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After many years of public comment on the challenges of presenting GAAP financial statements for small
businesses, the AICPA issued the Financial Reporting Framework for Small and Medium-Sized Entities. This
optional framework eliminates many of the challenges caused by GAAP compliance while still applying the basic
principles of accrual accounting, resulting in common-sense financial statements that are more focused on cash
flows and liquidity.

WHEN SHOULD YOU CONSIDER ADOPTING FRF FOR SMES?

If the cost of your financial statements is greater than the benefits gained. Having prepared financial
statements can be a great tool for owners that want to do a high-level review of their operations over a

period of time or their financial position at period and quarter-end dates. Unfortunately, those benefits don’t
always offset the actual cost of preparing the financial statements in accordance with GAAP. Whether they
are prepared in-house or via an external CPA, GAAP financial statements take extra time, effort, and money

to prepare, and they often don’t address things that owners really care about. One of the many benefits of
using the FRF for SME framework is that it was designed with business owners in mind, and it forms a meeting
point between accrual accounting standards preferred by tax preparers and lenders and real-world business
concerns like liquidity and cash flows.

If you are tired of keeping up with new standards. The past few years have seen several new standards come
into effect that have been particularly challenging for smaller entities to implement. Having to evaluate the
fair value of investments, the five steps of revenue recognition for each contract and the complicated nature
of accounting for derivatives that are becoming more and more common in investment portfolios creates a
significant burden for business owners. On top of that, the new lease standard requiring operating leases to
be measured and recognized as the right of use assets and lease liabilities on the balance sheet will require
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a considerable amount of effort and judgment

from owners and management. The FRF for SMEs
framework allows companies to continue using more
straightforward policies that most companies are
already using in their day-to-day accounting.

If your bank and future direction are compatible.
While FRF for SMEs is a professional and recognized
other comprehensive basis of accounting, company
ownership should always discuss applying a new
financial statement framework with lenders prior to
adoption to ensure that the financial statements will
meet any covenant requirements. Another item for
consideration also has to be the future direction of the
Company. If there is the potential that the Company
will go public in the near future or will be purchased
by a public company, then FRF for SMEs is not an
appropriate framework to use.

Have questions about Assurance and Advisory? We're
here to help. Contact us today.
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