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Abstract

Existing literature suggests that the quality of a firm’s financial reporting is related to
the design of loan contracts. The objective of this paper is to examine whether and how a
borrower’s accounting quality, as proxied by book-tax differences (hereafter BTD), affects
the design of loan contracts, such as loan interest rates, the number of financial covenants,
and the provision of collateral. Based on a sample of syndicated loan contracts issued by
Taiwan listed firms during years 2000 to 2010, this study finds that BTD levels are
associated with the design of loan contracts. Specifically, when the extent of a borrower’s
BTD increases, bank loan interest rates increase significantly; banks are less likely to use
accounting-based financial covenants in loan contracts; and banks are more likely to require
collateral. Further, after disaggregating BTD into permanent and temporary subcomponents,
we find that the effect of the permanent differences on loan contracts is greater than that of
the temporary differences. We find that banks may take into consideration the information
contained in the borrowers’ BTD when designing loan contract terms. In addition, the

differential loan terms due to the BTD is driven mainly by permanent difference.
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B ERF MR HE Y GAAP B2 R T b2 A AL B H 4
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SR %ﬁﬁpai TH RS R R AL o o £ A
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AgHrA A b e A B RRF DR GA o T FHEA £ B RRF I F

(Jensen and Meckling 1976; Long and Malitz 1985; Skinner 1993)'"

PBRAARAPRLP RN R EOEARE N ERE S R R RAEER Y LR
$ A4 hi & %R (Frank etal 2009) » 4o 1 #9010 G A MRS B ORE RIS -
OHGEAES BES 6 FRT LERTUHABCIARE TRV BRI ARE B EF
MR RRA RBARR Y OCIRA R KT ORFRE AR T T F  TRRARA
;%wp*iﬁﬁWgﬁiﬁm’*ﬂiﬂﬁﬁ %3 J0%TR P AR E ER BRI
B FEERFNFELERL A A VAR 35% RPN AR Y E RS Y TS
SRR R RBER R - LA E- TRTH
&%%—*4&51 , ﬁimﬁﬁﬂm%@ BEEERBPFHTLCEMR F 8 FR
FE LR TR uﬁﬁ%f o @RPFEZRER AL 20% VRN KFE ERE
P??i%%ﬁﬁ
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Syl
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" Iﬁa‘?r"’“ﬁﬁ OFAFHMM T FTATH > MR EFEL 4 AL P
.% @ X gr-,FJfg&AF.gxr—]J\,f i, ’;]Lbéi/¢/(jz?,_r i F-E XFT’%%»F L,_,_LLE:;,,PJng B Hp Jg;g
) PN %_F v B I JERF b kKT A 4 0B R (Jensen and Meckling 1976) - T-”l '?é_iﬁﬁ"
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- EERE

DML B (BTD)E § 45 AP F R

3*(contractual terms)z_ fif 55 -
MEF A EFEN S AT

Contractual Terms,, = B, + B,BTD,, + 28 ,Loan Characteristics,

+ 2B, Firm Characteristics;,
+ 2B, Macroeconomic Factor,, +¢,,. (1)

1+ 3%¢ s Loan Characteristics & f§ %3 X 4% I“* %@:13 Firm Characteristics

SEG NP i Macroeconomic Factor (388534 %8 > p 5 +

pi}gﬁi\f F s e > % Hla ~ Hle aV: » RIFEEP B il I
WHIb == > PIFEE L s : oo

s & B

RERRELEG AR ORPPN 5 MG aEe s AP LRy 0T 2
IB o P AT

1. B #41% (Interest Rate) © 7% = ;% 5 + ** London Interbank Offered Rate
(LIBOR)%f #F 4v 75 BL#c(the all-in-drawn spread (plus the upfront fee and
annual fee, if any) in basis points in excess of LIBOR) ; & ~ & szig 4 <
}I?e » 4 Nini (2004) ~ Graham et al. (2008) ~ Kim and Song (2011)%
Bushman and Wittenberg-Moerman (2012)% > 2 3415 B~ p A 4t#c

2. aAE P # % 0 g T 5 AR AU iR (HFC) -

3. fgﬁ 1¢ 2F & KK EEF ""(Secured)ZM e A A
?r’?'l“if»ﬁz FHERERE 1 H 50

PO ia R AT S (Interest Rate)pk > i ar 3 ¥ #1424 % #(ZPLoan Characteristics)é 5 :
P54 E 2 e B (HFC) ~ B 3 A%E (Loan Size) ~ B 308 B (Maturity) ~ 335 X7 2.7 & £ &4
IE-V(SecurecD L7 5 2W Fa(Term Loan) ~ § 3% 927 ¢ § 11 »er | 41 4 e0if 32(PP)
SR AT RS AT IR E (PO 1;1 EEE j%i'lﬁ_i;ﬂfl%ﬁx(fﬁ,Loan Characteristics) &
DR AR (Loan Size) ~ | A B (Maturity) ~ §ax3 ¢ £ F & £ B F&(Secured) ~ LF 5
J‘gﬂ %,J\(Term Loan) ~ f? HERGLT e 7R %‘f | L eniE R (PP) % § AR %8 F
RN AT R R ‘H‘""(Secured)gfv C RS N e % (2B Loan Characterlstzcs)s" P
F-"J R E R (#FC) B 3% 3 %8 (Loan Size) ~ B A ¥) F”(Matumy) 235 TW R Term
Loan) ~ x5 9T ¢ g 1147 ;fgrg Rl L g (Pp)az CHEARQ) S A RB) R e
B 27 i) % & EBFirm Characteristics) ¢ 7 B 2 2 a2 (Firm Size) joR
(Leverage) ~ F = F A& ** ¥ (Tangibility) ~ /5 #> ¢ & (Current Ratio) ~ ¥ % £ £_F 4 iz 3. ";‘:EEZ(Dual)
T % F 4 v (BoaDirSecured) ~ Jo= & % & & ¥ ¢ % Bt b|(Independent Board) - # 15 2 3% (2) ~
(G)* ko
5w b @ A 4 % B(SBMacroeconomic Factor)é % @ GDP & £ 5% (GDP Growth) ~ % i RS B
(AMT Dummy) ~ _% % %+ ¥(ELEC Dummy) - 2t 238Q2)~ 28 3)" F o
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TSI REAARIE I GRS LERERE NI BEELT
AR R MAREL R ITEG %‘FB* £ B (Temporary BTD)% X A [+ % R
(Permanent BTD)# 3% & i 7 A& 47 » F V40T ¢

Contractual Terms,, = B, + p,Temporary BTD,, + B, Permanent BTD,,
+ 2 ;Loan Characteristics,, + 2, Firm Characteristics

+ 2, Macroeconomic Factor,, +¢,,. 2

PO LS AP REAEZ F g GE FIZ 0 F R H2a >~ H2c =
2O PRSP rBcE L FIBEGH2b 2 2 o RIFEE L B TRE R oo

Sy '-ﬁ«‘}“f(ﬁpzi‘f”"f]]“*’Tk PAfLA R 2 BRI o H P 2 PIRR
ﬁ@:ﬁﬁfﬁ,i};ﬁ(BTD)mfgﬂ‘g_’;’ N fmau AR T R 3 F%wfm“r & oood gk EE S
PREGFRTETHE  my MAMARLIE R APEMRLIEZ GEEMRL
R 2§78 > &< %% Manzon and Plesko (2002) - Frank et al. (2009)2 Comprix
etal. (2011)2. 78 = i > T H 4T 10

Hefp o7 18 = FHATERE Y SFPEETERER RS
ML R = (RDMBTE —Ffpmorld) THATE
LR+ ARABLR
Ttz g = GRESTERE T P F FERES RS ) STHATA
KAPLE = MRLBAF-GEILLE

d A2 AT REY P L 1999 1 2009 £ o gt B2 0x Tk
BT E LG 25%  E AT L IR R0 25% A

IR R RE S AT ST EL FHAFR 994 M 2 pt (Graham
et al. 2008; Bae and Goyal 2009; Costello and Wittenberg-Moerman 2011, Kim,
Tsui, and Yi 2011) > 41 105 QR P R B 2 P Fp e 19 20k
F LG ML RHE d T ()8 F R Loan Size) | 14 IR G A
B2 QR HP T Mawrity) : g B F B0 2 FHFH P 2 £ 3L
T s T P A(Term Loan) @ Mm% 72 » FAPK 1> FRZ 05 (4F
IRR AT e F UEREFERFRFILDNERPP) M mER AT 0§ F AR
290 ¢ g R FATLDELPRS 10 4% 5 0 Graham et al.
(2008) 45 41427 ¢ $H £ B A& R0 44 pEoK (liquidity premium) o F] gt
o EERPRIOPFTNF A REEZETH S 7 A2 Rz

16 ,{4;?{[2]2*5,? * JJ'E s £ Fﬁ:;fﬂ,”“r]f»'ﬁﬁ ka’%’ =4 Fﬁ:;fm”r,—» 7 Fi—i » ¥R i 1% ﬁr; I“ﬁ’):m ‘L% - N 1 -2 f’i’ > e gt

4r Hanlon and Shevhn (2005)4p 1 > d - S ii-f’*\bt’—*ﬁﬁ EPEE L ERBAGEMRT RN 0
TR MR G A ML B o F A f R R L B & BT R
TR o F b > Plesko (2000)F 2.5 % dp DA ARR A 46 B gt 2 & imﬁm%ﬁ*ﬁ
FHFAM 47 LRZEPER EHMAET 0 APABE LG SRRTER L L - f R
L S
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% IR B AP FMaturity) ~ B 355038 (Loan Slze) BRI R f AR o
#t #t > Costello and Wittenberg-Moerman (2011)#}:—] NI NN EP F’“ (Maturity) i
P R A GAENPT A BRE D ERPAES ARG > R E M
%P4 % A% o Asquith, Beatty, and Weber (2005)4p 1 » § 4%+ & %ﬁ AR
EHERSERABNER > FRE Y F R g Pl L o
A (PP) » F AF2 3 30 HEN P gt B A8 28 Melnik and Plaut (1986)#}3 & i
BENEd L Bew m'F‘ %32 K 0F 397 ke = (a package of n-contractual terms) »

mEAREERFRL ZBEOM %R mAFYy 23 ?ﬁﬂ H & B3 (Interest
Rate) ~ P433 A4 15 30 (H#FC) 11 2 H_F & Fdt B3 i 5 (Secured)F 2. = w o

= '% o8 G B e f%ﬁw BI(OEG 2P ﬁﬂ*ﬁﬁf(Firm Size) : 11

B RE A B Rt 2 5 (2 F X (Leverage) - 1 & BY E G A
FUEOLT AFL (3)r? LF AV F (Tangibility) @ 112 ?7}% LSl B

BRTE fi?*é‘ ; (4)in & b & (Current Ratio) © M i 3 A& “f RIS NI =
s (O)EE £ a?‘w = M‘;,I“’(Duah 1 }i%‘i%ﬁiz\ T2 2T EEFER
WAL 1> Hi 5 05 (60)F % T v (BoaDirSecured) : % & % ¥ 54 i 22
Ll B RS iﬁiﬁw“ FoMbzg % 4 3% ¢ A B | (Independent

Board) - &3 < }?‘;3; o & (Firm Size)®ic~ ~ B T3 A&+ ¥ (Tangibility) % ~

i vt K (Current Ratio)® ~ f v ¥ (Leverage) ey @ » i\ & H 7 % 2

(credit quality)+ & iF 7% X I =0 A g4 > F]pt B AR F & (Interest Rate) vt it ~ &
* P4 R LA E B (#FC)LL ﬁ,‘ PRI 'F' IrE A g 2 R ii—'_#g %

(Secured) > m & ¥ £ £ F { TR 52 (Dual) ~ & & B4 v* (BoaDirSecured) & b

>3 ¥4 3 F ¢ X H bl(Independent Board) El Efrdla@ipmz i o

%R R QLR G O P FILRES > A2 4~ GDP 3

£ 5 (GDP Growth) ¥ #1885 A0 8> 1% AMT Dummy ) #% %8> d 3%
SR 2006 #E 42 v [ oriE Z#ﬂwfmg;' =S ( Th AL A) 0 B 3 %
iﬁ.ﬂﬁfm%ﬁ g ¥E T Qﬁ\&—ﬁm'ﬂfxbgg s FIpb R 2006 EAC K mEESHEC L

1v=b \-»

A4l hgE o LA FPRE Mﬂi o~ A ¥R B % #E(ELEC
Dummy) > FHFE 2 LT FERE 1B 5 00 Wk BT x2 RP

J,,/\:l— 1°
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%21 REkzHHEP

R E S

Interest Rate = FAfIFE-p R JI5HE S 5 <3 LIBOR ehgf ¢ 4o 78 Bhiic

#FC = Faadne g g 5 AR E kD

Secured = FaEHY AT ERBRERERS U nEBEEL T2 %J FaEge & i E
BERSRL 128303

JESLE S 3

BTD = BMARLE > AT MBI R ERTELS > R T ERT A TR FARATE
’a‘? oA EARG “,% OEIE E R AR SR

Temporary BTD = WL R Ry L FUNFETEREF ML L T HRET
A TR

Permanent BTD = RABZLRE > AL R BIE(BTD) R #7pF it £ R (Temporary BID) ;

Positive BTD = FMMLE S I Positive BTD 5 AL R Ripfe ;s FMMLRE S {PFo
Positive BTD 3% % 0

Negative BTD = FMMRLRE L L P Negative BTD 5 PAfA R RirEPGHE  FHMMAE 5
i B?? ) Negative BTD#* % 0;

Loan Size = SEFEFARGEE R

Maturity = ; Aﬂﬁf'* %r;ﬁw‘,ﬁpywﬂ o2

Term Loan = UEBRREEATZ  FREZ2HAUIIDEHEXL LI EERZ0;

PP = FAZ LT E 7R B A \.mvﬁﬂ c M miRFEE T 0 F RN
L g,l‘l,f%iz‘:if}?g el ,Qm)iﬁ‘ﬂg‘a}: 1> 2% 50;

Firm Size = B o8 uﬁflﬁ DRT AP REEA T2

Leverage = g f,« LI —fr-lff [P ﬁ?}?é ;

Tangibility ~ HRFAGF  AMARGRAG U TOATA

Current Ratio = R F oo Aw T A RRRE o oA

Dual = EFEAFHAEREE > upR¥EA T2 FEF LA EREEXNS 1 4
w50,

BoaDirSecured = FEF o FETE TP G A B R G  §

Independent Board = Jp= 5% ¢ % ¢ * ficvt b ;

GDP Growth = GDP = & & ;

AMT Dummy = FA 542006 F£ R E 2 BRG] o MR BEFEA T2 0 F T 2006 £ 11
8 (& 72006) k5121 50;

ELECDummy = A $BREH F2TFEx5 1 115 0-

S FERREER

AP T HEY 2GR 9pMiE® L& K p Reuters Loan Pricing
Corporation’s (LPC)¢5 DealScan FALE'"" o @ pA734F £ TH A & % p 25
#74F (Taiwan Economic Journal > 12 T 7fﬁ— TE]) ¥ 'E ol 3 oY 1998
ﬁ%ﬁﬁﬁg—,ﬁﬁgiﬂ&ﬁw“2%9ﬁwﬂ’ﬁ2mo&“1£%“
ERAFE L 17% > s 1999 & T 2009 & gt H R 2 ML T A

17DealScanp1"i:}§t P MAEHEEZ OGN F G BRAEFEAAMT R L FTHEERE 1980 £ &
R4 p FH > 3 B &m;ﬂf??ﬁmxgz}}?’:]?%io AR R rﬁ‘z}}i’f’.f]&;ﬂﬁﬂ N
gﬁ@§w~k#1 CREDE - LFE SR 5 G P R G AN TR
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RABEED LRI EARELDPP X FIMEFT AR FHE YL 2w
~ W &G AR GTRE AP R S 20002010 #

d oA FAE AR S B & fl* DealScan “rit FF i 2 7 2 AL
2. /\4}‘”

'EJ%““’%”%’ﬁﬂ“$w;m%’Vﬁﬁ 645 LRI > 24I%%
Far s MR O 7 LR A B 35 L8 BT 610 LgE s £
ﬂw&6m:ﬁﬁ@ﬁ$#%réwﬁﬁ%¢&ﬁﬁiwwh*r#% e
"'(Secured)J BiFF FZE L 7 o H =X » d 3t DealScan ?"}JE_‘; ’ TF' '} At -
%@ﬁtﬂrm% W8 5 "”:‘#"J",% 216 % 3% i@ 18 ’Zéfg"ﬁJiE\‘ EA\”H’&*Q 394

N w4€ﬁi@hrﬂ3@§wmmmm@J? B 45 0 B iE
B"Eﬁi? L% 22 Panel A-Panel B 3~ & B &~ fic » ¢ 4 2 Panel B L% )
2000 & & 2010 & B33 319 e 7 —#& (firm- year)ffbfif‘f%fl;‘ » 2000 ﬁﬁg%
APECHNT RO BT ABEN 43 2006 & FAE kS 36 7O P §
1769 i §£2000 £ 1 2010 £ 9 B 0 EI05 FEF AP 1S 250
iE G 2006‘20073£§7‘Eﬁﬂ’2\f’5§?.§f}§x§

%2 HAEZ
Panel A : ¥ & & 584 # A
& © Facility & TEJ (A i+ %8s 2 L% 8 645
FoURAREE S MR o 7 p I Rl i (35)
BALRE AR B REREQE AP E %sﬂ‘ (3) 610
B e e (216)
PR 2 A A FIF RSN 394
Panel B: & 4 5 » & FHF HX 2 p AF(U A 1530
i #o 4T R o 0 #if k5 9
2000 17 43
2001 25 47
2002 23 45
2003 35 60
2004 29 57
2005 25 50
2006 36 69
2007 37 65
2008 34 61
2009 31 57
2010 27 56
By 319 610
B Apay

NS U e

WHAF TR BRI L AR S35 2 4 3 Panel A o g Gbd Rl —
AL R 2P ur_ﬁx(o.ozz) Bt R AR B A0 T2 Y
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Bt A R R IEATE AR E A s A d R L B2 R AL R
T iafcx ¢ x:@:?—ﬁ MR AR AL B R LR - 5 R
7t (2006) ~ PR iE 22 EE R T (2006)471F A - K o

AR QRS R > @ik 2P ST B R R T Maturity) 9 5

D AR IR (HFC)2 ¢ ki 00 Tiodci 090 &7 F L
A BHFBREGRG R AU 5 B K5 (Secured)™ & Ap e 152 o
ﬁ%ﬂﬁéﬁﬁiﬁﬁfﬁﬁéz“% R Bl L iR @PP) - T
KEFOPEERET o fhhf fFT357 4238 50% > bt F T 1ok

X310

\mL

%3 Panel B i & %#c2 4pM (28 o d Pearson 4p B fidcv 5 o =|a 47%;;
£ (BTD)&2 X A {2 pA f £ B (Permanent BTD)2- 4p M 8% % B 4p W (7
0.93) » &arpsit X B (Temporary BTD)2. 4p B 14 di 4 ( 4 #-0.10) » }: B 7
AL Ei8 kg XABMMRLE o

% 3 st

Panel A : it 3t §

R ) Q3 L A
R R
BTD 0.021 0.022 -0.002 0.061 0.074 610
Temporary BTD -0.001 0.000 -0.011 0.004 0.033 610
Permanent BTD 0.022 0.023 -0.001 0.056 0.070 610
RIE QR ERE
Interest Rate -2.578 -2.590 -2.900 -2.302 0.430 394
#FC 0.916 0.000 0.000 2.000 1.557 610
Secured 0.391 0.000 0.000 1.000 0.489 610
Loan Size 6.265 6.133 5.778 6.586 0.710 610
Maturity 4.862 5.000 3.416 5.000 2.061 610
Term Loan 0.477 0.000 0.000 1.000 0.500 610
PP 0.008 0.000 0.000 0.000 0.090 610
Ff 27 HEPE
Firm Size 17.077 16.943 16.059 18.341 1.357 610
Leverage 0.436 0.418 0.329 0.554 0.167 610
Tangibility 0.262 0.195 0.068 0.445 0.219 610
Current Ratio 1.472 1.349 1.006 1.682 0.851 610
Dual 0.162 0.000 0.000 0.000 0.369 610
BoaDirSecured 0.101 0.000 0.000 0.143 0.169 610
Independent Board 0.076 0.000 0.000 0.142 0.136 610
GDP Growth 3.725 5.260 0.730 5.970 2.853 610
AMT Dummy 0.391 0.000 0.000 1.000 0.488 610
ELEC Dummy 0.516 0.000 1.000 1.000 0.500 610

1 L3 SALE Tk S A

*F IR A 394 L4k A TR
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CHAREBEGREZHP 75"9\3151%“%;,18
BHRLBEERE YN F 2 FEEHD

LHRBHRLBE G GEE 2 MEE . 1R k%% EG ()R 5
X (Interest Rate) 5 (2)F #3& ¥ ¢ & * 474 4 chlic g (HFC) 5 Q)F 125 5
TR RS (Secured) 0 & 4 Flr R FR (DL sk @ F R
;¢ BTD ¥t L R FHMARABEFHRZ OGN F b5 o

FrORAAAF SR (5 1) » BTD #¥#kahikik s 0330 (¢ &5
206) " BT MMRLABREERNNFIEFE 2B G B 0RO AU IE K
¥ 5 %E ($558 2) > BTD $#en%i#c 5 -1.042 (+ B 5-231) » x M
ARERYABUFNGFREESHEFI MO FUATREERES ¥
# ($53%3) » BTD R#snihfic s 1.440 (Wald &5 1.38) > Brfi i R &
FIFREREFLZI M AETREF FESSETHRLIBEFERIZ G
F ekt M o B Hla g Hlb & = o

,ﬁ&;t‘;ﬁlj%ﬂx% i> > B 2 J1 & (Interest Rate)£? & * p4 3% 'A% 2x endc £
(HFC)% 23 B 3x(Term Loan) & &+ 4 B > &2 B 3848 (Loan Size) ~ 11 2 F % F
A& W F (Tangibility) & g 4p M > % % ¥2 Graham et al. (2008)% Costello and
Wittenberg-Moerman (2011)— 3k o p7&*4] 15 20 * & (HFC)22 = 2 A (Firm
Size) ~ § F v K (Leverage) & f AR B > & E_F & R4k i F & (Secured) ~ F T
7 A v K (Tangibility) ~ #h= &% & % ¢ * #* bl(Independent Board) % &+ 4p
Moo 23 E kB IE R 5 (Secured)® & * B35 U 5 £ chlic B (HFC) & I 4p
oo i % iz -‘p?ﬁv"f ARG R A B (HFCO)E . § vt F (Leverage) -

F 2 F A F (Tangibility) B 2_ B B3 2 200 > ARt REFI éjgk
BR-R o AFFTHBES NI - ReDIBd 7 g £ 32 g“‘"‘f'?frmﬁ_‘;’

W )EJCF:\BP‘ PRANPE B CHITFTAYFE ~ B iFL"I‘Qm\“’ A H

2w w?%‘@ﬁ%ﬂ%imﬂ’ﬂ“%ﬁ?ﬁgﬁﬁwﬁ»mﬁﬁm$ﬁ
FEEMHFC) > P M B2 hmE LR 7 HABREFTOETHE VR
BoBRAEN] G Tk E N EET G é?{mk‘?j #% "2 4] i% 22 (Christensen and
Nikolaev 2012) » ¥ % 2. » & %%'v} g7 F AR AR B E R
rt g o R g3 E R - MR > FRIF R AT

YT 2RI € 3 F G A #H - 4U0E 3o (general covenants)® R4 33U ik

EVR
ah °

PR T N2 Btk & White (1980)2 1 5t vh 0 A2 it F RN L R VIF
B3 100 &HEAF 5 M E S RRE o
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24 MRIZEGHZYPFLEFRS

(1 () (3)
B Interest Rate #EC Secured
Intercept -1.090"" 31777 -1.914
(-3.32) (5.04) (1.76)
BTD 0330 -1.0427 1.440
(2.06) (-2.31) (1.38)
#FC 0.062°" 02177
(3.44) (5.55)
Loan Size -0.138"" -0.057 -0.079
(-3.76) (-0.91) (0.30)
Maturity -0.016 -0.027 0.077
(-1.48) (-1.32) (2.65)
Secured 0.007 0.202"
(0.18) (2.42)
Term Loan 0.119™ -0.120 0.791™
(2.84) (-1.41) (17.98)
PP 0.263 0.217 -1.676
(1.33) (0.49) (2.02)
Firm Size -0.029 -0.088™ 0.019
(-1.41) (-2.28) (0.04)
Leverage 0.210 2.347"" 1.203"
(1.44) (-7.97) (2.90)
Tangibility -0.252" 0.986"" 0.325
(-2.06) 4.21) (0.38)
Current Ratio 0.007 -0.091" 0.220"
(0.29) (-1.65) (2.82)
Dual 0.038 0.111 0.203
(0.76) (1.01) (0.69)
BoaDirSecured -0.153 0.419" -0.500
(-1.22) (1.72) (0.81)
Independent Board -0.062 1.274™ 0.142
(-0.44) (3.97) (0.03)
GDP Growth -0.031°7" -0.075"" -0.078"
(-4.06) (-5.16) (5.72)
AMT Dummy 02117 2.161°7 -0.316
(-3.69) (24.07) (1.22)
ELEC Dummy -0.019 -0.137 0.353"
(-0.44) (-1.52) (2.99)
Adj. R*/ Pseudo-R* 0.208 0.620 0.738
¥~ 394 610 610

ELEN()2 i PATI S B p R d(Interest Rate) s 3% ()2 R8s G 90 & % Mgk
2 ¥ B (HFC) s ()~ e ¥l s f a2 99 2.3 & 4% B3 F 5(Secured) - 5% (1) 55 (2)% * OLS
W R BB R RN Q) Logistic i §f 0 45507 e 5 Wald st R o Rl TR S

‘-‘;’1\10

2.EArE O RB AP L p 2000 £ 3 2010 & > pAarFHEck p 1999 3 2009 & o
3.6 Gl ® White (1980)2 & » 2@ ™ " "A w2 7 1% 5% > 10%E F k& (R T)-

2 ML R R AABLB ST N F RS (H)
ANERENLIBE XAPBLEORTFZEEZALRERTR O AT
Manzon and Plesko (2002) - Frank et al. (2009)3{ Comprix et al. (2011)2_ = ;% >
#-pAf A R (BTD)H7f# & #yps i+ 4 & (Temporary BTD)% X A |2 % R (Permanent
BTD)# 3R ig (7445 o % 5 Panel A 7|7 @ Fitt58 Q)2 &% o 1 E]’T? 2k



Wiz AAB S IEF-REERE GRS ML B 2 M y

® Temporary BTD ¥ Permanent BTD chi:¥c» A Wif Agprit L R &2 A
LRBFHREGN F MG

Panel A:
(1 () 3)
t=F i d Interest Rate #HFC Secured
Intercept -1.0777 3.1677 -1.877
(-3.27) (5.02) (1.68)
Temporary BTD 0.185 -0.687" -0.320
(0.25) (-1.86) (1.40)
Permanent BTD 0.377 -1.106™ 1.114°
(1.65) (-2.49) (2.85)
#FC 0.060™" 0.219"
(3.33) (5.61)
Loan Size -0.140™ -0.057 -0.082
(-3.81) (-0.90) (0.32)
Maturity -0.015 -0.027 0.077
(-1.45) (-1.32) (2.65)
Secured 0.011 02027
(0.27) (2.43)
Term Loan 0.120™ -0.119 0.789™
(2.86) (-1.41) (17.88)
PP 0.273 0.224 -1.712
(1.38) (0.51) (2.11)
Firm Size -0.029 -0.088" 0.016
(-1.40) (-2.26) (0.03)
Leverage 0.206 -2.348"" 1217
(1.42) (-7.96) (2.95)
Tangibility -0.253" 0.982"" 0.349
(-2.06) (4.19) (0.44)
Current Ratio 0.007 -0.091" 0.224"
(0.28) (-1.66) (2.85)
Dual 0.034 0.104 0.240
(0.67) (0.93) (0.93)
BoaDirSecured -0.139 0.426" -0.544
(-1.09) (1.75) (0.94)
Independent Board -0.068 1.270° 0.168
(-0.48) (3.95) (0.05)
GDP Growth -0.031™ -0.075™ -0.080"
(-4.08) (-5.11) (5.98)
AMT Dummy 0.210™ 21617 -0.320
(-3.67) (24.05) (1.24)
ELEC Dummy -0.019 -0.138 0.356
(-0.43) (-1.53) (3.05)
Adj. R* / Pseudo-R* 0.207 0.620 0.737
# Ak 394 610 610
Panel B:
F-Test (Wald-Test) for
HO: ﬂTemporaryBTD :ﬂPermanent BTD 7'65*** 7~92*** 3~81***

LS (D2 R s F A 5B p A Hli(Interest Rate) 5 5 Q)2 s %M s f s 99 & * M U4l 5 &
2 dep (W)t 00 (3)2 Rl F % 1 7¢ 23 & ik B4 % S(Secured) 13 (1) #75 2)4 * OLS
wgF s HE S £ PR WG T Logistic ® §F 0 420 Heiw 5 Mald SR o Rz LRFE
T & 1o
kl

2. FE G AW kA 2000 & T 2010 & 0 K p 1999 T 2009 & o

3.8 3 A White (1980)i2 2 > & ¢ ™™ s h Sl 4 7 1%~ 5% 10%B ¥k (R



22 FLREH 0 % 668 > 2018 & 1 7

FUOR AR R RRE (V1) o Temporary BTD ¥2 Permanen BTD %
B w0185 (rEE 0.025) #0377 (¢ Es 1.65) » B RAMLIBER
EAFEHEI MG 2R M ffii*x@:ﬂ SR E (S 2) o
Temporary BTD ¥ Permanent BTD 7 #c s W) 5 -0.687 (¢ 8 5 -1.86) ¥7-1.106
(t B5-249) > Hripi e Al iﬂﬁﬁ’fﬁ‘?# EAEE R G
B > fed Panel B - il Tl & v A AL B R Y IR UF] 0%
e N mf’"““rﬁ%“%’?ﬂﬂ* AR FETHRIE 47%’, e BB (B 3)
Temporary BTD £ Permanent BTD ik #c/k %] 5 -0.320 (Wald & % 1.40) £
1114 (Wald &% 2.85) » &7 5§ A4 'H_iﬂﬁq\@ﬁxriyg #5nE fg M
o FHEBEFRAEFMEL R T HMAR LG E B E it ’ﬁ B, om AR A
AREHEBREOMNF7EF 20 BB RAPLIRET TEERNF G M
Bpoom T AR ARG E 2 AR R GHEFSE T M

=~ i R
YU (2009) R kAT

R ARFREAETTE L GMTE LR AR T ERE
F T BB T FIAE o P §FE 22 A & 4B Manzon and Plesko (2002)
Frank et al. (2009)% Comprix et al. (2011) % < )I?c ot Ed N Jan A BT
i R AL R L o Aol F P iE(2009)4TE R 2 é*gﬁvfﬁ,ﬂri«
2.3 N EATER R B BB o

'E\- FINS

B AR P xet(2009)\ AL B AR M AR A T e g e T 1 ’
zﬂvﬂ%%; W R PR A RATE R fﬁc;fmﬂr.ﬁf B SR E%RE
e imts %ﬁa EARE Sl N A i ”Lru"vfnﬂ M3
#E o 3 rﬁp@ @(2009)2;\ R ;,Hm—',« P BB 4T

FAVE S Smorm 2 R AT EMRE (F Y RATER) B
i ]g 7];%7];%;‘« ;,' _\,L ~k ﬁ}; ’%c?flb’""i’

T RATER = ﬁfm;' POOHE) e et (HRATERAE) —
TR A BRI — A e B AR i 10%0 19 fRgR + A R AT
P RETADA R (B ERTE P KR AN

i%ﬁ'() +ﬁ‘$ﬂ}’pu»"/z’\«‘mp#“ﬁﬁk‘“*ﬁ?%'**ﬁit( «‘}%“Luiﬁ/z‘_’\
FFRF A 2B 25 ) — B L] Fl2 AT RIS

FH @i = FPEESEREERFY

PAATEAGER L (DFARATEE & 50,000 00T LA e (2)FARITEEE & 50,000 3 71,428 =
F o B AR GRS E-50,000) x0.5 5 & 71428 %3 100,000 &+ o . [Mfm%ﬁ ;ﬁc;fftv’“r%f»'gg
x15% ° (3)AL T ¥ 37 t= 100,000 12+ % > o FLER=kAL T 7 X25%— 10 000 o Tt 5 # s i 9718
LA I3 10,714 2 ((71,426-50,0000%0.5)%  Ffir 18 45 = (% 8 “T @ 41,/0.5) +50,000 ; % #
Jis i 018 g 42 10,714 2 215,000 % (100,000x15%) % © i 019 4 = % 9 f i 718 37,/0.15 ;
F W TR EE A 15,000 2K ¢ A @ = CF Bk v'm FLEE+10,000) ,0.25 -
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B AR R EAN B FRTETE N RAMMRL BT
HooTEFHEE S 4k 6Panel A0 & 6Panel BRI Z T L B oA A LR
zZwfFigs? e d &6 Panel AZ HA(DENHRLBEEFHINFEHFL
B % (fadi 00020 ¢ B3 2.12) 5 HSAQ)ENMMLEER Y AU iEK
HELEFL MG (8000407 ©5-286) s HAQ)EFIMHmL R
FTREEFESIvHGEIHEY FTHESFFEETHRLZIEZAREY
NoE ek M B B3R Hla 22 Hlb =2 = o

# 6 Panel B 2 #-5%(1)t¥ 4! Permanent BTD £ R 415 L ¥ & = B %
(%% 0.002> ¢ &5 1.72) ;5 #55(2)#F ! Permanent BTD ¥ i¢ * P4 55" 0%
R ERFL e M (%0004 1 B 5-249) 5 HC(3)EF A Permanent
BTD 2 X Z s hriFe »hf i (%8 0.015> Wald &5 2.78) - F
FEEFRAPRYHELLE > AAPLBEFRTON T 20 M
ARAPIBEREHANF - Er R Rk 2 A2 7 ERERLFLE
M BARREE- R
2. fMpLBZiFRE

v

b SRR C PMBABREEBRT O R LMMIT AR AT
ERBMARELR " A T HfAL B (Positive BTD) | B4 42 & (Negative BTD)

BT 3 SN

Contractual Terms, , = p, + B, Positive BTD, , + 3, Negative BTD, ,
+2p ,Loan Characteristics,, + 2P, Firm Characteristics;,

+ 2B ,Macroeconomic Factor, , +e¢, . (3)

¥ ML B % 0 Positive BID 2. %¥ch AL B hisie > FrAfL B
|3+ 0> B| Positive BTD 2_ %#crt 0 F & 5 AL R > 0 PF > Negative
BTD 2 %#: M LR hipErB @ Edrz » FHRLE S 0 7]
Negative BTD 2_ % #1210 F % o £ 7 7|5 i&ﬁﬁ BB % o

d % 7 BB ML R (Positive BTD) > R4 L MR LB P> Fix
F1l ﬁ B (#cs 0105 ¢ B 5 1.72) ~ @ % 4724 i ﬁ L (T
%-2154 ¢ E5-225) ~FRAEER REFS (G 1813 Wald & %
312) o B et RiE 2 éjl% G EMAMRA R FH FAST L (Joos et
al. 2000; Mills and Newberry 2001; Mills et al. 2002; Joos et al. 2003; Phillips et al.
2003; Lev and Nissim 2004; Hanlon 2005) F]¢* & 73 i% £ &7 {] o FEZ § M f
% % (Negative BTD) » % 3§ f ML E g~ FHfIF 41 (ks -
0457 > ¢ B 5-1.89) ~ @& * M Wl iside® 5 (ki 213601 B3
218) SR RIEL S Ph G HRLE DL E R ML RS

P LR et @R SRR E RS RIG 0 B LR R LB R
MmLB @A A RLE



24 P B 66 > 2018 & 17

iR 42 R (Heltzer 2009) & i3 4 chE PR EfRT - Fienflis r g
Mo BAEE Y ﬁ*p ¥ oae Rt P A4 1 20 (Ahmed et al. 2002; Zhang 2008;
Nikolaev 2010) » F]p* 5 f M A R chg £7 EE KRG Jlnfiziziz o

7

%6 ¥ WP EQ009)FAIFL B EE

Panel A : £ 375 #FH12 %%

)] ) 3)
P Interest Rate #EC Secured
Intercept -1.139™ 34517 2.719°
(-3.51) (5.18) (3.31)
BTD 0.002” -0.004"" 0.017
(2.12) (-2.86) (1.42)
#FC 0.062"" 0.216"
(3.49) (5.34)
Loan Size -0.123™ -0.053 -0.189
(-3.20) (-0.73) (1.36)
Maturity -0.012 -0.023 0.087"
(-1.20) (-1.03) (3.15)
Secured -0.008 0.214"
(-0.21) (2.35)
Term Loan 0.118™ -0.103 0.723™"
(2.81) (-1.13) (13.65)
PP 0.277 0.281 -1.548
(1.42) (0.62) (1.70)
Firm Size -0.037" -0.107" 0.061
(-1.82) (-2.59) (0.45)
Leverage 0.309" -2.405™" 1.682"
(2.12) (-7.49) (4.88)
Tangibility -0.234° 1.017° 0.743
(-1.90) (4.01) (1.79)
Current Ratio 0.011 -0.094 02937
(0.45) (-1.60) (4.27)
Dual 0.047 0.121 0.255
(0.95) (1.05) (1.05)
BoaDirSecured -0.165 0.482" -0.337
(-1.32) (1.84) (0.33)
Independent Board -0.146 1.1417 -0.120
(-1.01) (3.32) (0.02)
GDP Growth -0.031°7" -0.0817" -0.068™
(-4.13) (-5.19) (3.93)
AMT Dummy -0.212"™ 2169 -0.102
(-3.71) (22.40) (0.11)
ELEC Dummy 0.017 -0.149 0.499"
(0.39) (-1.52) (5.21)
Adj. R* / Pseudo-R* 0.206 0.601 0.732
A B 384 559 559

LN (DZ BB P AT S B p SR Bic(Interest Rate) 5 3 (2)2 %8s % g7 @& * A3 UH0E i
2 (HFC) ;s N2 R : Fa Y 4.7 &8 48 B3 F S (Secured) - H55 (1) 2 H54(2)#% * OLS
WEF o dRELY B AR ()4 Y Logistic i b 0 425LY M S Wald B3t R o Rk UEFE
il

2R R FE AP T LA 2000 & 3 2010 & > pAFEFE KA 1999 3 2009 & o

3.3 A dickE * White (1980)i8 & » 2% ™ v "2 w47 1%~ 5%~ 0% ¥ k8 (Feiz)e

4od 0t 2 BT E GBI B R EA B L TR E A ko FIHEh B TR 2 A A R A 2RI

TR REERAT - Ko
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26 7R LQONKASTEL G Y (F)

Panel B : € #75k#EH22. % %

(1 ) 3)
FHc Interest Rate #EC Secured
Intercept -1.145™ 3.449™" 2.762"
(-3.51) (5.17) (3.39)
Temporary BTD -0.114 -0.350 -2.926
(-0.15) (-0.27) (1.07)
Permanent BTD 0.002° -0.004~ 0.015"
(1.72) (-2.49) (2.78)
#FC 0.063™" 0.215"
(3.48) (5.29)
Loan Size -0.1227 -0.052 -0.183
(-3.14) (-0.72) (1.26)
Maturity -0.013 -0.023 0.086
(-1.20) (-1.03) (3.09)
Secured -0.009 0.213"
(-0.23) (2.34)
Term Loan 0.118™ -0.103 0.719"
(2.81) (-1.13) (13.49)
PP 0.274 0.271 -1.628
(1.40) (0.59) (1.88)
Firm Size -0.037 -0.108"" 0.061
(-1.81) (-2.59) (0.44)
Leverage 0.310™ -2.405™" 1.696"
(2.12) (-7.48) (4.92)
Tangibility -0.236" 1.0177" 0.747
(-1.91) (4.01) (1.81)
Current Ratio 0.011 -0.094 0.301"
(0.46) (-1.59) (4.38)
Dual 0.048 0.127 0.305
(0.96) (1.08) (1.45)
BoaDirSecured -0.168 0.476" -0.400
(-1.32) (1.81) (0.46)
Independent Board -0.144 1.146™" -0.065
(-0.99) (3.33) (0.00)
GDP Growth -0.0317" -0.082""" -0.071"
(-4.12) (-5.19) (4.26)
AMT Dummy 0213 2.168° -0.107
(-3.70) (22.37) (0.13)
ELEC Dummy 0.017 -0.148 0.509"
(0.39) (-1.50) (5.42)
Adj. R*/ Pseudo-R* 0.204 0.592 0.733
RS 384 559 559

LS (D)2 Bl Bl S B p B d(Interest Rate) 5 #55(Q) 2 ¥ s Fa ¢ & % P50 U4 i 20
2B (HFC) ;s Q)2 ek s a9 L3 & K5 B4 5 5 (Secured) » -5 (1)22 $5% (2)4% * OLS
WEF o 4RELY B S £ AR ()3 Y Logistic i §F 0 425U HE G Wald Bt R o Rk UEFE
T4 1
2R R FE AP T LA 2000 & 3 2010 & > pAFEFE KA 1999 3 2009 & o
3.3t A dickE * White (1980)i8 & » 2% ™ v "2 ul4 7 1%~ 5%~ 0% ¥ k& (e z)-
4od r gt 2 BT E GBI A B L TR E A ko PR B TR 2 A A R A 2RI
AL PRERIT - Ko
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27 PIMRABEGHINP FLEFRS

) 2 3)
B Interest Rate #FC Secured
Intercept -1.089™" 3.204™ 2.042
(-3.31) (5.08) (1.99)
Positive BTD 0.105 -2.154” 1.813
(1.72) (-2.25) (3.12)
Negative BTD -0.457" 2.136" 0.965
(-1.89) (2.18) (1.12)
#FC 0.062"" 0.228"
(3.46) (6.05)
Loan Size -0.140™" -0.052 -0.095
(-3.79) (-0.83) (0.42)
Maturity -0.015 -0.030 0.086
(-1.39) (-1.46) (3.25)
Secured 0.006 02107
(0.16) (2.51)
Term Loan 0.118"™ -0.117 0.788"
(2.81) (-0.13) (17.74)
PP 0.270 0.175 -1.542
(1.37) (0.40) (1.72)
Firm Size -0.029 -0.087"" 0.017
(-1.43) (-2.25) (0.04)
Leverage 0.215 -2.378" 1.316"
(1.48) (-8.06) (3.41)
Tangibility -0.246" 0.976"" 0.356
(-1.99) (4.17) (0.45)
Current Ratio 0.006 -0.089 0.217
(0.26) (-1.62) (2.66)
Dual 0.039 0.115 0.193
(0.78) (1.05) (0.62)
BoaDirSecured -0.156 0.419" -0.510
(-1.24) (1.73) (0.83)
Independent Board -0.070 1.307" 0.030
(-0.49) (4.06) (0.00)
GDP Growth -0.030"" -0.077"" -0.0737
(-4.02) (-5.26) (4.91)
AMT Dummy 02117 21557 -0.325
(-3.68) (23.99) (1.27)
ELEC Dummy -0.019 -0.124 0.319
(-0.43) (-1.37) (2.42)
Adj. R*/ Pseudo-R* 0.207 0.621 0.737
A K 394 610 610

LN (D)2 BRHE FATIFBp R4t dic(nterest Rate) 5 #3(2)2 % s i ¢ & % M UiE %
2 BB (HFC) 5 # 3)2 e B il s firz ¢ £.F & R4k B4 %(Secured) - $55 ()& H 34 (2)#% * OLS
WEF 0 EELY BB S SRR S B)E * Logistic i i ’ﬁr“éfié B® 5 Wald 3-8 - S8z TR %
&
T4 1o
2.F 3 R H AP L p 2000 # 3 2010 # o pAFEEHEK A 1999 T 2009 # o
3.3t A dickE * White (1980)i8 & » 2% ™ v "2 w47 1%~ 5%~ 0% ¥ k& (e ).

LI L e
$¢$i$éﬁﬁﬁﬁﬁﬁ’;£%%ﬂ*%%8’;%géig@,@
MR EG- BiEG S G BT ko HOA i A R e A RIE - R
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1. 7% = 2 4% ;' (simultaneous equations model)

oG A 3T R %‘Iﬁ “ (Interest Rate) ~ B4 3% '] if 2L (HFC) ~ # F &
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The Associations Between Book-Tax
Differences and Bank Loan Contracting

Prior studies suggest that borrowers’ accounting quality influences lenders’
perception and evaluation of borrowers’ credit quality, monitoring, and renegotiating costs
(Lambert, Leuz, and Verrecchia 2007; Bharath, Sunder, and Sunder 2008; Graham, Li, and
Qiu 2008; Costello and Witternberg-Moerman 2011). In turn, lenders factor the borrower’s
accounting quality into loan contracts, including matters such as interest rates, financial
covenants, collateral, and maturity. In this study, we extend this argument by examining
whether and how a borrower’s accounting quality, as proxied by book-tax differences,
affects the design of loan contracts, such as loan interest rates, the number of financial

covenants, and the provision of collateral.

We anticipate that book-tax differences may provide information regarding
borrowers’ accounting quality. The reason is that managers face different incentives in
reporting book and taxable income, because each measure is a summary of a firm’s
performance. The difference between these two measures may be informative to lenders.
This line of research provides evidence that book-tax differences are systematically related
to earnings growth or earnings persistence (Lev and Nissim 2004; Hanlon 2005). For
example, Hanlon (2005) determines that firms with large positive and large negative book-
tax differences have fewer persistent earnings. Additionally, managers are in favor of
managing book income upward without increasing taxable income because the tax law
allows less discretion in accounting choices relative to the discretion that exists under
generally accepted accounting principles (GAAP). The exercise of managerial discretion to
manage income upward should generate book-tax differences, and thus book-tax

differences can be useful in detecting borrowers’ accounting quality.

From a sample of syndicated loan contracts issued by Taiwan-listed firms from 2000
to 2010, we find that levels of book-tax differences are associated with the design of loan
contracts. Specifically, banks’ loan interest rates increase significantly with borrowers’
book-tax differences. Moreover, banks are less likely to use accounting-based financial
covenants in loan contracts, and more likely to require collateral. Furthermore, after
disaggregating book-tax differences into permanent and temporary subcomponents, we
find that the effect of the permanent differences on loan contracts is greater than that of the
temporary differences. The information contained in the borrowers’ book-tax differences
when they designed loan contract terms may be taken into consideration by banks.
Additionally, the differential loan terms attributable to book-tax differences are driven

mainly by permanent differences.
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Our study contributes several valuable findings to the literature. First, our study
makes contribution to the emerging literature on the use of book-tax differences by various
financial statement users. In contrast, previous studies examine book-tax difference effects
on equity investors (Lev and Nissim 2004; Hanlon 2005; Chi, Pincus, and Teoh 2014), the
tax authorities (Mills 1998; Frank et al. 2009; Huang 2010), auditors (Hanlon and Krishnan
2006), analysts (Hanlon 2003; Weber 2009), accounting fraud (Lennox, Lisowsky, and
Pittman 2013), and credit rating (Crabtree and Maher 2009; Ayers et al. 2010). Since book-
tax differences are likely to capture borrowers’ accounting quality, our findings may be

useful to lenders in designing loan contract terms.

Second, we extend prior studies on debt contracts by documenting a significant
relation between book-tax differences and debt contract terms. Related literature reported
that the intensity of financial covenants used in contractual terms had been influenced by
accounting information quality, measured by accrual quality (Bharath et al. 2008),
accounting conservatism (Zhang 2008; Nikolaev 2010), incidence of restatement (Graham
et al. 2008), internal control weaknesses (Dhaliwal, Hogan, Trezevant, and Wilkins 2011;
Costello and Witternberg-Moerman 2011), modified audit opinions (Chen, He, Ma, and
Stice 2015), and mandatory IFRS adoption (Ball, Li, and Shivakumar 2015). Instead of
using Jones-type models that exhibit inherent measurement error because of model
misspecification, we directly measure earnings quality by book-tax differences to capture

borrowers’ accounting quality.

Finally, our empirical results echo the findings of Costello and Witternberg-Moerman
(2011), which demonstrates that researchers should consider the trade-offs among
contractual terms to evaluate the effect of accounting quality on loan contractual terms. By
establishing that increases in a borrower’s book-tax differences cause lenders to avoid
financial covenants and prefer collateral and price protection, we explicate the effect of
book-tax differences on the choice of monitoring mechanisms used by lenders. To the best
of our knowledge, this study should be the first to show the possible influence of the

borrower’s book-tax differences on loan contract terms.
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