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he last 2 years have been challenging for everyone, but schools have had it particularly hard, especially private schools. As a school 
administrator, you’ve had to grapple with:

A dynamic teaching environment that has flip-flopped between in-person education and remote learning
Trying to interpret ever-changing government regulations, which don’t always seem to make sense, and developing COVID related 
policies including quarantine, vaccine, and more
Keeping enrollment at levels appropriate to keep budgets balanced
Attracting discretionary funds to cover shortfalls and to build endowments to help subsidize scholarships and other essential costs
Rising costs and supply chain breakdowns that have driven up costs and slowed down access to much needed products and technology
Shortages in staffing patterns and staff burn-out as the stress of the pandemic, operational uncertainty, and the inability to hire and 
retain staff has significantly impacted every aspect of operations
Overwhelmed parents that are having a difficult time balancing home, work, childcare and education, and the stress of isolationism
And about 1,000 other things that pop-up on a daily basis forcing you to be reactionary instead of strategic

CARES Act funding such as PPP loans, ERTC Funding (click here for information about ERTC eligibility), EANS grants, and more 
have provided much needed relief for schools, however, these funding streams are drying up. Governor Hochul has released her proposed 
budget which contains some increases in funding for private schools (see page 2). While this will provide some relief, continuing to bring 
in discretionary funding and increase enrollment are going to be vital. So will finding ways to utilize technology to increase organizational 
effectiveness and overall education.

On top of this, there are new lease accounting regulations that will going into effect soon that may significantly impact your financial picture 
(see page 3) and the need for you to understand and plan for risk (see page 7).

We get it, times are tough, and they don’t seem to be getting any easier anytime soon. You’ve done herculean work throughout the pandemic 
… so you’ve got this. If you need any help, where here for you.

From the Editor - Ken Cerini, CPA, CFP, FABFA
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PROPOSED

BUDGET
n January 18, 2022, Governor Hochul issued 
the New York State proposed budget. While the 
main focus of the budget was on public schools, 

the proposed budget included some increases in areas 
beneficial to private schools.

SPECIAL EDUCATION SCHOOLS:  

The budget included a proposed 11% increase for special 
education providers to cover tuition-based programs.  
While this doesn’t fully make up for Governor Hochul’s 
veto of the parity bill, it sends a message that she is 
cognizant and sympathetic of the needs of special 
education providers.

PRIVATE SCHOOLS:

Textbook Aid ($170.08 million in 2022-23): These 
funds reimburse school districts for the purchase 
of textbooks which are loaned to both public and 
nonpublic students. This can also apply to certain 
content-based instructional materials in an electronic 
format. Districts will be reimbursed for expenses up to 
$58.25 per student.
Computer Software Aid ($43.99 million in 2022-
23): Aid is provided to districts for the purchase and 
loan of computer software for use in both public and 
nonpublic schools. Districts will be reimbursed $14.98 
per student.

O

Instructional Computer Hardware and Technology 
Equipment Aid ($35.81 million in 2022-23): This aid 
category provides reimbursement for eligible expenses 
up to a wealth-adjusted $24.20 per student for the lease 
or purchase of mini- and micro-computers, computer 
terminals, and technology equipment for instructional 
purposes, as well as for repair costs and for staff 
development.
Library Materials Aid ($18.35 million in 2022-23):  
Districts are reimbursed for approved expenses up to 
$6.25 per student based upon public and non-public 
enrollment.
Learning Technology Grants ($3.29 Million in 2022-
23): These programs provide both technology and staff 
development which facilitate student learning and are 
for learning technology programs, including services 
benefiting non-public school students.
Academic Intervention for Nonpublic Schools 
($922,000 in 2022-23): To support a program of 
academic intervention services to enhance educational 
performance of students attending nonpublic schools.
Nonpublic School Aid ($193.13 million in 2022-23): 
Covers expenditures incurred by nonpublic schools for 
specified State testing and data-collection activities, 
pursuant to the provisions of Chapters 507 and 508 of 
the laws of 1974.
Nonpublic School Health and Safety Projects ($45 
million in 2022-23): For capital funding for nonpublic 
school health and safety projects such as health and 
safety equipment, security personnel, and related 
assessments and training needs of nonpublic schools. 
Eligible costs will also include repair and maintenance 
of buildings, facilities, appurtenances, equipment, and 
systems to maintain the health and safety of school 
building occupants.  Funding will be allocated through 
competitive and non-competitive grants.
Nonpublic STEM Programs ($55 million in 2022-
23): This represents a 37.5% increase over prior year’s 
support.

CHARTER SCHOOLS:

The fiscal year 2023 budget increases New York City 
charter school’s funding by 4.7 percent per student.
New York City Charter School Rental Assistance 
($100 million in 2022-23): To reimburse New York 
City for charter school rental costs for the 2020-21 
school year and prior years.

There are no great surprises here and not a lot of new 
initiatives, but there are definitely some increases in 
funding levels. Private schools should already be tapping 
into many of these funding sources through the home 
districts of the students that they work with … but even 
so, some of these programs have been expanded which 
should be beneficial for your school.NASSAU: 575 Underhill Boulevard, Ste 125, Syosset, NY 11791  (516) 364-7094
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BACKGROUND

For many schools, the largest non-labor cost is facilities. For 
years this has created some disparity in the comparability 
of financial statements between schools, as some schools 
own their facilities while others rent.  Several years ago, 
the Financial Accounting Standards Board (“FASB”) 
issued new lease accounting standards (“ASC 842”) 
to try to align some of these issues across all industries 
and make financial reporting more consistent. The 
COVID pandemic has pushed off the implementation of 
ASC 842 for nonprofits and private companies without 
certain public debt. The deferral is unfortunately coming 
to an end with adoption required for years starting after 
December 15, 2021 (calendar year 2022 or fiscal year 
2023 entities).  

In a nutshell, ASC 842 will require most providers with 
real property or equipment leases to record both a right-
of-use asset (the present value of the future required 
lease payment stream) and a corresponding liability to 
reflect, in essence, the asset and liability associated with 
the required future lease payments (inclusive of renewal 
options and other provisions that management may 
anticipate taking advantage of ). By requiring assets and 
liabilities to be reflected on a school’s financial statements, 
ASC 842 makes it easier for stakeholders to see a school’s 
risk exposure and true financial position. 

WHAT IS A LEASE?

A lease is defined as a contract or an element of a 
contract that conveys the right of use (“ROU”) of a 
physically distinct identified asset for a specified period 
of time in exchange for payment. The asset can be real 
property, facilities and related improvements, furniture 
and equipment, or other tangible assets. The period of 
time isn’t necessarily quantified by time but can also be 
described in terms of the estimated use of an asset, such 
as the number of units a piece of equipment will produce.  

LEASE CLASSIFICATION

While substantially all leases are required to be 
capitalized on your statement of financial position or 
balance sheet, it is still necessary to classify leases as 
either finance leases (previously referred to as capital 
leases under ASC 840) or operating leases, because the 
two lease types are measured differently. Under ASC 
842, a lease is considered a finance lease if it meets any 
one of the following criteria:

Transfer of title test: By the end of the lease term, will 
ownership of the asset transfer from the lessor to the 
lessee?
Bargain purchase option test: Is there a purchase 
option in the lease that the lessee is reasonably certain 
to exercise? (i.e., the lessee can purchase the asset for 
$1)

Lease term test: Does the lease term encompass 
the major part of the remaining economic life of the 
underlying asset? ASC 842 removes the bright line test 
of 75% of the asset’s useful life.
Present value test: Is the present value of lease 
payments plus residual value guaranteed by the lessee 
greater than or equal to substantially all of the fair 
market value of the asset? ASC removes the bright line 
test of 90% of the asset’s fair market value.
Alternative use test: Is the asset so specialized that it 
is only useful to the lessee? Basically, the asset has no 
value to anyone else without a major overhaul by the 
lessor.  

Under an operating lease, the ROU asset is recorded and 
amortized to rent on a straight-line basis over the lease 
term, so from a statement of changes in net assets and 
income statement perspective, there will be little change 
in presentation. Finance leases require the lessee to 
recognize interest expense and amortization expense over 
the shorter of the asset’s life or the lease term. As a result, 
you will usually recognize a greater expense earlier in the 
life of the lease for a finance lease. Furthermore, for those 
for-profit schools that track operations using earnings 
before interest, taxes, depreciation, and amortization 
(“EBITDA”), an operating lease reduces EBITDA while 
a finance lease does not.

CALCULATING THE 
LEASE LIABILITY UNDER ASC 842

Your lease liability is the current value of minimum 
future lease payments. To determine the liability, there 
are certain assumptions/estimates that need to come into 
play:

If the lease contains a residual guarantee or use limits, 
what’s the likely amount you will owe under such 
provisions (i.e., a vehicle lease that provides 10,000 
miles per lease)?
If the lease contains certain options such as renewal 
options, termination options, or purchase options, what 
is the likelihood that you will exercise such options?

These assumptions/estimates will impact your lease 
liability calculation. Keep in mind that the assumptions 
you make about lease options at the beginning of the 
lease can change over time. If, during the term of a lease, 
you change your mind about whether you are likely to 
exercise any lease options or there are material changes 
in residual guarantees or uses, you will need to remeasure 
both your lease liability and your ROU asset.

(CONTINUED ON NEXT PAGE)
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The discount rate to use in calculating the lease liability 
is either the rate implicit in the lease (if known, though 
it rarely is explicit) or your organization’s incremental 
borrowing rate (“IBR”). Nonpublic schools also have 
the option to use a risk-free rate. ASC 842 defines the 
IBR as, “the rate of interest that a lessee would have to 
pay to borrow on a collateralized basis over a similar 
term an amount equal to the lease payments in a similar 
economic environment.” To put this in English, your 
IBR is the rate of interest you could borrow at under 
similar terms (amount, length of time, etc.). If you have a 
strong relationship with your banker, you should be able 
to obtain from your bank your IBR for each lease you 
enter into or some guide you can use for the year based 
upon your credit history, market conditions, length of 
borrowing, security, etc.

CALCULATING ROU UNDER ASC 842

The ROU asset is calculated as the lease liability, 
discussed above, plus or minus these adjustments:

Plus: initial direct costs and prepaid lease payments (a)
Minus: lessor incentives, accrued rent, and ASC 420 
liability at transition date (b)

Examples of typical initial direct costs under ASC 
842 include commissions and payments made to an 
existing tenant to incentivize that tenant to terminate 
its lease as these costs would only be incurred as a 
result of execution of the lease. Costs that typically 
would not be considered initial direct costs are 
legal fees, costs of negotiating lease terms, lease 
underwriting, or general overhead expenses such 
as depreciation, occupancy, and equipment costs, as 
these costs would be incurred regardless of whether 
the lease is ultimately executed.
ASC 420 required you to record a liability for the 
amount of above market rent you were paying over 
the life of the lease. Under ASC 842, this would 
reduce the carrying value of the ROU asset.

Over the life of the lease, the ROU is amortized using the 
straight-line method over the life of the lease.
 

EMBEDDED LEASES UNDER ASC 842

Since prior to ASC 842 operating leases were not 
capitalized, embedded leases had very little impact on 
your overall financial statements. After all, if a lease 
contained utility charges, tax pass-throughs, and other 
services such as admin support, did it really matter? It 
was all part of your occupancy costs on your statement 
of functional expenses or income statement. As you now 
have to capitalize leases under ASC 842, it becomes 
increasingly more important to ensure you are able to 
truly understand the terms of each agreement. As a result, 
you now need to:

Examine all contracts to find any embedded leases 
within them
Separate the lease components (for use of assets) from 
non-lease components (payments for the service) within 
the contract

The way your lease is written could significantly 
impact embedded leases. If your lease is a gross lease, 
whereby property taxes and common area costs (i.e., 
snow removal) are part of a fixed rate lease, ASC 842 
provides for a practical expedient allowing these costs to 
be considered part of the lease, which means you don’t 
need to separate out these costs before calculating your 
ROU asset. If, on the other hand, your lease is a net lease, 
whereby property taxes and other costs are variable 
and billed separately, these would be excluded from the 
lease and the calculation of your ROU asset. Even so, for 
schools that enter into collaborative agreements for space 
that includes such items as secretarial support, supplies 
for your students, fieldtrips, coverage, etc., you do have to 
go through the process of determining how much of the 
monthly payment is for the space cost and how much is 
for the additional services built into the agreement.

TED CAMPBELL, CPA, CGFM, CGMA
MANAGER

IMPACT OF COVID-19 ON LEASE ACCOUNTING

Pursuant to ASC 842, you need to evaluate your ROU 
asset as changes in lease terms, your intentions with 
respect to leases, use of assets, and more could have 
an impact on the carrying value of your ROU asset and 
related liability. The COVID pandemic and the push for 
more remote work and flexible work environments has 
significantly changed the way that many businesses, 
including schools, have looked at their operations and 
could also result in changes in lease terms, certain 
rental concessions, decisions to not renew or to cancel 
certain leases. Once ASC 842 is adopted, you will need 
to evaluate any lease related decisions (real property and 
equipment) and determine the impact that these decisions 
will have on the valuation of your ROU asset.

OTHER CONSIDERATIONS

Adoption of ASC 842 will dramatically impact many 
schools’ statements of financial position or balance sheets, 
adding significant levels of assets and related debt. These 
changes in financial position will result in increased 
debt levels which could impact debt to equity ratios, 
liquidity ratios, and more. These could negatively impact 
debt covenants. Furthermore, many debt agreements 
put limitations on your ability to enter into debt without 
approval. As leases under ASC 842 now are reflected as 
an obligation on your statement of financial position, this 
could pose a problem for you every time you want to enter 
into an equipment or property lease. It is important for you 
to sit down with your bankers to work through changes in 
debt covenants with them in consideration of the impact 
of ASC 842. Similarly, the change to your statement of 
financial position could impact other stakeholders such 
as government funders, donors, your Board, and more. 
It is important to get ahead of the curve and discuss this 
with them before they are surprised by a dramatic change 
in your numbers.

CLOSING REMARKS

For those schools that own their own buildings and 
rent most of their equipment under finance leases, the 
impact of ASC 842 may not be significant, but for the 
rest of you, ASC 842 will dramatically change your 
financial picture. The calculations under ASC 842 are 
extensive and difficult, and application is retroactive, 
so it will impact not just the year of adoption, but the 
prior year (opening net assets) also. We encourage you 
to go through the analysis of all your leases now, before 
ASC 842 is required, to understand the full impact it will 
have, and to provide for appropriate time to work through 
this with the necessary stakeholders to avoid issues or 
surprises later. ASC 842 will provide a better picture of 
your commitments and obligations and provide greater 
transparency of your financial positions and obligations.  
This is a significant positive; however, it will also take 
some time to go through the implementation process and 
educate your financial statement users about the changes.

LEASE ACCOUNTING CONTINUEDLEASE ACCOUNTING CONTINUED

5 6

a.

b.

►

►

►

►



ost school leadership, from executive management 
to the Board, are extremely focused on ensuring 
students are getting a strong education that will 

allow them to get into the top-tiered colleges, looking 
to develop strategies towards new modes of learning, 
and finding more effective ways to align teachers and 
learning. The education of students has to take priority 
in everything you do as a school leader, which continues 
to evolve in today’s “classroom.” While very important, 
I find that school leaders often don’t have a strong 
understanding of some of the operational risks that arise 
in school management.  Being able to process information 
and assess risk is also critical in the long-term well-being 
of the school you manage.

The changing landscape of education, the myriad of 
new government regulations and funding, the uptick in 
technology usage, the impact of inflation, your sources 
of funding and corresponding donor restrictions, and the 
processes you have in place, all impact the viability of 
your organization. Unfortunately, comprehensive risk 
assessments, which should happen at the audit committee 
and management level, are not effectively taking place to 
identify and asses the potential risks and what the impact 
to the organization may be.  

There is risk in every decision we make, and we have 
gotten to the point where we can often assess simple 
risks quickly and effectively so that we are not paralyzed 
by indecision. We draw upon our life experiences to 
guide us through situations, and we also rely on our 
management team and fellow Board/Audit Committee 
members to consider avenues we may not have thought 
about … because truthfully, we really don’t know what 
we don’t know. Having said that, it is also important 
to think strategically about the organizations that we 
manage and consider “What can go wrong, and do we 
have processes in place to identify and correct things if 
they do go astray?”  

Nonprofit Boards have certain fiduciary duties in place, 
the Duties of Care, Loyalty, and Obedience … these 
duties also hold true for organizational management.  
Fulfillment of these duties requires organizational 
leadership to consider organizational risk:

Are proper controls in place to safeguard the school’s 
resources?

Are proper IT controls in place to prevent cyber theft 
and are staff receiving proper training?
Are access controls appropriate to ensure 
confidentiality of information (e.g. FERPA 
regulations)?

M

BOARD 
ANALYSIS

Are proper backup and recovery in place?
Is there an effective system of internal controls in 
place that blends prevent controls (segregation of 
duties) and detect controls (compensating controls)?
Is there adequate insurance coverage and are 
insurable risks properly considered?

Are the organization’s assets being deployed in an 
efficient manner?

Are expenditures properly being monitored (budget 
to actual) and periodically readjusted if necessary?
Are investments prudently managed and are 
processes properly documented as required by the 
New York Prudent Management of Institutional 
Funds Act (NYPMIFA)

Is staff effectiveness properly being analyzed and 
reviewed?
Is the organization maximizing its potential?

Is the school meeting educational standards?
Is proper strategic planning in place to provide an 
appropriate roadmap for the school going forward?
Are established goals being met and how is their 
progress being monitored?
Does the school have an adequate flow of resources 
to meet budget and future growth plans?

Are there conflicts at the Board, management, donor, 
or other levels that may be negatively impacting the 
organization’s growth or decision making?
Is the school staying true to its mission and purpose?
Is the school complying with appropriate laws and 
regulations?

Nonprofit Revitalization Act
NYPMIFA
Payroll and Employment Laws

Is someone regularly reviewing employee 
handbooks, policies, and benefits?

Donor/Grant restrictions
Are endowments properly being tracked based 
upon donor intent or if donor intent is not clear, 
NYPMIFA?

Operational regulations (e.g. vaccine policies, etc.)
Funding source regulations, such as SED, Food 
Programs, etc.

What is the school doing to stay on top of changing 
regulatory changes and who is responsible for this?

This needs to be an ongoing process throughout the year, 
with assessment and monitoring occurring regularly 
within your organization. School leadership needs to 
work with internal and external stakeholders to identify 
and understand the various risks in place and develop 
an ongoing plan to continue to understand new risks, 
mitigate current risks, and monitor that policies and 
procedures are effectively working. There should be 
regular time set aside at management and Board/Audit 
Committee meetings to focus on risk and the actions the 
school will take.

There is so much that organization leadership needs to 
understand, and it is extremely difficult to juggle all the 
responsibilities. We have found that it has been harder 
for school leadership to think strategically, especially 
under the COVID pandemic, as the landscape has been 
changing so dramatically and leaders have had to react 
quickly to such changes. It is extremely important for 
leadership to come together (management and Board) to 
ensure that risks are properly addressed and assessed on 
an on-ongoing basis so that the education of tomorrow’s 
leaders can continue.

KEN CERINI, CPA, CFP, FABFA
MANAGING PARTNER

TOMORROW’S HOPE FOUNDATION HELPS CATHOLIC STUDENTS ON LI

On Long Island, thousands of children attend Catholic elementary schools, but this comes at a big expense to the families. 
Tomorrow’s Hope Foundation is working to help families that can not afford this cost. Since 2005 they have assisted more 

than 20,000 underserved students across the island.

In addition to providing tuition assistance, Tomorrow’s Hope has donated learning materials to students in need. In 2020 
they were able to give out 2,000 technology devices to students.

Families seeking financial aid for Catholic elementary school for their children can apply at tomorrowshopefoundation.
org. The application process opened on Jan. 20 for the 2022-2023 school year. 87
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