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An analysis of the relations between debt contracts and earnings management

Yumi, Inamura
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This study examines debt contracts between firms and debt holders to find the ex
tent that accounting information was used in debt contracts, the process of setting debt contracts, and th
e relationship between debt contracts and earnings management.

The sample consisted of debt contracts data from public firms® financial statements between 2004 and 200
8. The findings indicate that debt holders often used accounting information in their debt contracts, such
as restricted-earnings covenants; with the extent of accounting information used increasing remarkably af
ter 2007. An empirical analysis of the determinants setting the rigidity of restricted-earnings covenants
showed that debt holders use accounting information to analyze firms® past performance and forecasts of fi
rms® future performance to set debt contracts. This result shows the importance of the relationship betwee
n debt contracts and earnings management.
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