Understanding the Basic Concepts of Fiscal Year
and Tax Year

Before delving into the specifics of whether a company can elect a fiscal
year ending on July 20, it is essential to understand the fundamental
distinctions between a fiscal year and a tax year.

Fiscal Year vs. Calendar Year

- Calendar Year: January 1 through December 31.
- Fiscal Year: Any 12-month period ending on a date other than December 31.

Most businesses choose a fiscal year that aligns with their operational cycle
or industry standards, which can differ from the calendar year.

Tax Year Definition

- The tax year is the accounting period for which a taxpayer reports income
and expenses to tax authorities.
- In the U.S., the Internal Revenue Service (IRS) generally permits taxpayers
to choose either a calendar year or a fiscal year.

---

Legal and Regulatory Framework for Electing a
Tax Year

In the United States, the Internal Revenue Code (IRC) and associated
regulations govern the rules for selecting a tax year.



Default Rules and Flexibility

- Default: Most taxpayers automatically use the calendar year unless they
qualify and elect to use a different taxable year.
- Electing a Fiscal Year: To do so, a company must file Form 1128,
"Application to Adopt, Change, or Retain a Tax Year," and obtain IRS
approval.

Requirements for a Valid Election

The IRS generally permits businesses to elect a fiscal year if:

- The chosen year reflects a valid business purpose.
- The election is made in accordance with IRS procedures.

---

Can a Small Company Elect a Tax Year Ending on
July 20?

The core question: Is it permitted for a small company to elect a tax year
that ends on July 20? The answer depends on whether the company satisfies the
criteria for using a fiscal year that does not coincide with the calendar
year.

Eligibility and IRS Rules

- The IRS allows a business to adopt any accounting period that fairly
reflects income, provided it meets the following conditions:
- The period must be a 12-month period or a period of less than 12 months (a
short period).
- The company must file Form 1128 to request approval for a fiscal year that
is not the default calendar year.
- Business Purpose Requirement: The IRS requires that the election have a
valid business purpose, such as cyclical business seasons, inventory
considerations, or industry norms.

Specifics of Ending on July 20

- Since July 20 is a mid-year date, the company would be proposing a fiscal
year that ends on this date.
- To do so legally, the company must demonstrate that this fiscal year aligns
with its business cycle and that there is a legitimate business reason for
choosing this period.

Restrictions and Limitations



- The IRS generally prefers that the fiscal year be consistent with the
company's business cycle.
- Changes to the fiscal year are subject to IRS approval, and the company
must show that the change is justified.
- If the company is a small business or a corporation with a simple
structure, the process may be straightforward, but the justification must be
clear.

---

Procedures to Elect a Fiscal Year Ending on
July 20

For a small company intending to adopt a fiscal year ending on July 20, the
process involves several steps:

Step 1: Establish Business Purpose

- Document how the fiscal year aligns with the company's operational cycle.
- Examples include seasonal sales, inventory cycles, or industry-specific
practices.

Step 2: Complete Form 1128

- Submit Form 1128 to the IRS requesting approval for a fiscal year ending on
July 20.
- The form requires detailed information about the company's business purpose
and justification.

Step 3: Await IRS Approval

- The IRS reviews the application and may approve the election if the
business purpose is deemed valid and the procedures are correctly followed.

Step 4: File Tax Returns Accordingly

- Once approved, the company should file its tax return reflecting the new
fiscal year-end.

---

Pros and Cons of Electing a Fiscal Year Ending
on July 20

Before making this election, it is important to evaluate the advantages and



disadvantages.

Pros

- Alignment with Business Cycle: Allows for more accurate financial reporting
and tax planning aligned with operational peaks and troughs.
- Tax Planning Flexibility: May facilitate better management of income and
deductions within the business cycle.
- Industry Norms: If the industry standard ends on a similar date, this
alignment can streamline reporting and comparisons.

Cons

- Complexity in Approval: Requires filing Form 1128 and demonstrating a valid
business purpose, which can be time-consuming.
- Potential for IRS Scrutiny: Unusual fiscal year-end dates may attract
attention and require thorough justification.
- Transition Challenges: Adjusting accounting periods and tax filings may
involve additional effort and costs.

---

Special Considerations for Small Businesses

Small companies often have simpler structures and fewer resources for complex
filings. However, they also benefit from the flexibility to tailor their
fiscal year to their business cycle.

Advantages for Small Companies

- Greater control over tax planning.
- Better reflection of the company's operational realities.
- Potential advantages in cash flow management and tax deferrals.

Limitations and Risks

- Limited expertise in tax law may complicate the approval process.
- The need for detailed documentation and justification.
- Possible complications if the company seeks to change its fiscal year
frequently.

---

Case Examples and Industry Practices

While specific cases are rare, some industries tend to adopt non-calendar



fiscal years due to their seasonal nature.

- Retail Industry: Many retailers end their fiscal year after the holiday
season, often in January.
- Agricultural Businesses: May choose fiscal years aligned with harvest
cycles.
- Manufacturing and Inventory-Heavy Businesses: Sometimes end their years
after inventory cycles conclude.

In these cases, ending on July 20 may be justified if, for example, the
company's busiest season concludes around this time or if it aligns with
industry norms.

---

Conclusion: Is It Permitted?

In summary, small companies want to elect a tax year that follows their
business cycle which ends July 20. The answer is: Yes, it is permitted,
provided that the company:

- Demonstrates a valid business purpose for choosing this fiscal year-end.
- Submits the appropriate application (Form 1128) to the IRS.
- Receives approval before filing tax returns under the new fiscal year.

This flexibility allows small companies to better align their financial
reporting with their operational realities, which can lead to improved tax
planning and financial management. However, companies must be prepared to
justify their choice, comply with procedural requirements, and manage
potential complexities.

---

Final Tips for Small Companies Considering a Fiscal Year Ending on July 20:

- Consult a tax professional to evaluate the justification and prepare the
application.
- Document thoroughly the business reasons for the chosen fiscal year.
- Plan ahead for the transition to ensure compliance and accurate tax
reporting.
- Review industry practices to see if the chosen fiscal year aligns with
norms and expectations.

By carefully considering these factors and following IRS procedures, small
companies can successfully elect a fiscal year ending on July 20 that
reflects their business cycle and supports their strategic objectives.
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