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Impacts of Lease Accounting Changes on Your 
Health Care Organization

Featuring Hospital Equipment Leasing and Financing Case 
Studies 

Friday October 21, 2016

The audio to this webinar will be streaming through your computer, 
please make sure the speakers are turned on.

If you prefer to access the audio portion via phone, please dial: 
1.866.710.0179. When prompted by the operator, give the Passcode 91543
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Agenda Slide

Introduction by Monique Showalter, AHA Solutions

Impacts of Lease Accounting Changes on Your Health Care 
Organization
Featuring Hospital Equipment Leasing and Financing Case Studies 

Kelly Thompson, CPA, Principal, The Bonadio Group

Lori Dennis, CLFP, Senior Vice President, First American 
Healthcare Finance

Question and Answer Session 
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A division of Health Forum, the 
strategic business enterprise of the 
American Hospital Association
(AHA), AHA Solutions is actively 
focused on improving the operational 
performance of our nation’s hospitals 
and care systems.  AHA Solutions is 
dedicated to serving member hospitals 
by helping them identify the optimal 
solutions to their most pressing market 
challenges by providing field 
leadership, education and research. 

AHA SOLUTIONS – WE KNOW HOSPITALS.
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ABOUT THIS WEBINAR

This educational event has been developed by AHA Solutions 
together with First American Healthcare Finance and The 
Bonadio Group. We thank these organizations for their 
willingness to share their expertise.

Equipment Financing from First American 
Healthcare Finance has earned the exclusive 
Endorsement of The American Hospital Association.
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Kelly Thompson, CPA
Kelly has been with The Bonadio Group since 2000. 
She is a principal in the Professional Excellence 
Division.  Her experience includes financial statement 
audits, technical quality control reviews, single audits, 
financial reporting, and other compliance and regulatory 
reporting for health and human service organizations, 
foundations, healthcare, and educational institutions.  
She also heads up the firm’s continuing professional 
education function, which includes compliance 
monitoring, and planning and development of the firm’s 
training curriculum.  Kelly has been presenting on 
various topics to audiences within and outside of the 
firm for over ten years.  Kelly received her BS degree in 
accounting from SUNY Geneseo, and she is a member 
of the American Institute of Certified Public Accountants 
and New York State Society of CPAs.

Kelly A. Thompson, 
CPA - Principal

The Bonadio Group
kthompson@bonadio.com
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Lori Dennis, CLFP
Lori Dennis, a Certified Lease & Finance Professional 
(CLFP), has been in equipment leasing since 1998.  
She is responsible for all business development for First 
American's Healthcare division and active in the 
healthcare finance industry as a member of HFMA.
Lori holds a Bachelor's of Science degree from Cornell 
University.  She joined First American as a Project 
Manager and has since held senior leadership positions 
in the Operations, Asset Management and Sales 
departments. During that time, her responsibilities 
ranged from credit, documentation and funding to lease 
maturities and equipment dispositions. 

Lori Dennis, CLFP –

Sr. Vice President

First American 
Healthcare Finance
lori.dennis@fahf.com

The Certified Lease & Finance Professional (CLFP) designation 
is an objective, third party-vetted indication of a lease 
professional's reputation, experience, and knowledge. It is the 
standard for professionalism in the leasing industry. More 
CLFPs work at First American than anywhere else in the world.
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Presented by:

Kelly Thompson, CPA, Principal, Bonadio & Co., LLP
Lori Dennis, CLFP, Sr. Vice President, First American Equipment Finance

Impacts of Lease Accounting Changes on Your 
Health Care Organization

Featuring Hospital Equipment Leasing and 
Financing Case Studies 

ASU 2016-02 Leases
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• Five participation/poll questions must be answered 
to receive CPE credit

• Complete the evaluation after the course
• You will receive your CPE certificate from First 

American Healthcare Finance within the next two 
weeks.

CPE Requirements
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Disclaimer

Our remarks today are our own, based on the research we have
performed and experiences we have had with clients and other firms.
Our remarks are not authoritative. You should perform your own
research before reaching any conclusions about specific transactions
and situations.
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Webinar Objectives
You will have an understanding of the main 
provisions of ASU 2016-02

You will know the effective dates and transition 
considerations for the ASU

You will be able to begin to assess the effects on
your organization of implementing ASU 2016-02 
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To what extent does your organization 
use lease arrangements?

1. Currently have no leases
2. One to five leases
3. Six to twenty leases
4. More than twenty leases

Polling Question # 1
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Background
• Multi-year joint project of the FASB and 

IASB

• Final issued standard (ASU 2016-02) in 
February 2016

• Results in majority of leased assets and 
lease commitments being on balance 
sheet
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Effective Dates

Public Business Entities*
Years beginning after December 15, 2018

All Other Entities
Years beginning after December 15, 2019
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Main Provisions
• Primarily affects lessees

• Lessor accounting mostly unchanged

• What does it NOT apply to?
• Intangible assets
• Mineral, oil, natural gas exploration
• Biological assets (timber)
• Inventory
• Assets under construction
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Main Provisions
• Majority of leases will result in the 

following balance sheet changes:
Ø Right-of-use asset
Ø Lease obligation

• Exception for leases 12 months or less

• New definition of a lease
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Do you have a Lease?
A contract, or part of a contract, that 

conveys the right to control the use of 
identified property, plant, or equipment (an 

identified asset) for a period of time in 
exchange for consideration
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Identified Asset

• Stated explicitly or 
implicitly

• May be a portion of a 
larger asset

• No substantive 
substitution rights

• Do I know what asset 
I’m leasing?

• Must be physically 
distinct

• Practical ability AND
• Would benefit 

economically



18

Control
Customer must have:

• Substantially ALL economic benefit of asset
–Direct or indirect uses

• Right to direct use of asset
–Protective rights okay
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What are the two important aspects of 
the new definition of a lease?

1. Property and Control
2. Identified Asset and Control
3. Identified Asset and Right of Use
4. Property and Right of Use

Polling Question # 2
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From ASC 842-10-55



21

“I have a lease… now what?”
Determination of what type of lease

Finance

Operating
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Finance Leases
• The lease transfers ownership of the asset to the lessee 

by the end of the lease term
• The lease grants the lessee an option to purchase the 

asset that the lessee is reasonably certain to exercise
• The lease term is for the major part of the remaining 

economic life of the underlying asset
• The present value of the sum of the lease payments 

equals or exceeds substantially all of the fair value of 
the asset

• The asset is of such a specialized nature that it is 
expected to have no alternative use to the lessor at the 
end of the lease term
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Balance Sheet

Right-of-Use Asset Lease Obligation

• PV of lease payments
• Discount rate selection
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Income Statement
• Finance Leases:

• Amortization of ROU asset
• Interest on lease liability

• Operating Leases:
• Single Lease cost
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Other Provisions
• Nonlease components

–Admin/ set up costs
–Reimbursement of 

lessor costs

• Sale-leasebacks

• Related party leases
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Do you have lease agreements that 
contain nonlease components?

1. Yes
2. No
3. Not sure

Polling Question # 3
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Disclosures
• Information about leases

– Description of leases
– Significant assumptions
– Variable lease payments
– Options to extend or terminate
– Residual value guarantees
– Restrictions or covenants
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Disclosures (cont.)
• Amounts

– Lease cost
– Short-term lease cost
– Variable lease costs
– Sublease income
– Sale-leaseback gain/loss
– Supplemental noncash and cash flow 

segregation amounts
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Disclosures (cont.)
• Maturity Analysis

– Separate for finance and operating lease 
liabilities

• Related party leases
• Short-term lease policy
• Nonlease components policy
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Transition
Modified retrospective method
• Apply new lease model for all leases as of 

the earliest period presented
• Use of hindsight when evaluating current 

leases
• Includes practical expedients
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Preparing
• Do you have a high volume of leases?

• Do you have complex lease agreements?

• Is your lease origination process decentralized?

• What technology systems do you use or have 
available to track leases?

• Are all of your lease arrangements properly 
recorded and disclosed in your F/S?
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Preparing (Cont.)
• Review all current leases:

– Meet definition of lease?
– Type of lease under new differ from current 

classification?
– What effect would any change have on 

your F/S?

• Read ASU

• AICPA resources available
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Do you currently use a software system 
to track your leases?

1. Yes
2. No

Polling Question # 4
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Case Studies

How are hospitals and health care providers 
using leasing?
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Blue Mountain Health System

Location: Palmerton/Lehighton, PA
Type of Facility: Regional System

Number of Beds: 200 (2 hospitals)
Total Patient Revenue: $90,000,000

Data from AHD.com
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Blue Mountain Health System

• Challenge:
– Blue Mountain Health System needed to boost cash reserves

• In preparation for upcoming ICD-10 implementation, BMHS needed to boost cash 
reserves

• Line of credit options had variable rate and expensive fees

• Equipment Financing Solution:
– Cash reimbursement for previously purchased equipment

• Fixed rate financing and flexible terms
• No blanket liens, no covenants, no non-utilization fees
• 36 month, $1 buyout structure for medical equipment, furniture and IT equipment
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Lease Accounting Example

** This has been prepared for informational purposes only. Please consult your auditor for confirmation and discuss covenants with banks 
and creditors. First American does not provide tax, legal or accounting advice. Final rules may differ when they are issued in 2016. 

Lease Classification is a 

Finance Lease 

Transfers of ownership? ü Yes – Ownership transfers

Option to purchase is reasonably 
certain to exercise?

ü Yes – Lease contains a bargain 
purchase option

Term is for the major part 
of the economic life?

ü No – Lease is 60% of economic life
(3 yr lease/5+ yr life)

Present value of lease payments is 
substantially all of the fair value?

ü Yes– PV of lease payments is greater than 
90%

Asset of specialized nature? ü No – Non-specialized asset



38

Accounting Entry – Finance Lease  

Balance Sheet Income Statement

Asset
Value of Equipment

Liability
Sum of lease payment

Expenses
Depreciation

Interest

Note disclosing additional information

** This has been prepared for informational purposes only. Please consult your auditor for confirmation and discuss covenants with banks 
and creditors. First American does not provide tax, legal or accounting advice. 
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Allegan General Hospital

Location: Allegan, MI
Type of Facility: Critical Access

Number of Beds: 25
Total Patient Revenue: $88,000,000

Data from AHD.com
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Allegan General Hospital

• Challenge:
– Allegan General needed new equipment to outfit a Fluoroscopic room 

• Needed to maintain “days cash on hand” (could not pay cash)
• Could not increase debt due to covenants

• Equipment Leasing Solution:
– Operating lease with off-balance sheet treatment

• Leasing avoids an upfront cash payment, allows payments over time
• Operating lease does not increase debt on the balance sheet
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Lease Accounting Example

** This has been prepared for informational purposes only. Please consult your auditor for confirmation and discuss covenants with banks 
and creditors. First American does not provide tax, legal or accounting advice. Final rules may differ when they are issued in 2016. 

Lease Classification is a 

Operating Lease 

Transfers of ownership? ü No– Ownership does not transfer

Option to purchase is reasonably 
certain to exercise?

ü No – Lease does not contain a bargain 
purchase option

Term is for the major part 
of the economic life?

ü No – Lease is 71% of economic life
(5 yr lease/7+ yr life)

Present value of lease payments is 
substantially all of the fair value?

ü No – PV of lease payments is less than 90%

Asset of specialized nature? ü No – Non-specialized asset
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Accounting Entry – Operating Lease
Original Standard

Balance Sheet Income Statement

Asset
(none)

Liability
(none)

Expenses
Rental payment

Note disclosing additional information

** This has been prepared for informational purposes only. Please consult your auditor for confirmation and discuss covenants with banks 
and creditors. First American does not provide tax, legal or accounting advice. 
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Accounting Entry – Operating Lease
Updated Standard

Balance Sheet Income Statement

Asset
Right of Use

Liability
Non-debt liability

Expenses
Rental payment

Note disclosing additional information

** This has been prepared for informational purposes only. Please consult your auditor for confirmation and discuss covenants with banks 
and creditors. First American does not provide tax, legal or accounting advice. 
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Foothill Community Health Center

Location: San Jose, CA
Type of Facility: Federally Qualified Health Center

Number of Sites: 14
Total Patient Revenue: $22,000,000

Data from AHD.com
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Foothill Health Center

• Challenge:
– Foothill needed new equipment, furniture and fixtures and medical equipment 

for three new clinics
• Needed external funding source to provide capital for growth initiatives
• No particular accounting needs, but needed a simple and fast solution

• Equipment Financing Solution:
– Capital lease that was simpler than USDA loan

• Match debts payments to future revenue 
• Simple paperwork, multiple takedowns and accommodate range of assets including 

software and construction costs
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Do you believe implementation of the 
new lease standard will be difficult for 

your organization?

1. Yes
2. No
3. Not sure yet - have to do some more work

Polling Question # 5
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To submit a question, please type your question on 
the left-hand side of your presentation screen.

WE INVITE YOUR QUESTIONS!
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Contact Information
Kelly Thompson, CPA
Principal
The Bonadio Group
585.249.2762
kthompson@bonadio.com

Monique Showalter
AHA Solutions
312.895.2516
mshowalter@aha.org

Lori Dennis, CLFP
Senior Vice President
First American Healthcare Finance
585.643.3268
lori.dennis@faef.com

For more information on AHA Solutions or First 
American Healthcare Finance please visit  
www.aha-solutions.org

Follow us!

#AHASealServes
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Beyond Physical Health: Mind Body Connection
Role of Emotional Health in Wellness Programs 
Tuesday, November 1, noon – 1 pm Central 

The Changing Face of Employment Drug 
Screening 
Thursday, November 3, noon – 1 pm Central 

Enhance Efforts to Improve Cyber Security
Tuesday, November 8, noon – 1 pm Central 

To learn more or to 
register

Call 1.800.242.4677
or visit
www.aha-solutions.org
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Additional Resource from the AHA 

Health Career Center™ is brought 
to you by the American Hospital 
Association to connect healthcare 
employers and top talent in all 
disciplines through its online job 
board network.
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Join us in Chicago this October!

Register Now at 
www.hhnmag.com/
executiveforum

Speakers will include:
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THANK YOU!

AHA Solutions values your participation and interest in our 
Signature Learning Series™ events. 

For further information on other educational events and our endorsed 
products, please visit www.aha-solutions.org


