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The purpose of this study is to investigate whether and how the balance
sheet approach improves the usefulness of accounting information by focusing on recognition and
measurement of liabilities. The main results of this study are as follows. (1) Recognizing leases on

lessees™ balance sheets provides useful accounting information to capital market participants. (2)
Investors® information processing has significant effects on their differential treatments between
recognition and disclosure of finance leases. (3) Auditors scrutinize recognized pension liabilities
more closely than disclosed pension liabilities, thereby increasing the reliability of accounting
information. These results suggest that investors® information processing and reliability of
accounting information substantially affect the usefulness of accounting information.
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