Notes to Financial Statements: Outline and Starter Wording
[Drafting note, delete before use: Draft for professional judgment. This is an outline with starter wording for the notes to a set of US GAAP financial statements of a private company. It is not a disclosure checklist, and it does not cover every required disclosure. Use a current disclosure checklist for completeness and delete notes that do not apply. Check disclosure requirements against the current FASB Codification. Not legal advice.]
[Client Name]
Notes to Financial Statements
Years ended [MM/DD/YYYY] and [MM/DD/YYYY]
Note 1: Nature of operations
[Client Name] (the Company) was incorporated in [State] on [date] and [describe the principal activities, products, customers and where it operates]. [Describe the ownership and any relationship with parents or affiliates.]
Note 2: Summary of significant accounting policies
Basis of presentation. The accompanying financial statements have been prepared in accordance with accounting principles generally accepted in the United States of America (US GAAP). [Where applicable: The financial statements include the accounts of the Company and its wholly owned subsidiaries; all significant intercompany accounts and transactions have been eliminated.]
Use of estimates. Preparing financial statements in conformity with US GAAP requires management to make estimates and assumptions that affect the reported amounts of assets and liabilities, the disclosure of contingent assets and liabilities at the date of the financial statements, and the reported amounts of revenues and expenses during the reporting period. Significant estimates include [allowance for credit losses, inventory valuation, useful lives of property and equipment, valuation of deferred tax assets, revenue recognition estimates]. Actual results could differ from those estimates.
Cash and cash equivalents. The Company considers all highly liquid investments with an original maturity of three months or less to be cash equivalents. [Describe restricted cash and the amounts held in excess of federally insured limits.]
Accounts receivable and allowance for credit losses. Receivables are stated at the amount billed, net of an allowance for expected credit losses. The Company estimates the allowance using [loss rates by aging category, adjusted for current conditions and reasonable and supportable forecasts] (ASC 326). Balances are written off when [policy]. [Describe interest on past-due accounts.]
Inventory. Inventory is stated at the lower of cost, determined using the [first-in, first-out / average cost] method, and net realizable value. [Describe the reserve for obsolete inventory.]
Property and equipment. Property and equipment are recorded at cost and depreciated using the straight-line method over estimated useful lives of [range] years for [classes]. Expenditures for maintenance and repairs are expensed as incurred. Long-lived assets are reviewed for impairment when events or changes in circumstances indicate the carrying amount may not be recoverable.
Leases. The Company determines whether a contract contains a lease at inception. Operating and finance lease right-of-use assets and lease liabilities are recognized at the commencement date based on the present value of lease payments over the lease term, using [the rate implicit in the lease or, if not readily determinable, the Company’s [incremental borrowing rate / risk-free rate election]]. [Describe the short-term lease exemption and the election to not separate lease and nonlease components, if applied.]
Goodwill and intangible assets. [Describe the amortization of intangibles and the accounting alternative for goodwill, if elected, or the annual impairment test.]
Revenue recognition. The Company recognizes revenue when it satisfies a performance obligation by transferring control of the promised goods or services to the customer, in an amount that reflects the consideration the Company expects to be entitled to (ASC 606). [Describe, by revenue stream: the nature of the performance obligations, how and when they are satisfied, payment terms, variable consideration, returns and warranties, contract balances, and costs to obtain contracts.]
Income taxes. [C corporation: The Company accounts for income taxes using the asset and liability method (ASC 740). Deferred tax assets and liabilities are recognized for the future tax consequences of temporary differences and carryforwards, and a valuation allowance is established when it is more likely than not that some of the deferred tax assets will not be realized. The Company recognizes the effect of an uncertain tax position only if it is more likely than not to be sustained on examination. / S corporation, partnership or LLC: The Company has elected to be taxed as [an S corporation / a partnership], so taxable income or loss is reported by its [stockholders / partners / members] on their own returns, and no provision for federal income taxes is included. [State and local taxes at the entity level: describe.]]
Concentrations. [Describe significant customers or vendors (ASC 275), including the percentage of revenue and receivables, and concentrations of credit risk with financial institutions.]
Fair value measurements. [Describe the fair value hierarchy and the methods used for assets and liabilities measured at fair value (ASC 820), if any, and the carrying amounts of financial instruments that approximate fair value.]
Subsequent events. The Company evaluated subsequent events through [MM/DD/YYYY], the date the financial statements were [available to be issued / issued] (ASC 855).
Note 3: Receivables
	
	[Current year]
	[Prior year]

	Trade receivables
	$[Amount]
	$[Amount]

	Less: allowance for credit losses
	$([Amount])
	$([Amount])

	Net receivables
	$[Amount]
	$[Amount]



[Add a rollforward of the allowance (beginning balance, provision, write-offs, recoveries, ending balance) and any other disclosures ASC 326 requires.]
Note 4: Inventory
	
	[Current year]
	[Prior year]

	Raw materials
	$[Amount]
	$[Amount]

	Work in process
	$[Amount]
	$[Amount]

	Finished goods
	$[Amount]
	$[Amount]

	Less: reserve
	$([Amount])
	$([Amount])

	Total inventory
	$[Amount]
	$[Amount]



Note 5: Property and equipment
	Class
	Useful life
	[Current year]
	[Prior year]

	Land
	n/a
	$[Amount]
	$[Amount]

	Buildings and improvements
	[X] years
	$[Amount]
	$[Amount]

	Machinery and equipment
	[X] years
	$[Amount]
	$[Amount]

	Vehicles, furniture and fixtures
	[X] years
	$[Amount]
	$[Amount]

	Construction in progress
	n/a
	$[Amount]
	$[Amount]

	Less: accumulated depreciation
	
	$([Amount])
	$([Amount])

	Net property and equipment
	
	$[Amount]
	$[Amount]



Depreciation expense was $[Amount] and $[Amount] for the years ended [dates].
Note 6: Leases
The Company leases [describe, e.g. office space and equipment] under operating and finance leases with remaining terms of [range] years. [Include the components of lease cost, the balance sheet classification of right-of-use assets and lease liabilities, the weighted-average remaining lease term and discount rate, cash flow information, and a maturity analysis of lease liabilities with the reconciliation to the balance sheet, as ASC 842 requires.]
	Year ending
	Operating leases
	Finance leases

	[Year 1]
	$[Amount]
	$[Amount]

	[Year 2]
	$[Amount]
	$[Amount]

	[Year 3]
	$[Amount]
	$[Amount]

	[Year 4]
	$[Amount]
	$[Amount]

	[Year 5]
	$[Amount]
	$[Amount]

	Thereafter
	$[Amount]
	$[Amount]

	Total lease payments
	$[Amount]
	$[Amount]

	Less: imputed interest
	$([Amount])
	$([Amount])

	Present value of lease liabilities
	$[Amount]
	$[Amount]



Note 7: Debt
[Describe each facility: lender, type, principal outstanding, interest rate and basis, maturity, collateral, guarantees and financial covenants. State whether the Company was in compliance with the covenants at the balance sheet date, and describe any waiver.]
	Year ending
	Scheduled principal payments

	[Year 1]
	$[Amount]

	[Year 2]
	$[Amount]

	[Year 3]
	$[Amount]

	[Year 4]
	$[Amount]

	[Year 5]
	$[Amount]

	Thereafter
	$[Amount]

	Total
	$[Amount]



Note 8: Income taxes
[For a C corporation: the components of the provision (current and deferred, federal and state), a reconciliation of the statutory rate to the effective rate, the components of deferred tax assets and liabilities, the valuation allowance and its change, net operating loss and credit carryforwards with expiry dates, and the open tax years. For a pass-through entity, state that no provision is recorded and describe any entity-level taxes and uncertain tax positions.]
Note 9: Equity
[Describe the classes of stock or units, authorized, issued and outstanding amounts, par value, preferences, dividends or distributions declared, repurchases and stock-based compensation, and any restrictions on distributions.]
Note 10: Retirement plans
[Describe any defined contribution plan (employer match, contributions expensed) or defined benefit plan, and multiemployer plan participation, with the disclosures ASC 715 requires.]
Note 11: Commitments and contingencies
[Describe legal proceedings, claims and the amounts accrued under ASC 450, with the range of reasonably possible losses where it can be estimated. Describe purchase commitments, guarantees, and other contingencies. State if no accrual has been made and why.]
Note 12: Related party transactions
[Describe the nature of the relationship, a description of the transactions and the amounts for each period, and balances due to or from related parties and the terms and manner of settlement (ASC 850). State that transactions may not be at arm’s length, if true and it applies.]
Note 13: Going concern (if applicable)
[ASC 205-40: describe the conditions or events that raise substantial doubt about the ability to continue as a going concern within one year after the date the financial statements are available to be issued, management’s evaluation, and management’s plans. If the plans alleviate substantial doubt, say so. If substantial doubt remains, state it plainly, and say the financial statements do not include adjustments that might result.]
Note 14: Subsequent events
[Describe any recognized or nonrecognized subsequent events, or state that none were identified, and the date through which events were evaluated.]
Notes specific to not-for-profit organizations (ASC 958)
1. Net assets: composition of net assets with donor restrictions, by nature (purpose, time) and the amount of any perpetual endowment; board designations of net assets without donor restrictions.
1. Liquidity and availability: qualitative information on how the organization manages its liquid resources, and quantitative information on financial assets available within one year, less amounts unavailable because of donor restrictions or board designations.
1. Functional expenses: methods used to allocate costs among program services and supporting services, and a description of the program services.
1. Contributions receivable: gross amounts, unamortized discount and allowance, with a maturity schedule; conditional promises not recognized.
1. Endowment funds (ASC 958-205): the governing law, the spending policy, investment objectives and a rollforward of endowment net assets by class.
1. Donated goods and services: amounts recognized, and the valuation approach.
Free template from CORAA (coraa.ai/us/templates). Draft for professional judgment: adapt it to the engagement and your firm’s methodology, have legal counsel review where needed, and check it against current AICPA, FASB and other applicable requirements before use.
