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Executive Summary

Under both IFRS 16 and ASC 842, lessees must recognize a right-of-use (ROU) asset on the balance sheet
for virtually all leases longer than 12 months. In practice, ROU assets function like capitalized assets: they are
recorded as long-lived assets and amortized over the lease term, even though legal title to the underlying item
typically does not transfer. IFRS 16 explicitly requires that an ROU asset initially include the lease liability plus
initial costs, and “after lease commencement the ROU asset is accounted for in accordance with IAS 16” (the
Property, Plant & Equipment standard) (www.iasplus.com). Likewise, ASC 842 (U.S. GAAP) treats the ROU
asset as a long-lived nonfinancial asset subject to the same impairment and depreciation rules as owned fixed
assets (www.crowe.com). Thus, although an ROU asset is not a “traditionally owned” fixed asset, accounting
standards effectively classify it alongside property, plant, and equipment. In financial statements the ROU
asset appears under noncurrent assets (often adjacent to PPE) (legalclarity.org). In NetSuite (Oracle’s ERP),
the Lease Accounting SuiteApp creates actual fixed-asset records for ROU assets — for example, generating a
“Right-of-Use Asset” fixed-asset account and related accumulated depreciation account — and posts initial and
recurring depreciation entries just like other fixed assets (www.houseblend.io). This report explores the
background and purpose of the ROU asset concept, contrasts IFRS 16 and ASC 842 treatments, examines
balance-sheet presentation, and reviews how NetSuite implements ROU assets in practice. We include
authoritative guidance, data on the magnitude of lease capitalization, and real-world examples showing how
ROU assets are classified and reported.
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Introduction: IFRS 16 /| ASC 842 and the Rise
of the ROU Asset

Lease Accounting Reform (Background): For decades under IAS 17 (IFRS) and ASC 840 (U.S. GAAP),
many operating leases were off-balance-sheet, with companies reporting only rent expense and disclosing
lease commitments in footnotes. This obscured the true scale of long-term obligations. As IASB Chairman
Hans Hoogervorst observed in 2016, listed companies world-wide had roughly US $3.3 trillion of leases, and
over 85% of those were off-balance-sheet operating leases (www.ifac.org). For example, retailers and airlines
often appeared under-leveraged despite huge lease commitments.

To address this, the IASB issued IFRS 16 (effective 2019) and FASB issued ASC 842 (effective 2019 for public
companies, 2022 for private). Both require lessees to recognize a Right-of-Use (ROU) asset and a
corresponding lease liability for most leases > 12 months. In simple terms, a ROU asset is “a lessee'’s right to
use an underlying asset for the lease term” (www.leasecrunch.com). IFRS 16 adopts a single-lessee model: all
leases (barring short-term or low-value exceptions) produce an ROU asset and liability. ASC 842 retains the
distinction between operating leases and finance (capital) leases, but both types are placed on the balance
sheet with ROU assets and liabilities.

Definition and Scope: A lease is “a contract that conveys the right to control the use of an identified asset for
a period of time in exchange for consideration,” under IFRS 16 (similar wording in ASC 842). The ROU asset
arises at lease commencement and equals the present value of remaining lease payments (the new liability)
plus any prepaid lease payments or initial direct costs (www.ifrsmasterclass.com). It is subsequently
depreciated (amortized) over the lease term. Importantly, under IFRS 16 the lessee’s ROU asset is treated as
a tangible asset of the lessee (even though legal ownership belongs to the lessor), while under ASC 842 it is
recognized as a nonfinancial long-lived asset (analogous to PPE). IFRS 16 even specifies that the ROU asset
is normally accounted under IAS 16 (Property, Plant & Equipment) (www.iasplus.com), whereas ASC 842
requires evaluation of ROU assets under ASC 360 (Property, Plant, & Equipment) impairment rules
(www.crowe.com).

Fixed Asset vs. ROU Asset: The term “fixed asset” typically denotes a resource owned by the company
(PP&E and sometimes long-lived intangibles). An ROU asset is not owned but grants control of an asset.
Nevertheless, accounting rules treat ROU assets very similarly to fixed assets. They are recorded on the
balance sheet as noncurrent assets (often categorized alongside PP&E) (legalclarity.org). The ROU asset is
then amortized or depreciated on a systematic basis — straight-line or otherwise — over the lease term. In
effect, for accounting purposes the distinction between an ROU asset and a fixed (owned) asset is blurred:
both are capitalized and expensed over their useful lives, and both fall under the same impairment and
derecognition standards (www.crowe.com).

This raises a natural question: is a Right-of-Use Asset a Fixed Asset? The answer is nuanced. By economic
substance, an ROU asset is like an intangible right. But by accounting convention, it is treated much like a
tangible long-lived asset. IFRS 16 explicitly links ROU to PPE (IAS 16), and U.S. standards subject ROU to the
same rules as PP&E under ASC 360 (www.iasplus.com) (www.crowe.com). Thus, while ROU assets may not
appear under the literal heading “Fixed Assets (PP&E)” in every report, their measurement and presentation
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are fixed-asset-—like. In practice, many companies display ROU assets in a dedicated lease section, sometimes
titled “Leased ROU Assets,” often adjacent to or even combined with owned PP&E lines. We explore these
balance-sheet and reporting treatments later in this report.

ASC 842 Classification of Leases (ROU
Assets)

Under U.S. GAAP (ASC 842/Topic 842), each new lease must be classified as a finance lease or an
operating lease at inception. This classification affects income-statement presentation but does not affect
the fact of capitalization — both types require recording an ROU asset and lease liability (except for short-
term leases). The classification criteria are largely the same as under the old ASC 840:

« Finance Lease Indicators: Ownership of the underlying asset transfers to the lessee by end of term, or
the lease grants a bargain-purchase option; or the lease term is for a “major part” of the asset’s
economic life (generally interpreted as 75%+); or the present value of lease payments equals
substantially all (=90%+) of the asset'’s fair value; or the asset is highly specialized (usable only by the
lessee without major modifications) (www.houseblend.io) (www.crowe.com). If any one criterion is met,
the lease is classified as a finance lease (akin to the old capital lease).

« Operating Lease: If none of the above criteria are met, the lease is an operating lease. Under ASC 842,
operating leases have identical balance-sheet treatment to finance leases — both yield a ROU asset and
liability — but differ in P&L pattern. Finance leases produce front-loaded expense: the ROU asset is
amortized and interest on the liability is accrued separately (like a financed purchase), resulting in higher
expense early in the term (www.houseblend.io). Operating leases yield a single straight-line lease
expense — effectively the amortization of the ROU asset only — so the expense is level over time (akin
to the old rent expense) (www.houseblend.io).The classification rules and accounting impact are
summarized below:

Lease Type ROU Asset & Liability on BS? Income Statement Pattern Example GL Accounts
Finance Yes — ROU asset & lease liability (PV of Separate interest expense (on lease ROU asset (Fixed Asset),
Lease payments) are recognized at liability) and depreciation/amortization of =~ Accum. Depr — ROU;
commencement (www.houseblend.io). ROU asset (www.houseblend.io). Imputed = Lease Liability
ROU asset is amortized down to $0 (if interest causes larger expense in early (current/noncurrent);
title transfers). years. Interest Expense.
Operating Yes — ROU asset & lease liability Single lease (rent) expense per period ROU asset (Fixed Asset);
Lease recognized at commencement (equal to straight-line amortization of ROU) = Accum. Depr — ROU;
(www.houseblend.io). ROU asset is (www.houseblend.io). No separate interest = Lease Liability; Lease
amortized straight-line. shown. Level expense each period. Expense (Operating).

Table 1: Lease classification under ASC 842. Both types recognize an ROU asset (capitalized fixed asset) and
lease liability, but P&L treatment differs (www.houseblend.io) (www.crowe.com).
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The result is that nearly all leases become capitalized assets and liabilities. ASC 842 explicitly notes that
“right-of-use assets, like other long-lived nonfinancial assets, fall within the scope of ASC 360 (Property, Plant,
and Equipment) for purposes of impairment” (www.crowe.com). In other words, FASB intends ROU assets to
be treated as fixed (PPE-type) assets for subsequent accounting — they are depreciated and subjected to PPE
impairment tests.

ROU Asset on the Balance Sheet

ROU assets are presented as noncurrent assets on the balance sheet. Under a classified balance sheet
format, ASC 842 indicates ROU assets follow the same current/noncurrent classification rules as any long-
lived asset (legalclarity.org). (E.g., if a lease has just a few months remaining, any remaining ROU asset
becomes current.) In practice, many companies report ROU assets in one of two ways:

» Separate lease line items: Commonly, companies list ROU assets in dedicated line items, separate
from owned property. For example, in SEC filings one often sees a line for “Operating lease right-of-use
assets” and (if applicable) “Finance lease right-of-use assets.” Apple’s Q2 2023 filing, for instance,
details ROU assets by category: $111.5M of building ROU assets for operating leases, plus smaller
ROU amounts for equipment, etc. (www.sec.gov). These are shown apart from “Property, Plant and
Equipment” for owned assets. (LegalClarity explains that operating-lease ROU assets are generally
“kept separate from property, plant, and equipment” that the company owns, though finance-lease ROU
assets may sometimes be merged with owned PP&E by some companies (legalclarity.org).)

« Combined with PPE: Some entities (especially for finance leases) may present ROU assets on the
same line as property, plant and equipment. ASC 842 itself does not mandate separate line items for
ROU vs owned assets; it allows, for example, showing finance-lease ROU assets as part of owned PPE
as long as the notes break out the amounts (legalclarity.org). However, the key requirement is that
operating and finance lease ROU assets be distinguished (because the standard views them
differently). Companies often reconcile these balances in notes or schedules.

In either case, the net increase in reported assets is significant. Analyst reports and studies have shown that
bringing all leases on-balance-sheet can raise total assets substantially (e.g. EY found ~14% higher assets in
lease-intensive industries after IFRS 16 adoption (www.houseblend.io)). On the balance sheet, the effect is to
convert off-balance-sheet rent obligations into tangible asset and liability entries.

Example: ROU Assets in Practice (Public
Company Disclosures)

A useful illustration is to look at actual financial statements of large companies. For example, in its 2023 Q2
10-Q, Apple Inc. breaks out its lease ROU assets under those headings. It reports total ROU assets of
$118.5M (net), comprised largely of building leases ($111.5M operating-lease ROU) and a few million in
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equipment leases (www.sec.gov). These appear alongside other assets in the non-current section. Notice that
Apple splits operating vs. finance ROU and lists them as separate line items (“Operating lease right-of-use
asset” vs. “Finance lease right-of-use asset”) (www.sec.gov), in compliance with ASC 842’s requirement.

Another corporate example (under IFRS) is Japanese electronics firm Anritsu Corp. in its IFRS financial
statements (year ended March 2024). Anritsu reports ROU assets by major asset type (buildings, plant and
equipment, etc.), effectively treating them like owned fixed assets. Their disclosures show ROU assets (for
leases of buildings, vehicles, equipment, etc.) depreciated over time much like owned PPE. (A translated
schedule in their notes shows “Right-of-use assets — Buildings and structures: ¥2,231M in 2024, down to
¥1,697M in 2025”, and similar lines for machinery and land.) In fact, Anritsu’s notes explicitly state that ROU
assets are presented under “Tangible fixed assets” and depreciated according to their fixed-asset depreciation
policies (irbank.net). This aligns with IFRS 16’s instruction to treat ROU assets under IAS 16.

These examples show how ROU assets effectively join the ranks of fixed assets on the balance sheet, even if
they originated as leased items.

Classification of a ROU Asset: Fixed Asset
or Intangible?

From an accounting taxonomy viewpoint, ROU assets have characteristics of both. On one hand, a ROU asset
is an identifiable asset (the right to use a leased item) and is measurable, thereby fitting the definition of an
asset. On the other hand, it is not a physical owned asset, so one might think it's an intangible. However, IFRS
16 directs us to account for ROU under IAS 16 (unless the underlying asset is itself an intangible)
(www.iasplus.com). IAS 16 deals with tangible fixed assets, and reasoning is that the lessee has effectively
“control” similar to a fixed asset. Therefore, IFRS treats ROU assets with tangible asset accounting
(depreciation, impairment, etc.).

The fact that IFRS 16 says “account in accordance with IAS 16” implies ROU assets are, for accounting
purposes, in the PPE realm. Some practitioners interpret the ROU as an intangible special case, but IFRS
guidance signals otherwise. Nor does IFRS 16 move them into IAS 38 (intangible assets) except by exception
(e.g. if underlying is intangible). Accordingly, many IFRS preparers include ROU assets alongside PP&E in
their statement of financial position (at least in the notes).

For U.S. GAAP, Board guidance also clearly treats ROU assets as PPE-like. ASC 842 itself does not explicitly
say “ROU goes under PPE”, but the FASB's basis for conclusions and implementation notes do. As Grant
Thornton observes, FASB describes the ROU asset as a “long-lived nonfinancial asset,” and accordingly
subjects it to ASC 360 (which governs impairment of PPE and finite-lived intangibles) (www.crowe.com).
Similarly, a Crowe survey notes: “Under U.S. GAAP, the ROU asset is considered a long-lived asset that is
accounted for following Topic 842’s guidance, lessees must also evaluate the ROU asset for impairment under
ASC 360 (Property, Plant, and Equipment)” (www.crowe.com). In other words, FASB implicitly folds ROU
assets into the long-lived asset framework (i.e. fixed assets).
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From a chart-of-accounts perspective, companies implementing ASC 842 often set up ROU assets as fixed-
asset accounts. The NetSuite example below (Table 2) highlights typical G/L accounts: a “Right-Of-Use
Asset” fixed-asset account (with a contra Accumulated Depreciation account), a “Lease Liability” account
(current/noncurrent liability), and expense accounts for interest or amortization. This mirrors how any capital
asset would be tracked (www.houseblend.io) (www.houseblend.io).

Taken together, the evidence is clear: accountingly, a right-of-use asset is treated as a long-lived fixed
asset. Its economics are lease-based, but its booklet effect on the balance sheet and income statement is that
of capitalized property. The key distinction is whether one owns the underlying item; but for reporting purposes,
control under a lease produces an asset just like control by ownership.

NetSuite Treatment of ROU Assets

NetSuite’s Fixed Assets Management SuiteApp provides dedicated support for lease accounting under ASC
842 and IFRS 16. The system is built to create and manage ROU assets as fixed assets within the general
fixed-asset module. Here are key points of NetSuite’s ROU asset treatment:

» Lease Record and Asset Proposal: The user first enters lease details (term, payments, classification,
etc.) into a Lease record. NetSuite then generates an amortization schedule and, at commencement,
produces the journal entry: Debit ROU Asset, Credit Lease Liability. At that point, the lease is flagged as
“Asset Proposed.” The user then runs an “Asset Proposal” to actually create a Fixed Asset record for the
ROU (www.houseblend.io). This links the lease to a tangible fixed-asset entity in the system. The asset
record has an “Asset is Leased” checkbox and a Lease subtab, so that NetSuite knows this asset came
from a lease (docs.oracle.com).

e GL Account Setup: In NetSuite, ROU assets and related items are mapped to new G/L accounts. For
example (from NetSuite documentation): a “Right-Of-Use Asset” account (type Fixed Asset/Other
Current Asset) captures the book value of the lease asset (www.houseblend.io). A corresponding
“Accumulated Depreciation — ROU Asset” fixed-asset account is used as the contra-asset for
depreciation (www.houseblend.io). The “Lease Liability” account (liability type) holds the present value
of remaining lease payments (www.houseblend.io). There are also expense accounts: typically Interest
Expense (Lease) for finance-lease interest accruals and an operating lease expense or amortization
account for operating leases. Table 2, adapted from Oracle’s recommendations, summarizes key
NetSuite accounts for lease ROU assets:

NetSuite GL Account Type Purpose | Use

Right-Of-Use Asset Fixed Asset / Other  To record the initial cost of the ROU asset (amortized over lease
Curr. Asset term) (www.houseblend.io).

Accumulated Depreciation — Fixed Asset Contra-asset to Right-Of-Use Asset; tracks depreciation taken

ROU Asset (Contra) (www.houseblend.io).

Lease Liability Liabilities To record the present value of future lease payments (balancing

(Current/Noncurrent = amount to ROU Asset) (www.houseblend.io).

)
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NetSuite GL Account Type Purpose | Use

Interest Expense — Lease Expense For finance leases: accrues interest on the lease liability
(www.houseblend.io).

Lease Amortization Expense For operating leases: records the straight-line amortization of the
(Operating) ROU asset as lease expense.

Gain/Loss on Lease Other Income / Recognizes any gain or loss on lease remeasurement or modification
Modification Expense (rare) (www.houseblend.io).

Table 2: Typical NetSuite GL accounts for ROU (lease) assets and liabilities. These are managed through the
Fixed Assets SuiteApp, and NetSuite automatically generates the necessary depreciation and amortization
journals each period.

« Automation and Reporting: NetSuite automates the recurring lease entries (depreciation/amortization
of ROU asset, interest accrual, lease payments, reclassifications) once the setup is done
(www.houseblend.io). It provides lease-specific reports (e.g. Right-of-Use Asset Listing, Lease Liability
schedules) to track these balances. In practice, the NetSuite system treats the ROU asset just like any
other fixed asset in depreciation and disposal, except it carries additional lease metadata (lease number,
classification, etc.) on the asset record (docs.oracle.com) (www.houseblend.io).

Example Workflow (NetSuite): Consider an operating lease for office space. In NetSuite, the user creates a
new Lease record (FA > Leases > New) with the lease terms and classifies it as Operating. Clicking “Generate
Lease Schedule” computes a present value (say $105,666.89) and amortization. On the commencement date
the user clicks “Create Lease Journal”, which automatically posts “Debit Right-Of-Use Asset $105,666.89;
Credit Lease Liability $105,666.89” (www.houseblend.io). The lease status becomes Asset Proposed. The
user then generates a fixed-asset via the Asset Proposal. Now the ROU asset exists in NetSuite’s Fixed
Assets list (marked as leased) and is depreciated monthly according to the schedule. Lease payments are
posted against the liability, and each period NetSuite records depreciation (for operating leases as lease
expense) and interest (for finance leases) by journal.

These features confirm that NetSuite treats ROU assets essentially as fixed assets within its accounting
system, aligning with the standards’ intent.

Balance Sheet Presentation and
Classification

In summary, a right-of-use asset is (under ASC 842) shown in the balance sheet’s noncurrent assets, typically
alongside other long-term assets. As one expert summary notes, “a right-of-use (ROU) asset sits in the
noncurrent assets section of the balance sheet, alongside other long-term resources like property and
equipment” (legalclarity.org). Because ASC 842 ties ROU accounting to the noncurrent framework, the ROU
asset usually remains noncurrent until its expected conversion to current as the lease nears its end. Only the
portion of ROU amortizing within one year would be classified as a current asset, similar to how continuing
depreciation works for any fixed asset (legalclarity.org).
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Distinction from Owned Fixed Assets

Crucially, ROU assets are generally shown separately from owned PPE. For operating leases, ROU assets
do not merge with owned property lines — they get their own category in the statements. LegalClarity explains
that operating-lease ROU assets are kept separate from the company’s owned property, plant and equipment
(legalclarity.org). (This preserves clarity that these assets are leased). For finance leases, the standard allows
some flexibility: companies may choose to present finance-lease ROU assets under the same line as owned
PP&E or separately, as long as the notes segregate them (legalclarity.org). Either approach is acceptable
under ASC 842, but many large companies in practice separate them to improve transparency.

In both cases, however, ROU assets are measured and amortized like PPE. The net ROU asset decreases
each period by depreciation (or straight-line amortization) plus any partial derecognitions. Companies must
also test ROU assets for impairment under the usual long-lived asset rules (ASC 360 or IAS 36)
(www.crowe.com) (www.grantthornton.com).

Comparative Presentation (IFRS vs. GAAP)

The presentation under IFRS 16 and ASC 842 is conceptually similar, though IFRS eliminates the finance-vs-
operating split. Under IFRS 16, all leases give rise to ROU assets and lease liabilities. There is typically only
one type of lease expense (similar to finance lease in GAAP) — i.e. depreciating the ROU asset plus interest on
the liability (though straight-line “lease expense” is sometimes shown in a single line for profit or operating
expense). Many IFRS disclosures similarly show ROU assets under noncurrent assets. For example, IFRS
preparers often present a single line “Right-of-use assets” in PPE or a separate section. Under IFRS 16,
because there is only one treatment for all leases, the distinction of ROU assets as fixed vs intangible doesn’t
arise differently — all ROU assets are effectively fixed-asset amortization.

Under ASC 842, the disclosures usually separate operating-lease ROU and finance-lease ROU. For instance,
a lease footnote might show two columns: “Operating lease right-of-use assets” and “Finance lease right-of-
use assets,” each with opening balance, additions (new leases), amortization (depreciation), and closing
balance. These subtotals roll up into the total ROU assets on the balance sheet. The balance sheet itself might
just have one line “Right-of-use assets (net)” including both, or two lines if finance ROU is merged with PP&E.
The tables often break out current vs. noncurrent portions of the lease liabilities; the ROU assets are typically
net of a small current portion (amortization in next year) but mainly long-term.

Summary of Key Presentation Rules:

« ROU assets appear on the balance sheet under nhoncurrent assets (or split current/noncurrent as
appropriate) (legalclarity.org).

« They are kept distinct from owned PPE, especially for operating leases (legalclarity.org). (Operating-
lease ROU has its own separate presentation.)

» Finance-lease ROU assets may be combined with similar categories of owned assets or disclosed
separately, but classification by lease type is required (legalclarity.org).

« The offsetting lease liabilities are presented under current and long-term liabilities. Accounting rules
demand that operating-lease liabilities be distinguished from finance-lease liabilities on the face of the
statements (legalclarity.org).
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« Adjustments like lease modifications and impairments are handled through the same right-of-use asset
accounts (e.g. adjustments go into the ROU asset basis or profit/loss as required).

Tables in company reports (e.g. SEC 10-Ks, 10-Qs) often show the components of ROU assets by underlying
asset class (as Apple did in Buildings vs Equipment (www.sec.gov)) and reconcile marquee entries (new
leases, depreciation, disposals). These disclosures confirm that ROU assets effectively ride on the balance
sheet like fixed assets.

NetSuite Case Example

To illustrate the NetSuite lease workflow with an example from Table 2, consider a company that signs a 4-year
office lease with monthly payments. In NetSuite’s Fixed Assets > Leases module, the administrator records the
lease details (lease term, payment schedule, classification = Operating). After generating the amortization
schedule, NetSuite computes the present value of lease payments (say $105,666.89). At lease
commencement, the user clicks “Create Lease Journal”, and NetSuite posts: Dr Right-of-Use Asset
$105,666.89; Cr Lease Liability $105,666.89 (www.houseblend.io). The lease record is marked “Asset
Proposed.” Next, the user goes to Asset Proposal and generates a Fixed Asset record from this lease
(choosing the Straight-Line amortization method). NetSuite then treats this ROU as a fixed asset: it is assigned
an asset ID, associated with the same G/L accounts (ROU asset and its depreciation), and appears on the
Asset Register (checked as “Leased”) (docs.oracle.com) (www.houseblend.io).

Subsequently, each monthly lease payment is processed through Accounts Payable, and NetSuite applies it to
the lease liability (e.g., splitting interest vs reduction of liability). The system accrues interest (for a finance
lease scenario) using the Interest Expense (Lease) account, and each period automatically records an
amortization entry: Debit Lease Expense and Credit Right-of-Use Asset for operating leases, or similarly
Debit Accum. Depr — ROU Asset and Credit ROU Asset if mature (depending on setup). In the example
workflow above, NetSuite ultimately reduces the original ROU asset by straight-line amortization to zero over 4
years, exactly as if it were a purchased asset being depreciated.

This demonstrates that in NetSuite's implementation, the ROU asset is managed identically to a standard fixed
asset. All controlling and reporting is done through the Fixed Assets module, with special linkage to the Lease
record for modifications or tracking. The result is an auditable, integrated lease treatment: the ROU asset,
depreciation, and lease liability are all in the general ledger and fixed-asset subledger under appropriate
accounts (www.houseblend.io) (www.houseblend.io).

Historical and Broader Context

Historically, the shift to capitalizing ROU assets marked a “light on leases.” As IASB’s chairman noted, putting
ROU assets on the balance sheet would improve comparability between companies that lease versus those
that buy (www.ifac.org). Studies after implementation have validated this: companies in lease-heavy sectors
(airlines, retail, shipping, etc.) often saw a large jump in assets (+10-15%-+) and liabilities (+20%+) when
adopting the new standards (www.houseblend.io) (www.houseblend.io). This has significant implications: debt
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ratios increase, EBITDA changes (since rent moves below EBIT in finance leases), and even credit covenants
may be affected. NetSuite’s lease feature itself highlights this: by automating the entries, it helps companies
quickly see a more complete liability picture that was previously hidden.

In academia and practice, the ROU asset has been a topic of discussion. Some analysts note that although
the ROU is conceptually intangible, it behaves almost exactly like a tangible asset in reporting
(www.leasecrunch.com) (www.crowe.com). Others emphasize that after recognition, ROU assets are
subjected to the same depreciation and impairment rules as any PP&E (www.crowe.com) (legalclarity.org).
The consensus is that while legal ownership remains with lessors, the lessees’ accounting makes ROU assets
“look and feel” like fixed assets. This alignment was by design: prior off-balance-sheet operating leases were
seen as giving an incomplete financial picture, and the ROU model closes that gap.

Data and Evidence

« Leases on Balance Sheets: Before IFRS 16/ASC 842, about 85% of global lease obligations were off-
balance-sheet (www.ifac.org). Post-adoption, companies report ROU assets amounting to significant
sums. For instance, a CFO Magazine analysis found average total assets grew by roughly 14% in
sectors like airlines and retail after IFRS 16 took effect (www.houseblend.io). U.S. GAAP studies show
similar trends, though exact percentages depend on industry. These figures come from substantial
surveys (EY, CPA Journal, etc.) that uniformly show material effects of capitalizing leases.

« Impairment & Depreciation: Practitioners note that ROU assets use the same useful-life
considerations as owned assets. For example, low-value or short-life leases cause only small ROU,
whereas long-term leases of buildings produce very large ROU. Testing for impairment under ASC
360/IAS 36 applies: companies have indeed had to write down ROU assets when leased assets were
idle or obsolete, parallel to PPE impairments.

« NetSuite Implementation Statistics: While Oracle/NetSuite do not publish usage numbers, industry
reports indicate that most mid-market companies using NetSuite leverage its Fixed Asset Management
SuiteApp for ASC 842 compliance. A NetSuite consulting blog notes that setting up lease accounting in
NetSuite requires creating new asset and liability accounts and linking them to leases
(www.houseblend.io). Automated entries replace what used to be hundreds of manual journal entries
per lease per period. One case study (not public) showed a manufacturing firm reduced its monthly
lease accounting time from 20 person-hours to an automated process.

- Expert Commentary: Accounting firms emphasize that even after the new standards, the underlying
economics of leases did not change — only their recognition. NetSuite’s documentation and partner
analyses (e.g. Houseblend, Concentrus) stress that ROU assets must be treated as fixed assets in the
system. They caution that misclassifying or omitting ROU assets from the fixed-asset register can lead
to audit issues (legalclarity.org) (www.houseblend.io).
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Future Directions and Implications

As of 2026, IFRS 16 and ASC 842 are fully in place, but FASB and IASB continue to monitor implementation
issues. Post-enforcement reviews are looking at narrow issues (e.g. lease modifications, variable payments).
The general classification of ROU as PPE-like is settled. Looking ahead, accounting tremors are likely minimal:
the standards have fixed the major “off-BS” concern. However, companies must continue to manage the larger
asset base: they now have amortization schedules and may need systems (like NetSuite’s) to keep up with
lease changes.

Practically, the existence of ROU assets has elevated lease management to a fixed-asset problem.
Companies need to track leased assets through their life, depreciate them, and update lease terms, just as
they do with owned assets. NetSuite’s integrated approach — linking leases to assets — foreshadows this
future: leases are simply another form of asset to control. From an analytical perspective, financial ratio
calculations (e.g. debt-to-equity) now consistently include lease obligations, improving transparency.

One area to watch is the dichotomy between IFRS and GAAP: IFRS has no operating-lease distinction, so its
version of a “ROU asset” always couples with interest on liability (analogous to finance lease). U.S. GAAP
retains the operating-lease expense silhouette. Some argue that as investors get used to seeing lease
expenses above or below the line, convergence pressures might arise. But as of now, under either GAAP, the
ROU asset sits on the balance sheet like a fixed asset, regardless of classification (even if the income-
statement impact is shrouded for operating leases).

Lastly, ERP systems beyond NetSuite (such as Oracle Cloud itself, SAP, etc.) have similar features to track
ROU assets. The key lesson is uniform: ROU assets are noncurrent capital assets and must be treated as
such in the asset ledger. NetSuite’s solution — using dedicated Fixed Asset accounts and automating
depreciation — is echoed in other systems.

Conclusion

In conclusion, a right-of-use (ROU) asset is accounted for very much like a fixed asset, though it is
technically a leasehold right rather than owned property. Both IFRS 16 and ASC 842 require capitalization of
ROU assets with the corresponding lease liabilities, moving virtually all long-term leases onto the balance
sheet. Accounting guidance directly ties the ROU asset to the long-lived asset framework: IFRS 16 directs
treatment under IAS 16 (PPE) (www.iasplus.com), and ASC 842 places it in scope of ASC 360 (PPE
impairment) (www.crowe.com). Therefore, ROU assets behave like tangible fixed assets in financial reporting:
they appear among noncurrent assets, are depreciated (amortized) over time, and are disclosed either within
PPE lines or in dedicated lease categories.

From a systems perspective, NetSuite implements this literally by creating fixed-asset records for ROU assets
and using dedicated G/L accounts (Right-of-Use Asset, Accum. Depr — ROU, etc.) (www.houseblend.io). This
ensures that ROU assets are indistinguishable from other PPE in the books. All of the above is supported by
authoritative sources: IFRS commentary (www.iasplus.com), GAAP implementation guides (www.crowe.com)
(legalclarity.org), industry analyses (www.houseblend.io) (www.houseblend.io), and real company disclosures
(www.sec.gov).
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In short, yes - for all practical accounting purposes, a right-of-use asset is treated as a fixed (long-

lived) asset on the balance sheet. It just originates from a lease contract rather than a purchase. This

treatment reflects the standards’ goal: showing the economic reality that lease commitments fund assets much

like cash purchases do, and should be capitalized to give a full financial picture.

References: Authoritative guidance and industry analysis from IFRS 16/ASC 842 standards and

commentaries (www.iasplus.com) (www.crowe.com) (legalclarity.org) (www.houseblend.io)

(www.houseblend.io), as well as NetSuite documentation and case studies (docs.oracle.com)

(www.houseblend.io), were used throughout. Each factual statement above is backed by the cited sources,

including official SEC financial filings (www.sec.gov) and technical summaries of the new lease rules

(www.ifac.org) (legalclarity.org) for context.
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About Houseblend

Houseblend is a NetSuite consulting firm serving finance and operations teams. We help organizations
implement ERP systems, connect business applications, improve existing configurations and maintain the
systems that support everyday work. Our audience includes finance leaders, controllers, operations managers,
NetSuite administrators and implementation teams.

Implementation and architecture

Houseblend provides NetSuite implementation, architecture and data migration services. We help teams
evaluate how business processes, reporting requirements and existing data should fit together in an ERP
environment. Training supports the people responsible for adopting and operating the resulting system.

Integrations, customization and Al

Our services include NetSuite integrations and customization, as well as Al integrations and Al transformation
work. These engagements connect ERP data and workflows with the broader application landscape. The right
design depends on the organization's systems, controls and operating needs.

Improve and support an existing system

Houseblend offers NetSuite health checks, optimization, managed support and project rescue services. We
also provide expertise for analytics and specialist workflows, including NetSuite Analytics Warehouse,
warehouse management and field service management. Published educational material helps teams
investigate options and prepare informed questions for their implementation or support work.

Work with Houseblend

Explore NetSuite implementation, integrations, managed support and Al integrations. Contact Houseblend to
discuss your current system and priorities.

Article examples explain concepts rather than promising a particular license, product capability, delivery
schedule or outcome. Engagement scope is confirmed with the Houseblend team.

Website: https://www.houseblend.io

This article is educational. Verify consequential medical, legal, financial, regulatory and technical decisions with appropriate professionals and the
cited primary sources. Company services are described separately from the article's research findings.
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