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In today's rapidly evolving hospitality and travel industries, technological innovations like
self-service check-in kiosks have become essential for enhancing customer experience,
reducing operational costs, and streamlining service delivery. George Company, a leading
manufacturer specializing in advanced electronic equipment, recently developed a state-of-
the-art check-in kiosk with an estimated economic life of 12 years. The company has opted
to lease this equipment rather than purchase it outright, a strategic decision that impacts
its financial reporting, tax obligations, and asset management practices. Understanding the
nuances of leasing such equipment is critical for businesses aiming to optimize financial
performance and comply with accounting standards.

This article explores the key aspects of leasing a check-in kiosk, the accounting implications
under current standards, and the strategic benefits and challenges associated with leasing
versus purchasing. Whether you are a business owner, accountant, or financial analyst,
gaining insight into these topics can help you make informed decisions that align with your
company's objectives.

---

Understanding the Check-in Kiosk and Its
Economic Life

What Is a Check-in Kiosk?
A check-in kiosk is an automated, self-service terminal that allows travelers to check in for
flights, print boarding passes, select seats, and sometimes even handle baggage tagging
without the need for human interaction. These kiosks are typically equipped with
touchscreens, barcode scanners, printers, and secure internet connections, providing a
seamless and efficient check-in experience.

Economic Life of the Kiosk
The estimated economic life of 12 years refers to the period over which the kiosk is
expected to generate economic benefits for George Company. This duration influences
depreciation methods, lease terms, and the valuation of the equipment. Factors affecting
the economic life include technological obsolescence, maintenance costs, and industry
standards.



---

Leasing vs. Purchasing Check-in Kiosks: An
Overview

Reasons for Leasing Equipment
Leasing has become a popular choice among companies for various reasons:

Preserving Capital: Leasing reduces the initial cash outlay, freeing capital for other
investments.

Tax Benefits: Lease payments may be deductible as business expenses.

Up-to-Date Technology: Leasing allows companies to upgrade equipment more
frequently.

Balance Sheet Management: Operating leases can keep liabilities off the balance
sheet, improving financial ratios.

Advantages of Purchasing
Conversely, purchasing might be advantageous in certain scenarios:

Asset Ownership: The company owns the kiosk outright after purchase, which can
be an asset on the balance sheet.

Cost Savings in the Long Run: Over time, ownership can be more economical than
continuous lease payments.

Customization: Ownership allows modifications to the equipment without
restrictions.

---

Accounting for Leased Check-in Kiosks Under
Current Standards



Understanding Lease Accounting Standards
The accounting treatment of leases has undergone significant changes, especially with
standards such as IFRS 16 and ASC 842, which aim to bring transparency to lease
obligations. Under these standards, most leases are recognized on the lessee's balance
sheet, reflecting a right-of-use asset and a corresponding lease liability.

Initial Recognition of the Lease
When George Company leases the check-in kiosk, the following steps are involved:

Identify the Lease: The lease agreement specifies the terms, lease payments, and1.
the lease period (here, 12 years).

Calculate the Right-of-Use Asset: The present value of lease payments,2.
discounted at the lease's implicit rate or company’s incremental borrowing rate,
determines the initial right-of-use asset.

Record Lease Liability: Recognize the same amount as a lease liability on the3.
balance sheet.

Subsequent Accounting Treatment
Throughout the lease term, George Company will:

- Amortize the right-of-use asset over 12 years.
- Recognize interest expense on the lease liability.
- Adjust the lease liability as lease payments are made.

This approach ensures transparency and reflects the economic reality of leasing
obligations.

---

Financial Impact and Strategic Considerations

Impact on Financial Statements
Leasing the check-in kiosk affects several financial metrics:

Balance Sheet: Recognition of right-of-use assets and lease liabilities increases total
assets and liabilities.



Income Statement: Lease expenses are recognized through amortization and
interest, affecting net income.

Cash Flow: Lease payments are categorized under operating activities, influencing
cash flow statements.

Tax Implications
Tax treatment varies by jurisdiction but generally:

- Lease payments are deductible as business expenses.
- Depreciation on owned assets can provide additional tax benefits.
- The choice between leasing and purchasing can influence taxable income.

Strategic Benefits of Leasing the Check-in Kiosk
Leasing offers several advantages:

Flexibility: Easier to upgrade or replace kiosks as technology advances.1.

Cash Flow Management: Fixed lease payments facilitate budgeting.2.

Off-Balance-Sheet Financing: Depending on standards, leasing can improve3.
financial ratios.

Reduced Maintenance Responsibilities: Some lease agreements include4.
maintenance provisions.

Potential Challenges and Risks
Despite the benefits, leasing also has drawbacks:

Total Cost: Over the long term, leasing may be more expensive than purchasing.

Lease Term Limitations: Fixed lease periods may not align with the asset’s useful
life.

Obligations: Lease agreements can impose binding financial commitments.

---



Implementation and Management of Leasing
Agreements

Key Steps for George Company
To successfully lease and manage check-in kiosks, George Company should:

Evaluate Lease Terms: Ensure clarity on payment schedules, renewal options, and1.
maintenance responsibilities.

Perform Accurate Valuations: Use appropriate discount rates to determine present2.
value of lease payments.

Maintain Compliance: Stay updated with accounting standards and tax regulations3.
related to leasing.

Monitor Asset Performance: Track the condition and technological relevance of4.
leased kiosks.

Lease Management Best Practices
Effective lease management includes:

- Maintaining detailed lease documentation.
- Regularly reviewing lease terms for renegotiation or renewal.
- Coordinating with finance and accounting teams for proper recording.
- Planning for eventual asset disposal or upgrade at lease end.

---

Conclusion: Strategic Leasing for Future Growth

Leasing a check-in kiosk with an estimated 12-year lifespan presents a strategic
opportunity for George Company to modernize its product offerings and enhance client
services while maintaining financial flexibility. Proper understanding of lease accounting
standards ensures transparency and compliance, enabling the company to accurately
reflect its financial position. By weighing the benefits of leasing—such as flexibility,
improved cash flow, and technological agility—against potential drawbacks, George
Company can make informed decisions that support its long-term growth objectives.

Businesses looking to implement similar strategies should consider comprehensive lease
evaluations, alignment with accounting standards like IFRS 16 or ASC 842, and ongoing
lease management. Ultimately, leasing can be a powerful tool to stay competitive in a



technology-driven marketplace, provided it is executed with careful planning and diligent
oversight.

---
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Frequently Asked Questions

What is the accounting treatment for leasing a check-in
kiosk with an estimated economic life of 12 years?
According to current accounting standards (such as ASC 842 or IFRS 16), if the lease term
covers most of the kiosk's economic life or if the lease contains renewal options likely to be
exercised, George Company should recognize a right-of-use asset and a corresponding
lease liability on its balance sheet.

How does leasing the check-in kiosk impact George
Company's financial statements?
Leasing the kiosk results in the recognition of a right-of-use asset and a lease liability,
which increases total assets and liabilities. This can affect key financial ratios like debt-to-
equity and asset turnover, potentially impacting financial analysis and borrowing capacity.

What depreciation method should George Company use
for the leased kiosk?
George Company should depreciate the right-of-use asset over the shorter of the lease
term (12 years) or the asset's useful life, typically using straight-line depreciation unless
another method better reflects the usage pattern.

How are lease payments for the check-in kiosk
accounted for?
Lease payments are split into interest expense and reduction of the lease liability. The
interest expense is recognized over the lease term, while the lease liability decreases as
payments are made, aligning with the effective interest method.

Does the lease classify as a finance lease or an
operating lease under current standards?
Under ASC 842 and IFRS 16, most leases are recognized on the balance sheet as a right-of-



use asset and lease liability, and are generally classified as finance leases (or type of lease
liability) regardless of classification, although lease expense recognition differs.

What are the tax implications of leasing the check-in
kiosk?
Tax treatment varies by jurisdiction, but typically lease payments are deductible as
operating expenses, and depreciation on the right-of-use asset may also provide tax
benefits. Proper classification and documentation are essential for accurate tax reporting.

How should George Company disclose the leased check-
in kiosk in its financial statements?
Disclosures should include the lease term, lease payments, right-of-use asset and lease
liability amounts, depreciation expense, and interest expense, along with any lease-related
commitments or options.

What factors influence the decision to lease versus buy
the check-in kiosk?
Factors include the cost, tax considerations, impact on financial ratios, cash flow
considerations, the kiosk's useful life relative to the lease term, and strategic flexibility.

What are the risks associated with leasing the check-in
kiosk for George Company?
Risks include lease payment obligations, potential obsolescence of the kiosk technology,
changes in accounting standards affecting recognition, and the impact on financial ratios
and borrowing covenants.

How does the estimated 12-year economic life influence
lease accounting and depreciation?
The 12-year estimated life determines the depreciation period for the right-of-use asset and
influences lease classification; if the lease term is close to this period, it emphasizes the
importance of assessing whether the lease is a finance or operating lease under current
standards.

Additional Resources
George Company Manufactures A Check-in Kiosk With An Estimated Economic Life Of 12
Years And Leases It — this scenario presents a compelling case study in the realms of
equipment leasing, asset management, and financial accounting. As businesses
increasingly opt for leasing arrangements over outright purchases, understanding the
nuances of how to account for, evaluate, and optimize leased assets becomes essential.
This guide explores the key considerations, accounting methods, and strategic implications



involved when a company like George Company manufactures a check-in kiosk with an
estimated economic life of 12 years and leases it to a third party.

---

Introduction: The Shift Towards Leasing in Business Asset Management

In the modern business landscape, leasing has gained prominence as a strategic approach
to acquiring and managing assets. Companies leverage leasing to conserve capital, reduce
upfront costs, and maintain flexibility in their asset portfolios. When a company
manufactures specialized equipment such as check-in kiosks—commonly used in airports,
hotels, and other customer service environments—leasing these assets can offer both
financial and operational advantages.

For George Company, manufacturing a check-in kiosk with an estimated economic life of 12
years and subsequently leasing it to clients involves several critical considerations:

- How to account for the leased asset in financial statements.
- The selection of appropriate accounting standards (e.g., IFRS 16 or ASC 842).
- Financial implications of leasing versus owning.
- Maintenance, residual value, and depreciation strategies.
- The impact on cash flows and profitability.

This guide aims to provide a comprehensive understanding of these topics to help
stakeholders make informed decisions.

---

Understanding the Nature of the Asset: The Check-in Kiosk

Characteristics of the Check-in Kiosk

The check-in kiosk manufactured by George Company is a specialized piece of equipment
designed for high-volume, self-service check-in operations. Key features include:

- Economic Life: Estimated at 12 years, which influences depreciation and residual value
assumptions.
- Usage: Intended for long-term lease arrangements rather than direct sale.
- Technology Component: May involve hardware, embedded software, and connectivity
features.
- Maintenance and Upgrades: Expected to require periodic servicing, which affects lease
terms and residual valuation.

Implications of the Economic Life Estimate

The 12-year economic life indicates the period over which the kiosk can be expected to
generate economic benefits. This estimate impacts:

- Depreciation Methods: Straight-line or accelerated depreciation over 12 years.
- Residual Value: The estimated value at the end of the lease term, often based on market
value or salvage value.



- Lease Terms: Duration of lease agreements generally aligned with the asset’s useful life.

---

Accounting for the Lease: Standards and Approaches

Lease Classification and Its Significance

Under accounting standards such as IFRS 16 (Leases) and ASC 842 (Leases), a key step is
determining whether a lease is classified as a finance lease (capital lease) or an operating
lease. Recent standards tend to favor recognizing most leases on the balance sheet,
emphasizing transparency.

Key criteria include:

- Transfer of ownership at end of lease term.
- Bargain purchase options.
- Lease term relative to asset’s useful life.
- Present value of lease payments relative to asset’s fair value.

For George Company’s check-in kiosk:

- If leased for the majority of its 12-year life, it may qualify as a finance lease.
- The lease term and payment structure influence classification.

Recognizing the Lease on the Balance Sheet

Under IFRS 16 and ASC 842, lessees are generally required to recognize:

- Right-of-Use Asset: Represents the lessee’s right to use the leased asset during the lease
term.
- Lease Liability: Present value of lease payments payable over the lease term.

For the lessor (George Company), the accounting depends on whether they retain
ownership, act as a lessor, or sell the asset.

---

Depreciation and Amortization Strategies

Depreciation of the Check-in Kiosk

Given the 12-year estimated life, George Company must determine an appropriate
depreciation method:

- Straight-Line Depreciation: Equal expense over 12 years.
- Accelerated Methods: Such as double declining balance, if applicable.

Example:

If the kiosk’s cost is $120,000 and residual value is estimated at $12,000, annual



depreciation under straight-line would be:

`(Cost - Residual Value) / Economic Life = ($120,000 - $12,000) / 12 = $9,000 per year.`

Lease Payments and Their Effect on Depreciation

In a lease scenario, the lessee recognizes depreciation on the right-of-use asset, while the
lessor recognizes lease income over the lease term. The residual value assumptions
influence the asset’s book value and residual risk.

---

Lease Structuring and Financial Strategy

Lease Terms and Payment Structures

Leases can be structured in various ways, including:

- Fixed Payments: Consistent payments over the lease term.
- Graduated Payments: Payments that increase over time.
- Variable Payments: Based on usage or other factors.

George Company’s leasing strategy should consider:

- Competitive market rates.
- Covering manufacturing and maintenance costs.
- Achieving desired profit margins.

Residual Value and Its Impact

Residual value estimation is crucial as it affects:

- The amount of depreciation recognized.
- The lease payments (higher residuals can reduce lease costs).
- The lessor’s risk exposure.

Financial Benefits of Leasing

Leasing can offer several advantages:

- Steady Revenue Stream: Regular lease payments over 12 years.
- Asset Management: Ability to lease multiple units, spreading risk.
- Tax Benefits: Potential deductions based on depreciation and lease income.

---

Maintenance, Upgrades, and End-of-Lease Considerations

Maintenance Responsibilities

Leases often specify who bears maintenance costs. For George Company:



- If they retain responsibility, costs must be incorporated into lease pricing.
- If the lessee bears maintenance, residual value estimates are sensitive to asset condition.

Upgrades and Technological Obsolescence

Given rapid technological changes, leasing agreements may include clauses for upgrades
or early buyouts, affecting depreciation and residual estimates.

End-of-Lease Options

Potential options include:

- Renewal: Extending the lease.
- Purchase: Lessee buying the kiosk at residual value.
- Return: Lessee returning the asset, with residual value influencing any residual risk.

---

Financial and Strategic Implications

Impact on Financial Statements

Leasing affects:

- Balance Sheet: Recognition of right-of-use assets and lease liabilities.
- Income Statement: Depreciation expense and lease expense recognition.
- Cash Flows: Operating or financing cash flows, depending on lease classification.

Strategic Considerations for George Company

- Asset Utilization: Maximize the lease term aligned with the kiosk’s useful life.
- Pricing Strategies: Balance competitive leasing rates with cost recovery.
- Residual Value Management: Accurate estimation to optimize profitability and reduce risk.
- Market Demand: Adjust leasing terms based on customer needs and technological trends.

---

Conclusion: Best Practices and Final Thoughts

Manufacturing a check-in kiosk with an estimated 12-year economic life and leasing it
involves a nuanced approach to accounting, asset management, and strategic planning.
Key takeaways include:

- Carefully classify leases according to relevant standards to ensure proper accounting
treatment.
- Accurately estimate residual value to optimize depreciation and lease pricing.
- Structure lease agreements to balance revenue stability with flexibility.
- Consider ongoing maintenance, upgrades, and end-of-lease options to mitigate risks.
- Regularly review the economic life and residual value assumptions as technology and
market conditions evolve.



By adopting best practices in lease accounting and strategic asset management, George
Company can position itself for sustainable revenue streams, minimized risks, and
competitive advantage in the growing equipment leasing market.

---

In summary, understanding the intricacies of leasing a long-lived asset like a check-in kiosk
is vital for maximizing financial performance and operational efficiency. Proper accounting,
strategic planning, and ongoing asset management are the pillars for success in this arena.
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