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Quality of Internal Control and Creditors’ Protection ;

from the Perspective of the Characteristic of Debt Covenants
LI Xiaohui, YANG Zixuan

(School of Accounting, Central University of Finance and Economics, Beijing 100081, China)

Abstract: From the perspective of the characteristics of debt covenants, the paper investigates the protective effect of internal
control for creditors and compares and analyses the differences between internal cantrol and corporate governance in the protec-
tion of creditors. The paper finds that facing the high quality of internal control, the creditors will perceive more protective sig-
nals and then express them by the relaxation of the conditions in the debt covenants, such as put more new debt capital, lower
cost of debt capital and expand longer debt maturity. Compared with corporate governance, internal control has more incremen-
tal effect in creditors’ protection, which provides a theoretical basis for the inspecting effectiveness of policies and enterprises
to strengthen internal control system.

Key Words: internal control system; corporate governance; creditor protection; debt covenants; debt capital; internal bal-

ance; protection of interested parties
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