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Abstract 
This article analyzes the information content of taxable income in relation to 
book income in Brazil before and after the Transition Tax Regime (RTT), which 
was established as of calendar year 2010 to neutralize the tax effects of 
convergence of the country’s accounting standards to IFRS. We define 
informativeness as the ability to cause changes in stock prices. Our sample is 
composed of firms listed on the BM&FBovespa between 2005 and 2011. The 
results indicate greater informativeness of taxable income in relation to book 
income in the sample as a whole. Despite the advent of the RTT and the process 
of convergence to international accounting standards, the informative content of 
taxable income continued being more significant than book income after this 
advent, although the relative difference fell. 
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INTRODUCTION 
In this article we examine the informativeness of taxable income in relation to book income before and 
after the establishment of the Transition Tax Regime (RTT), which was established as of calendar year 
2010 to neutralize the tax effects of convergence of the country’s accounting standards to IFRS.  In this 
paper, informativeness is defined as the ability to cause changes in stock prices. This research question is 
based on the growing tax accounting literature investigating whether taxable income can contain 
information for investors regarding stock returns in addition to that provided by book income (Shevlin, 
2002; Hanlon, Laplante & Shevlin, 2005; Ayers, Jiang & Laplante, 2009).  
Taxable income and book income are calculated according to different rules for recognition of revenues 
and expenses. According to the financial accounting rules, revenue is recognized when the criteria for this 
recognition are satisfied, and expenses are recognized when incurred or at the same time as the related 
revenues. In general, the time of receipt or the flow of payments is irrelevant to the moment of 
recognition for purposes of financial accounting (Chen, Dhaliwal & Trombley, 2007).  
The objectives of tax and financial accounting are also different. Financial accounting is intended to 
supply users of the financial statements with information to reach decisions. Book income is calculated 
according to the accrual regime and is used as a summarized measure of the firm’s performance by a 
wide range of users of accounting information, especially investors (Dechow, 1994). In contrast, the 
objectives of the rules on taxable income are: 1) to provide rules for efficient and fair determination of tax 
obligations and subsequent payment of taxes; and 2) to provide incentives for firms to become involved 
in activities of interest to the government (Scholes et al., 2002; Manzon & Plesko, 2001). Thus, the profits 
are determined by different sets of rules and should be different (Hanlon, 2003). 
Hanlon, Lima & Shevlin (2005) suggest that these different incentives applied to book and taxable income 
have the effect of making each measure incrementally informative in relation to the other and present 
evidence that taxable income is informative, even after controlling for book income. 
Studying the incremental information provided by taxable income on the return of Brazilian companies 
has special relevance due to the changes in accounting in the country produced by Law 11,638 of 
December 28, 2007, which amended Law 6,404/1976 (Law of Corporations) and marked the start of the 
convergence to international accounting standards (IFRS). Subsequently, Law 11,941 of May 27, 2009 
established the Transition Tax Regime (Regime Tributária de Transição, or RTT), serving to neutralize the 
tax effects of the accounting rules and procedures established by Law 11,638/2007 (Iudícibus et al., 2010).   
This study fills in a gap in the Brazilian accounting literature by investigating the relevance of the 
information contained in taxable income, considering the effects of tax planning. More particularly, we 
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examine whether the recent changes in Brazilian accounting rules for convergence to international 
standards, marked by the RTT, caused the informativeness of taxable income in relation to book income 
to increase or decrease. 
For this purpose, we examine the following two questions: (i) whether there is a correlation between the 
relevance of the information contained in taxable income, considering the effects of tax planning; and (ii) 
whether the information contained in taxable income in relation to book income increased or decreased 
with the process of convergence of Brazilian accounting. 
We believe this study will contribute to the Brazilian literature on accounting in two ways: (i) by 
investigating taxable income as a performance measure in the Brazilian context, as suggested by Ayers, 
Jiang & Laplante (2009); and (ii) by investigating whether tax planning has contrasting effects on the 
information contained in taxable income before and after the change. 
 
THEORETICAL FRAMEWORK 
The association between firms’ performance and taxable income 

This study follows in the footsteps of previous ones by, among others, Revsine, Collins & Johnson (2002), 
Palepu, Healy & Bernard, (2000) and Penman (2001) regarding the association between firms’ 
performance and taxable income. In this context, the empirical study of Hanlon (2005, p. 164) in particular 
indicates that large differences between book income and taxable income – book-tax differences (BTDs) – 
provide information on the persistence of the current performance of firms and has predictive power on 
their future profits.  
Heflin & Kross (2005) investigated how taxable income can measure the economic performance of firms 
in relation to book income. According to them, taxable income used as a performance measure can 
contain two sources of error: (1) management bias; and (2) inaccuracy due to regulatory mechanisms. 
Management bias occurs when managers opportunistically use the discretionarity of accounting rules 
while regulatory mechanisms come into play when accounting rules, even when applied without any 
bias, do not precisely measure the economic performance of companies. They considered operating cash 
flows as a common component of book and taxable income, and defined total tax accruals as the 
difference between taxable income and operating cash flows, and total book accruals as the difference 
between book income and operating cash flows. Their results demonstrated that tax accruals have 
explanatory power regarding contemporaneous annual stock returns incremental to book accruals and 
operating cash flows, but that book accruals have relatively higher explanatory power.  
Ayers, Jiang & Laplante (2009) studied the use of taxable income as an alternative performance measure 
to assess the creditworthiness of companies, particularly examining the influence of tax planning and the 
low quality of earnings. The results suggested that the incremental information contained in the estimate 
of taxable income in relation to book income is smaller for companies with high tax planning.  
In general, the studies in the international literature have indicated that in determined contexts, the 
informativeness of taxable income can be relevant to predicting stock returns. 
The impact of the process of convergence to international accounting standards on the information 
content of accounting information 
Various studies have suggested that international accounting standards help increase the quality of 
financial information and improve the prediction of firms’ financial situation, i.e., enhance the content of 
accounting information (Barth, Landsman & Lang, 2008; Bartov, Goldberg & Kim, 2005; Morais & Curto, 
2009; Chalmers, Clinch & Godfrey, 2009; Lima, 2011; Macedo, Araújo & Braga, 2012). 
Barth, Landsman & Lang (2008) examined whether the application of International Financial Reporting 
Standards (IFRS) is associated with higher quality of accounting information. Their results indicated that 
the application of the international standards by firms in 21 countries generally led to less earnings 
management, more timely recognition of losses and higher information content when compared to 
samples of companies that follow local accounting standards. 
Bartov, Goldberg & Kim (2005) analyzed the financial statements of German companies between 1998 
and 2000, because during these years firms published these statements according to German GAAP, US 
GAAP and IFRS. They compared the information content of the statements prepared according to these 
three standards through regressions relating returns to earnings. The results indicated greater relevance 
of accounting information according to US-GAAP and IFRS than German GAAP.  
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Morais & Curto (2009), based on a sample of European-listed firms, studied whether the value relevance 
of accounting information increased after the mandatory application of international standards (IFRS) in 
relation to the application of local standards. The results indicate that the information content is greater in 
countries where financial and tax accounting rules clearly separated. 
Chalmers, Clinch & Godfrey (2009) investigated whether the adoption of IFRS increase the 
informativeness of Australian firms’ accounting figures. They used samples from periods before and after 
the adoption of IFRS and found that the information content of book income increased after IFRS 
adoption, but that the equity value did not change significantly. 
Lima (2011) examined the relevance of accounting information before and after the convergence to 
international standards in Brazil. He analyzed 2,277 quarterly observations of all the firms included in the 
Ibovespa index between 1995 and 2009. The results indicated that the relevance of accounting 
information, measured by price and return models, increased after the partial adoption of IFRS, and that 
the adjustments to reconcile net income and stockholders’ equity are relevant for the Brazilian capital 
market. 
Also in the Brazilian context, Macedo, Araújo & Braga (2012) studied whether the process of convergence 
to international standards affected the relevance of net earnings per share and book value per share of the 
nonfinancial companies with highest trading volume listed on the BM&FBovespa. According to the 
results, there was a structural break from 2009 to 2010, revealing an impact of the convergence process. 
There is still a gap in the Brazilian accounting literature regarding whether the relative informativeness of 
taxable income in relation to book income increased or decreased with the process of convergence to 
international accounting standards and the Transition Tax Regime (RTT). To fill this gap, the first 
hypothesis tested here is H1: The information contained in taxable income in relation to book income 
increased with the Transition Tax Regime (RTT) and the process of convergence to international 
accounting standards (IFRS) in Brazil. 
Tax planning and accounting income 

Book-tax differences (BTDs) can arise from a variety of sources. Passamani, Martinez & Teixeira (2012) 
exemplified some practical situations that can generate BTDs according to Brazilian tax legislation. 
According to them, negative BTDs can be the result of, among other factors: (i) depreciation charges 
appropriated in the financial accounts corresponding to assets already fully depreciated in the tax 
accounts due to tax incentives; and (ii) different timing of recognition of earnings from foreign 
subsidiaries for accounting and tax purposes. In turn, positive BTDs can occur due to: (i) use of tax loss 
carryforwards to offset current taxes (limited to 30% of the adjusted net income); and; (ii) events that are 
deductible from book income but not from taxable income, such as accelerated depreciation. 
According to Hanlon & Heitzman (2010), various studies have investigated why differences in tax ledgers 
are associated with properties of earnings and valuations by market participants (such as lower 
persistence, the relationship with credit ratings, etc.) and have identified firms with greater propensity of 
manage earnings or engage in more aggressive tax planning.  
Following this approach, Ayers, Laplante & McGuire (2010) found that the relationship between credit 
ratings and BTDs is weaker when BTDs are motivated by tax planning. Blaylock, Shevlin & Wilson (2010) 
found evidence that firms with large BTDs likely resulting from tax planning (tax avoidance) show 
greater persistence of earnings and accruals than other firms with large BTDs, but that firms with large 
BTDs likely arising from upward earnings management exhibit lower earnings and accruals persistence 
than other companies with large BTDs. In this same line, Desai (2006) identified that aggressive tax 
planning practices, such as deferring taxable income, can impair the analysis of firms’ real performance.  
On the other hand, Lev & Nissam (2004) argued that companies can have incentives to smooth taxable 
income and diminish the present income tax liability, so that tax planning can in this case increase the 
capacity of taxable income to provide information about growth of future gains.  
According to Ayers, Jiang & Laplante (2009), the incentive to smooth taxable income among American 
companies is a function of the convexity of the present value of income taxes in taxable income that is 
attributable to: (a) progressive income tax tables; (b) the alternative minimum tax and investment tax 
credit in the United States; and (c) asymmetric treatment between taxable income and losses. However, 
Graham & Smith (1999) concluded that firms have few tax incentives to smooth earnings. Based on this, 
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Ayers, Jiang & Laplante (2009) expected tax planning to diminish the information contained in taxable 
income.  
In Brazil there is also a gap in the accounting literature regarding whether aggressive tax planning 
practices reduce the information contained in taxable income, leading to our second hypothesis: H2 – The 
information content of taxable income is relatively lower among companies with aggressive tax planning 
than other companies.  
 
METHODOLOGY 
Sample selection parameters 

Our sample consists of firms listed on the São Paulo Stock, Mercantile and Future Exchange 
(BM&FBovespa) in the period from 2004 to 2011, enabling analysis of the variation between 2005 and 
2011. We excluded financial institutions from the sample because they are subject to different accounting 
and tax rules than firms in other sectors. 
Data collection technique 
We collected data from the financial statements contained in the Economática database. For firms with 
more than one class of shares, we chose the class with the highest trading volume. Besides financial 
institutions, we excluded firms with incomplete data over the study period of 2004 to 2011. The final 
sample was composed of 52 companies and 364 quarterly observations. 
Data analysis technique 
Estimation of taxable income and book income 
We estimated the taxable income, which is protected by fiscal secrecy, from the information in the 
financial statements according to the model adapted to Brazilian reality used by Passamani, Martinez & 
Teixeira (2012), as presented below: 

 
TItj  = FTEtj / strt       (Equation 1) 

Where:  
FTEtj = current income tax expense (provision for IR and CSLL ), taken from the income statement; and 
strt = nominal tax rate, of 34%.  
In turn, the book income is defined as the earnings before income tax (EBIT).  
Identification of firms with aggressive tax planning 
We identified firms with high tax planning by the long-run cash effective tax rate. As applied here, the 
measure consists of the sum of current tax expenses for seven years divided by the sum of the pretax 
income over the same period, according to the model below: 

                        t                  t 
ETRjt =       ∑CTEjm /   ∑ BIjt     (Equation 2) 
       m-t-n         m-t-n 

Where: 
CTE denotes current tax expenses, the total income tax liability minus deferred taxes of firm j in the 7-
year period from t-6 to t (the total sample period); and 
BI is the sum of the book income (EBIT) of firm j in the 7-year period from t-6 to t. 
We compared the difference in tax planning propensity in the period before and after the RTT, namely 
2005 to 2008 and 2009 to 2011. 
The tax planning measure long-term effective tax rate (ETR) was developed by Dyreng, Hanlon & 
Maydew (2008). In their setup it was obtained by estimating the sum of income taxes paid in 10 years 
divided by the pretax earnings in the same period. According to Hanlon & Heitzman (2010), this measure 
can be used for intervals between three and ten years, and the main benefit of using a longer period is to 
avoid the volatility of annual effective tax rates. 
Estimate of the informativeness of book and taxable income 
We performed tests of the informativeness of taxable and book income for firms with high tax planning 
in comparison with other companies. According to Ayers, Jiang & Laplante (2009), the informativeness of 
income is defined as the capacity of each estimate of taxable or book income to capture, or summarize, 
the information that affects companies’ stock returns. Note that the objective of this study is to analyze 
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the capacity of taxable and book income to summarize information that affects return, not to analyze any 
causality.  
Therefore, the regressions below demonstrate how we examined the relationship between the relevance 
of information from taxable income for book income for companies with high tax planning against other 
firms, to test H1 and H2. We measured the relevance of taxable income and book income separately by 
calculating the adjusted R² in regressions of the returns of each income measure as shown below: 

 
Rtj = α0 + α1∆TItj + εtj  (Equation 3) 

 
Rtj = α0 + α1 ∆BItj + εtj  (Equation 4) 

 
Where: Rtj is the buy-and-hold market-adjusted return, free of risk, of firm j over the 16-month period 
starting in fiscal (calendar) year t and ending 4 months after the close of year t.  
Alternatively, we used the BTDs to examine the relevance of the information, as described below: 

 
Rtj = α0 + α1 BTDtj + εtj  (Equation 5) 

Where: BTD is the difference between book income and taxable income of firm j in year t. 
The reason for choosing the period of 16 months is that information on taxable income is protected by 
fiscal secrecy and the annual results of each year must be published within four months of year end. In 
this respect, we followed the footsteps of Ayers, Jiang & Laplante (2009).  
As a stock return measure, we used the excess (abnormal) return, calculated from the difference between 
the return of firm i on day t and the return of representative market portfolio index (Ibovespa) in an equal 
period, to relate the events “book income” and “taxable income” to firms’ abnormal earnings. The 
changes in estimated taxable income and book income, ΔTIjt and ΔBIjt, are equal to the difference of each 
measure for firm j from year t-1 to year t: [(TIjt - TIjt-1) and (BIjt - BIjt-1)], scaled by the firm’s total assets at 
the start of year t, respectively. TIjt and BIjt are defined as previously.  
We used specification of variations (variations in taxable income and book income) to mitigate the 
concerns associated with regression levels, such as bias from correlated omitted variables and 
heteroskedasticity (Kothari, 2001; Ayers, Jiang & Laplante, 2009). 
We also analyzed the regressions with panel data, allowing quantitative analysis of the data, through 
time series observations on cross sectional data in the same model, a process called pooling. The panel 
data were balanced because each firm i had the same number of time-series observations. The regressions 
were fitted by ordinary least squares (OLS). Finally, the statistical test was given by the ratio of the 
adjusted R² of taxable income over the adjusted R² of book income for each group of companies during 
the sample period, as shown below: 

 
Adjusted R² of taxable income / adjusted R² of book income  (Equation 6) 

According to Ayers, Jiang & Laplante (2009), an advantage of this test statistic is that it allows comparing 
the information contained in two performance measures (taxable and book income) while keeping the 
firms’ returns constant. Further according to them, this measure compares the relevance of information 
about taxable income in relation to book income of groups of companies segregated by specific 
characteristics, here those with aggressive tax planning versus other firms.  
Since the paper by Lev (1989), many other authors have used the adjusted R² to assess the value relevance 
of accounting information. These studies have compared the adjusted R² during different time periods 
(e.g., Collins, Maydew & Weiss, 1997; Lev & Zarowin, 1999; Francis & Schipper, 1999) or between 
countries (e.g., Alford et al., 1993); Ali & Hwang, 2000). Here our model follows that developed by Ayers, 
Jiang & Laplante (2009) and is used in similar form as by Hanlon, Laplante & Shevlin (2005, p. 426).  
We should mention the limitations of this model, as pointed out by Francis & Schipper (1999), Brown, Lo 
& Lys (1999) and Gu (2002), all of whom argued that the adjusted R² values resulting from different 
samples may not be directly comparable because the total variance of the dependent variable (such as 
stock return) is not constant in different samples, a problem that can weaken the explanatory power of 
the independent variables. However, Ayers, Jiang & Laplante (2009) stressed that the model developed 
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by them does not suffer from the problem caused by the volatility of the dependent variable because the 
returns of the company are constant (e.g., the comparison will be between the explanatory power of 
taxable and book income of the same firm).  
Besides this, in testing H1 and H2 between the groups, the volatility of returns is of less concern because 
we are comparing test statistics in two groups composed of companies from the same country and during 
the same period. Therefore, the model proposed by Ayers, Jiang, Laplante (2009) can be applied for our 
purposes. 
Test of the incremental explanatory power of taxable income 
Our interest here is to evaluate the additional (incremental) explanatory power of including taxable 
income in the regression of book income on the returns of firms with high tax planning in comparison 
with other firms. The proposed model is described by the following formula: 

 
Rtj = β0 + β1∆BItj + β2∆TItj + εtj     (Equation 7) 

Where all the variables are as previously defined. 
Alternatively, we use the book-tax differences to evaluate the additional explanatory power, as described 
below: 

 
Rtj = β0 + β1∆BItj + β2BTDtj + εtj     (Equation 8) 

In both cases the test statistic is the difference between the adjusted R² of equation (6) and the adjusted R² 
of equation (4) for each group of companies during the same sample period, as below: 

 
Adjusted R² BI+ TI  Equ (7) – Adjusted R² BI Equ (4)  (Equation 9) 

 
RESULTS 
Informativeness of taxable income and book income 

Table 1, reports the test statistics of all the firms referring to the adjusted R² values of the regressions and 
the results of the test statistics from the following equations: (i) Adjusted R² for taxable income / 
Adjusted R² for taxable income; and (ii) Adjusted R² BI+ TI – Adjusted R² BI. 
In this way, we tested the relevance of the information contained in book income and taxable income by 
comparing the adjusted R² of the regression of the returns on the variation of taxable income.  
The results indicate that, considering all the firms in the sample, without distinction between the tax 
planning characteristics, the adjusted R² of the taxable income regression is greater than that of the book 
income regression. In this case, taxable income has explanatory power of the variation of annual return 
that is higher by a factor of 1.5763 in relation to book income (Adjusted R² Taxable Income / Adjusted R² 
Book Income = 1.5763).  

 
Table 1: Information content of taxable income in relation to book income 

Year Obs R²AjustΔBI R²AjustΔTI R²AjustΔTI/R²AjustΔBI R²Ajust BI + TI R² Ajust:(BI + TI) - BI

Pre RTT2008 208 0,284407 0,843285 2,965064151 0,977709 0,693302

Pos RTT2009 156 0,861005 0,987831 1,147299958 1 0,138995

All Period 364 0,543547 0,856799 1,576310788 0,871409 0,327862

We also tested the additional explanatory power of including taxable income in the regression of book 
income on the returns of all the firms in the sample, without distinction of tax planning characteristics, 
and obtained an adjusted R² of 0.871409 (Rtj = β0 + β1∆BItj + β2∆TItj + εtj). In this case, in comparison with 
the adjusted R² of the regression of book income of 0.543547, there is an increase by a factor of 1.603190 in 
the regression’s explanatory power (0.871409 / 0.543547 = 1.603190). The test statistic given by the 
difference between the adjusted R² of the equation: Rtj = β0 + β1∆BItj + β2∆TItj + εtj and the equation: Rtj = 
α0 + α1 ∆BItj + εtj demonstrates an increase of 0.327862 in the relevance of the information (Adjusted R² 
BI+ TI – Adjusted R² BI = 0.327862).  
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As a consequence, the results indicate that taxable income contains more information than book income 
in relation to the firms’ stock returns over the entire period. 
The information from taxable and book income in the period before and after the RTT 

We also tested the sample divided into two sub-samples, before the establishment of the Transition Tax 
Regime– RTT (2005 to 2008) and after the RTT took effect (2009 to 2011), with the aim of testing whether 
the difference in the information contained in taxable income in relation to book income increased or 
decreased with the convergence process. 
The results indicate that considering all the firms in the sample, without distinction as to tax planning 
characteristics, the adjusted R² of the regression of taxable income is greater than the adjusted R² of the 
regression of book income, both before and after the RTT.  
In this case, the taxable income in the pre-RTT period has greater explanatory power of the variation of 
annual return by a factor of 2.9651 over that of book income (Adjusted R² Taxable Income / Adjusted R² 
Book Income = 2.9652). In turn, in the post-RTT period, the taxable income has stronger explanatory 
power on the variation of annual return by a factor of 1.1473 over the explanatory power of book income 
(Adjusted R² Taxable Income / Adjusted R² Book Income = 1.1473).  
This produces a variation of -1.8178 (1.1473 – 2.9651) between the period before and after the RTT, a 
decline in the difference between the information contained in the taxable income and that contained in 
the book income with the advent of the RTT. There is an increase of 0.5966 (0.8610 – 0.2844) in the 
explanatory power of the regression of the excess (abnormal) return explained by the book income (Rtj = 
α0 + α1 ∆BItj + εtj). On the other hand, there is an increase of only 0.1446 (0.9878 – 0.8432) in the 
explanatory power of the regression of the abnormal return explained by the taxable income (Rtj = α0 + 
α1∆TItj + εtj). 
We also tested the additional explanatory power of including taxable income in the regression of the book 
income in the periods before and after the RTT, considering all the companies in the sample, without 
distinction as to tax planning characteristics.  
In the period before the RTT, the regression of the abnormal returns explained by the book income and 
taxable income presents an adjusted R² of 0.977709 (Rtj = β0 + β1∆BItj + β2∆TItj + εtj). In comparison with 
the adjusted R² of the regression of book income of 0.284407, this is an increase by a factor of 3.4355 in the 
regression’s explanatory power (0.977709 / 0.284407 = 3.435534). The test statistic given by the difference 
between the adjusted R² of the equation: Rtj = β0 + β1∆BItj + β2∆TItj + εtj and the equation: Rtj = α0 + α1 
∆BItj + εtj demonstrates an increase in the relevance of the information of 69.33% (Adjusted R² BI+ TI – 
Adjusted R² BI = 0.6933).  
In turn, in the period after the RTT, the regression of abnormal returns explained by the book income and 
taxable income presents an R² of 1 (Rtj = β0 + β1∆BItj + β2∆TItj + εtj). In comparison with the adjusted R² 
of the regression of the book income of 0.861005, this is an increase of by a factor of 1.1614 in the 
explanatory power of the regression (1 / 0.861005 = 1.161433). This increase is smaller than in the period 
before the RTT. The test statistic given by the difference between the adjusted R² of the equation: Rtj = β0 
+ β1∆BItj + β2∆TItj + εtj and the equation: Rtj = α0 + α1 ∆BItj + εtj demonstrates a smaller increase in the 
relevance of the information of 0.1390 (Adjusted R² BI+ TI – Adjusted R² BI = 0.1390). 
Therefore, the information contained in the taxable income, despite the advent of the RTT, continued 
being more significant than that of the book income to explain the returns. However, there was a decline 
in the difference between the informativeness of the taxable income and the book income with the advent 
of the RTT. 
The information from taxable and book income between companies with high tax planning and other 
firms 

With respect to the distinction between firms according to their tax planning characteristics, the results 
indicate that the information contained both in taxable income and book income has less power to explain 
the abnormal returns of firms with high tax planning than of other firms. 
 
Table 2, panels “a” and “b”, report the test statistics of the adjusted R² values of the regressions for the 
two types of firms.  
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Table 2: Information content of taxable income in relation to book income 

Year Obs R²AjustΔBI R²AjustΔTI R²AjustΔTI/R²AjustΔBI R²Ajust BI + TI R² Ajust:(BI + TI) - BI

Pre RTT2008 156 0,28324 0,843029 2,976376924 0,977636 0,694396

Pos RTT2009 117 0,860701 0,987805 1,147674977 1 0,139299

All period 273 0,544394 0,851167 1,563512823 0,864027 0,319633

Panel a: All firms

 

Year Obs R²AjustΔBI R²AjustΔTI R²AjustΔTI/R²AjustΔBI R²Ajust BI + TI R² Ajust:(BI + TI) - BI

Pre RTT2008 52 0,014937 0,453959 30,39157796 0,683584 0,698521

Pos RTT2009 39 0,263692 0,602498 2,284855058 1 0,736308

All period 91 0,015616 0,004842 0,310066598 0,305459 0,289843

Panel b: Tax Aggressive Firms 

 
The taxable income of firms with high tax planning, considering the entire sample period, has only 0.3100 
of the explanatory power over the variation of annual return than that of book income (Adjusted R² 
Taxable Income / Adjusted R² Book Income = 0.3100). In comparison, for other firms, this ratio is 1.5635 
(Adjusted R² Taxable Income / Adjusted R² Book Income = 1.5635). 
Hence, there is a variation of 1.2535 (1.5635 – 0.3100) between the explanatory power of the information 
for firms with high tax planning in relation to other firms. Companies with high tax planning present an 
adjusted R² of the regression of abnormal returns explained by book income (Rtj = α0 + α1 ∆BItj + εtj) of 
0.0156 and an adjusted R² of the regression of the abnormal returns explained by taxable income (Rtj = α0 
+ α1∆TItj + εtj) of 0.0084, a figure with little statistical significance.  
In turn, the other firms present an adjusted R² of the regression of abnormal returns explained by book 
income (Rtj = α0 + α1 ∆BItj + εtj) of 0.54436 and an adjusted R² of the regression of the abnormal returns 
explained by taxable income (Rtj = α0 + α1∆TItj + εtj) of 0.8511. 
We also tested the additional explanatory power of including taxable income in the regression of book 
income in comparing the firms with high tax planning and other firms, considering the entire sample 
period.  
The firms with high tax planning present a regression of abnormal returns explained by book income and 
taxable income with adjusted R² of 0.3055 (Rtj = β0 + β1∆BItj + β2∆TItj + εtj), while for other firms the 
adjusted R² is 0.8640.  
The test statistic given by the difference between the adjusted R² of the equation: Rtj = β0 + β1∆BItj + 
β2∆TItj + εtj and the equation: Rtj = α0 + α1 ∆BItj + εtj demonstrates a small difference between the relevance 
of the information for firms with high tax planning, with 28.98% (Adjusted R² BI+ TI – Adjusted R² BI = 
0.2898) in comparison with the other firms, where the figure is 0.3196, so the explanatory power on 
returns is stronger for the other firms.  
Therefore, the information contained in the taxable income in relation to book income in the firms with e 
high tax planning for the entire sample period is lower than that for the other firms. Furthermore, both 
taxable income and book income present lower statistical significance to explain the abnormal returns of 
firms with high tax planning. 
We ran similar tests between firms with high tax planning and other firms, covering the period before 
and after the RTT. The results indicate that for firms with high tax planning, both book income and 
taxable income lose informativeness between the period before and after the RTT.  
Specifically, the quotient of the explanatory power of taxable income in the pre-RTT period of the firms 
with high tax planning over the variation of annual returns explained by book income is an -30.3915 
(Adjusted R² Taxable Income / Adjusted R² Book Income = -30.3915). Furthermore, the regression of the 
abnormal return explained by the book income in the pre-RTT period is statistically insignificant for 
companies with high tax planning, which present an  adjusted R² of -0.014937 (Rtj = α0 + α1 ∆BItj + εtj.). 
For the other firms, the explanatory power is 2.9763 and the regression of the abnormal returns explained 
by the book income is statistically significant, with an adjusted R² of 0.28324. 
In the post-RTT period, the taxable income of firms with com high tax planning has explanatory power of 
2.2848 in relation to the variation of annual returns explained by book income (Adjusted R² Taxable 
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Income / Adjusted R² Book Income = 2.2848). For the other firms, this ratio of explanatory power is 
1.1476. 
We further tested the incremental explanatory power of including taxable income in the regression of 
book income in the pre- and post-RTT periods, considering the firms with high tax planning and the 
other firms separately.  
In the period before the RTT, the regression of abnormal returns explained by the book income and 
taxable income presents an adjusted R² of 0.6835849 (Rtj = β0 + β1∆BItj + β2∆TItj + εtj) for companies with 
high tax planning and of 0.977636 for the other firms. Comparing the adjusted R² of the regression of 
book income of 0.014937 and the adjusted R² of the regression of taxable income of 0.4539 for the high tax 
planning firms (0.6835849 / (0.014939) = 3.435534) produces a ratio of explanatory power of -30.3915 
versus 2.9763 for the other firms (0.8430 / 0.28324). The test statistic given by the difference between the 
adjusted R² of the equation: Rtj = β0 + β1∆BItj + β2∆TItj + εtj and the equation: Rtj = α0 + α1 ∆BItj + εtj 
demonstrates an increase in the relevance of the information (Adjusted R² BI+ TI – Adjusted R² BI = 
0.6985) for the firms with high tax planning and 0.6943 for the other firms. 
In turn, in the period after the RTT, the regression of the abnormal returns explained by book income and 
taxable income presents an adjusted R² of 1 (Rtj = β0 + β1∆BItj + β2∆TItj + εtj) both for firms with and 
without aggressive tax planning. Comparing the adjusted R² of the regression of book income of 0.263692, 
there is an increase by a factor of 3.7923 in the explanatory power of the regression (1 / 0.263692 = 3.7923) 
for the firms with high tax planning and by a factor of 1.1618 for the other firms (1 / 0.860701). The test 
statistic given by the difference between the adjusted R² of the equation: Rtj = β0 + β1∆BItj + β2∆TItj + εtj 
and the equation: Rtj = α0 + α1 ∆BItj + εtj shows an increase in the relevance of the information of 0.7363 
(Adjusted R² BI+ TI – Adjusted R² BI = 0.7363) for firms with high tax planning and of 0.1392 for the other 
companies. 
Therefore, with respect to the distinction between firms according to their tax planning characteristics, 
there is a loss of informativeness both of book and taxable income from the period before to that after the 
advent of the RTT.  
The information contained in the book-tax differences 
The information of the BTDs and book income 
Table 3, reports the test statistics of all the companies regarding the adjusted R² values of the regressions 
and the results of the test statistics of the following equation: Adjusted R² BTD / Adjusted R² Book 
Income. 

 
Table 3: Information content of BTDs in relation to book income

Year Obs R²AjustΔBI R²AjustBTD R²AjustBTD/R²AjustΔBI

Pre RTT2008 208 0,284407 -0,004599 -0,016170488

Pos RTT2009 156 0,861005 0,579249 0,672759159

All period 364 0,543547 0,097527 0,179426986

 
 We tested the relevance of the information contained in the book income and BTD by comparing the 
adjusted R² of the regression of returns on the variation of the book income and the adjusted R² of the 
regression of the returns on the variation of the BTD.  
The results show that, for all the companies without distinction regarding tax planning characteristics, the 
adjusted R² of the BTD regression is smaller than that of book income. The BTD explains 0.1794 of the 
variation of annual return explained by the book income (Adjusted R² BTD / Adjusted R² Book Income = 
0.1794).  
Therefore, the results indicate there is less information contained in BTD than in book income to explain 
the firms’ stock returns. In comparison with taxable income, BTD contains less information to explain the 
firms’ returns. 
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The information content of BTD in the period before and after the RTT 

We further tested the samples divided between the period before the RTT (2005 to 2008) and after its 
advent (2009 to 2011) to check whether the information contained in BTDs in relation to book income 
increased or decreased with the convergence process. 
The results considering all the companies without distinction as to tax planning characteristics indicate 
that the adjusted R² of the regression of the BTDs became statistically significant after the RTT. The BTD 
information is statistically insignificant in the pre-RTT period, with a ratio of -0.0161 on the variation of 
the annual returns explained by the book income (Adjusted R² BTD / Adjusted R² Book Income = -
0.0161). In the post-RTT period the ratio is 0.6727 (Adjusted R² BTD / Adjusted R² Book Income = 0.6727).  
Hence, the information contained in the BTDs is only statistically significant after the advent of the RTT. 
However, the information content of the BTDs is lower than that of the book income even after the RTT. 
The information of BTDs between firms with high tax planning and other firms 
We ran similar tests between firms with aggressive tax planning and the other firms covering the period 
before and after the RTT. The results show that for both groups of firms, the informativeness of BTDs 
becomes statistically significant in the post-RTT period.  
Table 4, panels “a” and “b”, report the test statistics of the adjusted R² values of the regressions for firms 
with high tax planning and the other firms.  

 
Table 4: Information content of BTDs in relation to book income 

Year Obs R²AjustΔBI R²AjustBTD R²AjustBTD/R²AjustΔBI

Pre RTT2008 156 0,28324 -0,006237 -0,022020195

Pos RTT2009 117 0,860701 0,578328 0,67192672

All period 273 0,544394 0,092139 0.1692081

Panel a: All firms

Ano Obs R²AjustΔBI R²AjustBTD R²AjustBTD/R²AjustΔBI

Pré RTT2008 52 -0,014937 -0,019363 1,296311174

Pós RTT2009 39 0,263692 0,14735 0,558795868

Todo Período 91 0,015616 0,304098 19,47348873

Panel b: Tax Aggressive Firms

 
As can be seen, the regression of the abnormal return explained by BTDs is statistically insignificant in 
the pre-RTT period both for firms with high tax planning, which have an adjusted R² of -0.019363 (Rtj = 
α0 + α1 ∆BTDtj + εtj), and the other companies, which have adjusted R² of -0.006237.  
In turn, in the post-RTT period the same regressions produce statistically significant values for BTDs both 
for firms with high tax planning, with adjusted R² of 0.14735 (Rtj = α0 + α1 ∆BTDtj + εtj), and the other 
firms, with adjusted R² of 0.578328. 
Furthermore, in the post-RTT period the ratio of the explanatory power of BTDs in relation to that of 
book income for firms with high tax planning is 0.5587 (Adjusted R² BTD / Adjusted R² Book Income = 
0.5587), while this ratio is 0.6719 for the other firms. 
Therefore, with respect to the distinction between companies with aggressive tax planning and other 
firms, the BTDs become informative after the advent of the RTT for both types of firms. 

 
CONCLUSION 

This article investigates the existence of information in the taxable income in relation to the annual stock 
returns of listed Brazilian companies considering the effects of tax planning. The research questions are 
based on the literature on tax accounting that debates whether the taxable income can contain 
incremental information for investors regarding returns in relation to the information captured by book 
income (Shevlin 2002; Hanlon, Laplante & Shevlin, 2005; Ayers, Jiang & Laplante, 2009). 
Based on the study of Hanlon, Laplante & Shevlin (2005), we tested whether taxable income provides 
information to the market that is incrementally “useful” over and above the book income figure, by 
regressions of the stock returns on the variations of book income and the variations of taxable income. As 



  Business Management Dynamics  
Vol.3, No.5, Nov 2013, pp.51-63 

   
©Society for Business and Management Dynamics 

done by Ayers, Jiang & Laplante (2009), we also considered the tax planning characteristics of the firms in 
the sample. 
Consistent with the results reported by Hanlon, Laplante & Shevlin (2005), we found that both book 
income and taxable income have explanatory power over stock returns. The results indicate that taxable 
income contained more information than book income in relation to forecasting the future stock returns 
of the firms in the sample during the study period.  
We analyzed separate samples for the period before and after the advent of the Transition Tax Retime – 
RTT (2005 to 2008 and 2009 to 2011, respectively), for the purpose of testing whether the information 
contained in BTDs in relation to book income increased or decreased with the process of convergence of 
accounting standards to IFRS in Brazil. In this case, the results indicate that the information contained in 
taxable income, despite the advent of the RTT, continued to be more significant than book income to 
explain the firms’ returns. However, there was a decline in the difference between the information 
contained in taxable income and that contained in book income with the advent of the RTT. 
In line with the findings of Ayers, Jiang, Laplante (2009), the gap between the information contained in 
taxable income in relation to that contained in book income over the entire period was smaller than that 
for other firms. However, both taxable and book income were less statistically significant in explaining 
excess (abnormal) return for the firms with high tax planning. Further regarding the distinction between 
aggressive tax planners and other firms, the results show that for the former firms, the informativeness of 
both book and taxable income declined from the period before the RTT to that afterward.  
With respect to book-tax differences, the results indicate that these only became informative after the 
advent of the RTT, both for aggressive tax planners and other firms. One of the aims of this study was to 
fill in a gap in the Brazilian accounting literature in the sense of verifying the relevance of the information 
contained in taxable income, considering the effects of tax planning. 
The results for the Brazilian case suggest that aggressive tax planning obscures the relation between 
taxable income and book income, and as a consequence, the ability to use these two types of information 
to predict the future performance of firms, measured by abnormal stock returns. 
This study also contributes to the literature on the use of taxable income as a performance measure in the 
Brazilian case, as proposed by Ayers, Jiang & Laplante (2009). Given the nature of the method employed, 
it is possible to use other methods to investigate the distinction between firms with high tax planning and 
others and to estimate the taxable income. Therefore, future studies could test the robustness of these 
results by analyzing subsequent periods to those covered here. 
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