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The purpose of this study is to elucidate the role of each of the financial
covenants attached to debt contracts, which represent “ promises / pledges” based on the financial
statements or accounting information of the borrower.

As a result, we show that the financial covenants in Japan tend to be granted to secure the
bargaining power in the event of financial difficulties of the borrower. We also find that ordinary
profit, which is often used in Japan, is used to ensure that the role does not overlap with other
provisions. We conclude that ordinary profit is being used as an "intensive indicator” to play the
role that other provisions (especially negative covenants) should play.
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