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In this study, | focus on debt contracts (between firms and debtholders)
and analyze the important role and influence of accounting information on those contracts.

Through statistical analysis, | examine the relationship between the content of debt contracts
and the firm’ s financial data. The results show that bondholders use a firm' s financial data when
they determine the terms of a bond contract (especially the interest rate). Additionally, 1 find
that the firm s financial data is used in private lending agreements (between a firm and a bank).
In those debt contracts, financial covenants are often included. Therefore, 1 also examine the
relationship between financial covenants in bank lending agreements and the earnings management of
the borrowing firm and find that borrowing firms’ managers tend to choose income-decreasing
earnings management. This is probably because the bank closely monitors the decision-making of
borrowing-firm managers.
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