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Debt — covenant Controller’ s Characteristic and Earnings Management

Li Zengfu Zeng Qingyi and Wei Xiahai

( Economic and Management School South China Normal University)

Abstract: The paper researches the “debt covenant hypothesis” from both the accrual — based and real earnings management it finds
the following results: (1) The higher level of corporate debt the more incentives of both the accrual — based and real earnings
management; ( 2) Debt level of state — owned controlled company has no significant effect on accrual — based earnings management but
significant positive effect on real earnings management. However the debt level has significant effect on both the accrual — based and
real earnings management in the sub — sample of non — state — owned company. This findings support the debt — covenant hypothesis
from the real earnings management angle and also show that the controller’ characteristic will affect the choice of earnings
management. It is a correction of the supplement for the literature of the view.

Key Words: Controller’ s Characteristic; Debt — covenant Hypothesis; Accruals Anipulation; Real Activities Manipulation
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