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An empirical research on the role of financial covenants
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This research deals with financial covenants in Japanese debt contracts. As
a result, it reveals that when borrowers violate the covenants, lenders do not always review the
contract, but place a moratorium in Japan. However, it also confirms that substantial penalties
exist in the sense that implicitly restricting subsequent borrowers® actions. From this fact, this
research concludes that in the technical violation direct restriction is not provided on a contract
basis, but it provides creditors with effective opportunities to restrict the activities of
borrowers.
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