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Abstract: This article aims to evaluate the effect of tax incentives on the 
liability level of firms listed in Brazilian Stock Exchange. Obtaining the tax 
incentives require many investments from the company. This paper contributes 
with the literature to identify if the companies that disclosed their fiscal 
incentives have any changes in their debt, because of these investments. The 
final sample was 382 firms, for the years 2010–2013, and with a total of  
1,528 observations. We used a regression model for the panel data in order to 
estimate the relation between liabilities and the fiscal incentives. The results 
show that encouraged firms have higher long-term debt and total debt than 
those who are not encouraged. In addition, the authors found a positive 
relationship between the assets of these companies and the tax incentive. 
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1 Introduction 

Although the chief function of taxes is providing resources for the State to realise its 
constitutional activities for the benefit of the population, additionally, taxes work for 
different reasons such as, social, political and economic matters and it acquires an  
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extra-fiscal configuration, denominated tax waivers, in which tax incentives are created. 
The income tax exemptions for legal entities located in specific geographic areas is an 
example of the extra-fiscal nature of the taxes in Brazil (Fabretti, 2000; De Luca and 
Lima, 2007; Elali, 2007; Monteiro, 2007). 

Rodrigues (2007) states that in Brazil companies that make use of tax incentives have 
a competitive advantage over others. In the USA, research indicates that some kinds of 
tax-free businesses have an advantage over their taxed competitors, providing them with 
opportunities of wealth concentration as well as greater growth (Guthmann, 1951; 
Goddard et al., 2002). In the same way, Tatom (2005) studied the effects of the tax 
exemption of credit unions in the USA and observed that such an exemption has an effect 
of increasing total assets as well as the total index of shareholders’ equity/assets in such 
institutions. 

If tax exemption increases the relation between shareholders’ equity and total assets, 
that is, it increases its own capital participation; it is supposed that tax exemption causes a 
reduction of the liabilities regarding the composition of the capital structure. Tax 
exemption also causes the reduction of income tax rate of a company, connected to the 
theory proposed by Modigliani and Miller (1958, 1963), which states that the 
indebtedness of a company causes a gain due to the leverage from the result between the 
income tax of the company and the debt market value. The higher the income tax of the 
company, the greater the gain of the leverage and, consequently, the greater the stimulus 
for the indebtedness. The effective rate of income tax tends to be lower for the companies 
that make use of tax incentives; that being so, the stimulus for the indebtedness in such 
companies will be smaller, and may cause a capital structure different from the ones 
whose companies do not make use of tax incentives. 

It is observed that the studies concerning tax incentives performed in Brazil and 
abroad suggest an increase in the profitability of companies that make use of tax 
incentives as well as a particularity in the capital structure of such companies 
(Frischmann et al., 2008; Ramírez et al., 2014). De Luca and Lima (2007) say that tax 
incentives, despite being classified as a very important source of capital, do not affect the 
total volume of liability of a company. As a result of the issues presented, the question 
examined by the study is: 

What is the liabilities behaviour in public companies whom disclosure tax 
incentives and the others that do not disclosure? 

Thus, this article aims to evaluate the effect of tax incentives on the liability level of such 
companies. 

Although many tax incentives have been determinate by the Brazilian Government in 
the past, in order to develop some sectors of the economy, few studies have taken the tax 
incentives as determinant to influence the structures of the company. Some studies 
analysed the effects of fiscal incentives in many perspectives (Lacombe, 1969; Cardoso, 
1971; Santos and Candiota; 1974; Roesch 1984, 1990; Durand et al., 1997; Perobelli and 
Famá, 2002; Ponciano and Campos, 2003; De Luca and Lima, 2007; Formigoni et al., 
2008; Scharlack, 2008; among others). Obtaining the tax incentives require many 
investments from the company. However, we could only found the study of Perobelli and 
Famá (2002) that has studied the debt and the fiscal incentives and concluded that this 
company does not have incentives for raising the debt. In this way, this paper contribute 
with the literature to identify if the companies that disclosure the fiscal incentives has any 
changes in their debt, because of these investments. For the companies, among other 
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considerations, it is important to know that they will have or not changes in their debt 
because the use of the tax incentives. 

The remainder of this paper is organised as follows. The second section will 
conceptualise in the literature review the theme of tax incentives, with particular 
emphasis on the agency theory conflict in the current institutional framework. The third 
section will present the awareness complexities that are involved in capital structure 
decisions, in order to propose a model with a hypothesis to test and to discuss the 
corporation tax incentives in relation to debt presented in the literature review. The fourth 
section will present the methodology, in order to conduct a longitudinal exploratory 
analysis, based on panel data carried out in the period from 2010 to 2013, about 
companies listed on the Bovespa (Brazil) Stock Exchange. The fifth section will be 
dedicated to presenting the discussion based on the empirical analysis of the corporate 
control and capital structure decisions. Finally, the last section summarises and it will 
contribute to the debate of the corporate tax incentives and on the liability decision level 
within the Brazilian context. 

2 Conceptual framework 

2.1 Definition of tax incentives 

Tax incentives are waiving of public income that benefits the tax payers. It is based on 
instruments of tax reduction where the State gives a different tax treatment to the tax 
payer, having the objective, for example, of promoting the regional economic 
development; and reducing national and regional social differences (Shah, 2006; De Luca 
and Lima, 2007; Melo, 2007; Pires, 2007). 

It is necessary to highlight that tax incentives do not aim to privilege the tax payer, 
but, to promote actions or behaviours on behalf of society, such as: exemptions; aliquot 
and calculation basis reduction; zero aliquot; subsidies, presumed credits; and deferment. 
In conclusion, a juridical rule that is not linked to the promotion of the common good 
cannot be classified as a tax incentive, being named a tax benefit, generating privilege 
directly connected to the tax payer (Diniz and Ribeiro, 2004; Elali, 2007; Rodrigues, 
2007). 

We can observe that tax incentives do not aim towards the privilege of the tax payer, 
though initially they have it as a consequence. They cause an effect of inequality in the 
competition with other tax payers that do not make use of the incentives. In the economic 
plan, the concepts of tax benefits, incentives and exemptions are comprehensive, 
achieving any mechanism of exoneration or tax burden reduction that causes the same 
effect as the exemptions (Torres, 2007); there is no conceptual common sense about the 
comprehension of these terms (Pires, 2007). 

In general, what there is in common between tax benefits and tax incentives is the 
facts that both relate to tax issues and work towards diminishing or eliminating the effects 
of taxes. The difference between them is that the benefit exists to solve harmful past 
results, while the incentive creates positive results in the future. 
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2.2 Studies about tax incentives in Brazil 

Lacombe (1969) explains that, since 1930, substantial modifications have taken place in 
the political and fiscal theory highlighting the natural inequality among several regions in 
Brazil. The increase of tax burden, which occurred mostly with the Second World War, 
was, at the same time, cause and effect of the extra fiscal aspect, then assumed by the 
fiscal policy. 

The Amazon was a poor region and because of tax incentives had a significant 
increase in the volume of investments to implement projects in the region. The 
revaluation of fixed assets (Governo do Brasil, 1958) on projects implemented with its 
own resources generated incentives to deduct income tax (Cardoso, 1971). 

Santos and Candiota (1974) found that tax incentives, from income tax exemption on 
interests and commissions concerning estate financing, among other factors, had a 
relevant effect on the profitability of the assets of the savings and loan associations, 
enabling them to have greater growth. 

Roesch (1984) evaluated the economical efficiency of governmental politics related 
to tax incentives with professional formation in companies, from 1976 to 1980, and 
concluded that tax incentives helped the more profitable companies. In another study, 
from 1976 to 1982, Roesch (1990) evaluated the government expectation that the training 
incentive program would be a relaxation instrument of regional income; she concluded 
that it tends to benefit, primarily, large firms, ratifying the previous study. 

Durand et al. (1997) studied cultural tax incentives – donations and  
sponsorships – and found that the areas of sport, environment, social assistance and 
education, science and technology were the most used resources for institutional 
strengthening of image. They concluded that the number of companies to opt for the tax 
incentives related to the culture increased and that most of the cultural incentive laws did 
not cause real results in intensity to allow an evaluation. 

Perobelli and Famá (2002) claim that the companies who have other tax incentives, 
those that are not generated by debt such as tax incentives, should have less incentive for 
debt, and they would take less advantage of the tax incentives generated by the payment 
of interest. 

Ponciano and Campos (2003) evaluated the effects of tax relief on exports of 
agricultural and agribusiness activities concerning the economy performance. They 
concluded that the elimination of taxes on these activities causes a slight recessive effect 
on the Brazilian economic activity level, causing a decrease in the family’s income. The 
tax elimination on the export of agriculture and cattle farming products as well as the 
textile agribusiness, fertilisers and coffee makes these activities more competitive in the 
foreign market, causing a reduction in rural unemployment, due to the expansion of 
exports of products in these activities and an increase in urban unemployment due to a 
drop in the level of other activities. 

De Luca and Lima (2007) studied the importance of tax incentives granted by the 
State of Ceará to the beneficiaries and the effect on their assets, with financial statements 
of the company Grendene SA, in the years 2003 to 2004 and concluded that: 

1 shareholders’ equity was impacted materially and increased due to the of tax 
incentives 
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2 the amounts financed through tax incentives accounted for 30% of the total value of 
the debt burden 

3 the share of tax incentives in relation to company’s results was relevant, influencing 
directly to improve economic and financial ratios over time. 

Formigoni et al. (2008) studied the relation between the tax benefits from the Industrial 
Technological Development Program and social economic development offered by the 
company permitting an evaluation by the participants in these projects, the government, 
company and the society. The results showed there was no significant statistical relation 
between the benefits involving the Industrial Technological Development Program and 
the social economic program by the companies. The authors clarified that, although it 
would not have been possible to ratify the research hypothesis, also, it cannot be stated 
that the companies do not provide the social economic program to their employees 
because there is a time gap between the benefit from such programs and the repercussion 
on the employees’ development social program.  

Scharlack (2008) explains the benefits of taking advantage of incentive, systematic 
and official programs in order to lead company planning, by doing so, assuring safe 
economy of tax, resources optimisation and as consequence an increase in 
competitiveness. He warns us that the risks of reducing tax expenses by the adoption of 
an official program is, with any doubt, infinitely lower than when tax planning is 
administrated. He argues that when one opts for one or more tax incentives, the cost is 
reduced and the return of investments is increased, without increasing the tax risk and is 
to the benefit of public interest.  

2.3 Other studies about tax incentives 

Guthmann (1951) examines the tax exemption of income tax as a competitive factor in 
business in the USA, through the consumer cooperatives and cooperative purchasing of 
farmers that compete with other commercial enterprises. He claims that a differential tax 
treatment can be a deciding factor for companies exempt from taxes, giving them an 
advantage over other taxed companies, regardless of their comparative efficiency. 

Similarly, Somers (1951) states that tax exemption is a powerful economic political 
weapon. His studies about tax-free entities in the USA involved in competitive business 
with companies subject to taxation. He concluded that tax exemption enables price 
reduction, causing an increase in sales. 

Harriss (1954) explains that tax benefits are given to motivate activities that have not 
presented tendencies to stand their own expenses. He states that in the USA it is very 
difficult to obtain the necessary data to determine with reasonable accuracy the amount of 
tax exemptions on income, goods and sales. However, he warns that the amounts are 
great and probably will be greater in the future. He concluded that the more the taxes 
increase, the more tax exemption increases as well and that in practice, the subsidising 
policy, such as exemptions, is not re-checked when changes in taxes alter the value of an 
existent exemption. 

Croteau (1956) tries to determine if there are qualitative and/or quantitative 
differences among big, (those that have assets higher than $1 million) credit unions in the 
USA. He found no significant difference among the credit unions of different sizes. 

Black and Dugger (1981) study the structure of credit unions, the sector situation and 
the developing character of the institutions in relation to the market power and regulators, 
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in order to verify the capacity of the credit unions to absorb credit risks due to legal, 
regulating and competitive changes. They state that from the period 1976 to 1980 the 
capital of credit unions decreased year by year. The index capital/asset was reduced from 
8% in 1970 to 6.3% at the end of 1979. They concluded that the release of the Monetary 
Control and the deregulation Act of 1980, authorising the payment of interest in the 
accounts transactions and loans to customers to economic institutions, increased the 
competitive capacity of the banks and of the savings and loans associations. 

Barron et al. (1994) argue that the organisations get older and become more 
vulnerable to the competition of new companies, who are more innovative and dynamic. 
Nevertheless, there is an alternative view that big companies benefit from the experience, 
ability to form new partnerships and the exercising of market power. In order to check the 
relevance of these rival hypotheses, still in the research line on credit unions, the age is 
included as an explanatory variable in the multivariate analysis. A variation of temporal 
series of the financial structure of the credit union and performance indicators are, 
equally, included in the multivariate analysis. The statistical evidence suggests that: 

a a credit union with above-average growth in a period, has a below average growth in 
the next 

b small credit unions tend to have small variability in terms of growth than the bigger 
ones 

c among the state credit unions, the big ones grow faster than the small ones. In the 
case of federal credit unions, the opposite takes place. 

Goddard et al. (2002) investigate the credit unions growth in the USA, in a final sample 
of 7.603 cooperatives, from 1990 to 1999 and like Smith (1986), Amburgey and Dacin 
(1993) and Barron et al. (1994) they used the total of assets as a standard for one of the 
measurements of size of the company. They concluded that the non-regulation of credit 
unions since 1970 created new opportunities of growth and of concentration in the area. 

Hannan (2002) highlights various studies that show evidence of competitive 
interactions between banks and credit unions, such as: Emmons and Schmid (1999, 
2000a, 2000b), Tokle and Tokle (2000), Feinberg (2001, 2002a, 2002b) and Hannan and 
Prager (2001). He analysed the impact of the presence of credit unions in the customer 
deposit market and found that the deposit rates offered by the banks were lower than ones 
offered by the credit unions. 

Tatom (2005) evaluates the consequences of federal tax exemption of credit unions in 
the USA and found that tax reductions appear as retained earnings in the equity of such 
cooperatives. The extra profit, invested again in the cooperative, provides new capital 
that permits it to grow faster than other institutions. He concluded that the dominant 
effect of the tax exemption is to boost the index of equity (shareholders’ equity-assets) of 
the credit unions. 

All in all, we can observe that in the USA there is a research line that studies the 
credit unions and commercial banks that compete in the same consumer market; 
however, the first ones are tax free while the second ones are taxed. The interest in this 
line of research is probably due to the relevance of the total funds handled in total 
transactions, the fact that both sectors compete in the same market and the fact that one is 
taxed and the other not. 
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3 Methodology 

The methodology describes the research population and sample, the dependent, 
independent, and control variables, and presents the analysis techniques in detail. 

3.1 Research population and sample 

According to fundamentals proposed by Popper (1975), this research develops a 
hypothetical deductive study. It is characterised by the establishment of hypotheses to be 
tested through empirical research, namely, the observation of reality. The data used for 
hypothesis testing was econometric analysis using multiple regressions (Hair et al., 2005; 
Wooldridge, 2006; Greene, 2012) and, because of it, this is a quantitative study with 
empirical analysis. 

The set of firms in the sample was obtained from those who were active in the year 
2013 on the list of the Brazilian Stock Exchange (hereafter, BM&FBovespa). Those firms 
without accounting data, missing information and with financial economic activity, due 
to peculiar characteristics, were excluded. After the depuration process, the final sample 
was 382 firms, for the years 2010–2013, and with a total of 1,528 observations. The 
information about the fiscal incentives was collected in two databases: if the firm is part 
of the list of incentive firms by BM&FBovespa (taking 1 if they are on the list, 0 
otherwise) and the amount of incentive earnings disclosed on the reported cash flow. 
Another process of confirmation has been made for the data collected and verification of 
consistencies during the years 2010–2013. It was possible to corroborate that some firms 
did not have data for all the years observed, so, the authors used an unbalanced panel. 

3.2 Hypothesis 

Tax exemptions increase the relation between shareholders’ equity and total asset, that is, 
they increase their own capital participation (Tatom, 2005); it is supposed that tax 
exemption causes a reduction of the liabilities regarding the composition of the capital 
structure. Considering that, tax exemption also causes a reduction of the income tax rate 
of a company, connected to the theory proposed by Modigliani and Miller (1958, 1963), 
which states that the indebtedness of a company causes a gain due to the leverage from 
the result between the income tax of the company and the debt market value.  

The higher the income tax of the company, the greater the gain of the leverage and, 
consequently, the greater the stimulus for the indebtedness. The effective rate of income 
tax tends to be lower for the companies that make use of tax incentives; that being so, the 
stimulus for the indebtedness in such companies will be smaller, which may cause a 
capital structure different from the ones whose companies do not make use of tax 
incentives. 

Due to the literature and considering that there is much research that pointed to a 
negative relationship between fiscal incentives and liabilities (Perobelli and Famá, 2002), 
and also, some studies that also pointed out that there is no relationship between fiscal 
incentives and liabilities (De Luca and Lima, 2007), we have formulated the following 
hypothesis: 

 



   

 

   

   
 

   

   

 

   

    Disclosure of tax incentives and the corporate liabilities 103    
 

 

    
 
 

   

   
 

   

   

 

   

       
 

H1 Companies who disclosure fiscal incentives presents less liability than others that 
do not disclosure. 

3.3 Research design and variables definitions 

In order to test the hypothesis proposed in this article, we used a regression model for the 
panel data in order to estimate the relation between liabilities and the fiscal incentives. 
According to Hsiao (2007), panel data models allow us to obtain a more accurate 
inference, because a larger number of observations are used, and, in this way, there are 
more degrees of freedom and the efficiency of the model is enhanced. Also, it is used to 
control omitted variables (missing or unobservable), and also to capture the unobservable 
heterogeneity among individual units over time. Because of this, it derives more accurate 
predictions for individual outcomes. 

Using panel data enables us to assess the behaviour of liabilities over time by 
analysing observations from several consecutive years for the same sample companies. 
Moreover, considering the temporal dimension of the data, particularly in periods of great 
change, it could bring a more detailed study. In this regard, panel data enable us to 
control for the effects that fiscal incentives may experience each year, providing the 
analysis with a certain degree of dynamism and achieving both greater consistency and 
better explanatory power. Panel data also allow more information to be obtained on the 
same parameter, leading to greater efficiency. 

The parameters were estimated consistently (and with standard error) in the model in 
order to lead to valid inferences. In this way, this research relies on the literature for 
estimators that can deal with different endogeneity problems. Nevertheless, even the most 
robust methods are not able to deal with all endogeneity problems, given the 
inconsistency of the model. Indeed, Pindado and Requejo (2012) stated that panel data 
are adequate for model specification and testing but warn against making predictions, 
because in the estimation process part of the error term (i.e., the unobservable 
heterogeneity) was eliminated. Lee (2007) also argued that the consistency of parameter 
estimators and the validity of their economic interpretations as marginal effects depend 
on the correct functional form specification and controlling for unobserved heterogeneity. 

3.4 Dependent and explained variables 

The variable used in this study was drawn from other researchers that examine the capital 
structure decisions. The Brazilian companies have been studied by Strong (2005), Brito  
et al. (2007), Soares and Kloeckner (2008), Barros (2005), Anderson and Reeb (2003) 
and Acharya and Viswanathan (2011) and Segura et al. (2014). So, the conceptualisation 
of this research is the same. The dependent variable is the debt, represented by the 
abbreviation end, and it could be analysed by different liabilities levels. 

• Total liabilities (TotLiab): Include the Total debt of company i in year t; composed 
by the current liabilities of corporation i in year t; non-current liabilities of company 
i in year t; divided by the Total of Assets of the company i in year t. 
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• Total financial liabilities (TotalFinLiab): Was treated by several authors (Barros, 
2005; Strong, 2005; Anderson and Reeb, 2003; Segura et al., 2014) as a measure of 
the financial leverage on the company. The calculation represented financial 
liabilities, that it is the company debt (including commercial papers and bonds, 
excluding debentures) in year t; composed by the short term financial liabilities (i, t), 
that is the financing debt with financial institutions for short-term of the company i 
in year t; and non-current financial liabilities (i, t), that is the financing debt with 
financial institutions for long-term of the corporation i in the year t; both divided by 
the total of assets of the corporation i in year t. 

• Non-current financial liabilities (NCFinLiab) that is the financing debt with financial 
institutions for long-term of the company i in the year t; divided by the Total of 
assets of the company i in year t (Brealey and Myers, 2007; Damodaran, 2007; 
Brigham and Ehrhardt, 2009; Penman, 2013). 

• Current liabilities (CurrentLiab) measures the short-term debt made by the 
corporation, whether as their accruals, whether on account of short-term debt and 
knowing that is the short-term debt of corporation i in year t divided by the total 
assets of corporation i in year t (Brealey and Myers, 2007; Damodaran, 2007; 
Brigham and Ehrhardt, 2009; Penman, 2013). 

• Non-current liabilities (NCLiab) measures the long-term debt made by the company 
and was composed by total non-current liabilities of company i in year t divided by 
the total assets of company i in year t (Brealey and Myers, 2007; Damodaran, 2007; 
Brigham and Ehrhardt, 2009; Penman, 2013). 

3.5 Independent and explanatory variables 

3.5.1 Independent variables 

• Disclosure of tax incentives (TI): Is a categorical variable with the value of the 
company which has disclosured or does not have disclosured tax benefits. Tax 
incentives will be identified by a binary variable by 1, if it has tax incentives and 2 if 
it does not have tax incentives. The tax incentive was identified by the business 
listing complied by the BM&FBovespa. 

• Disclosure of benefits and tax incentives (BenefTaxInc): Is the value of the benefits 
of the tax incentives disclosured from the Cash Flow Statement of the company i in 
year t. (Brealey and Myers, 2007; Damodaran, 2007; Brigham and Ehrhardt, 2009; 
Penman, 2013). 

3.5.2 Control variables 

• Size: Is a numeric variable that represents the firm size and is measured by the 
logarithm of total assets of the company i in year t. According to agency theory, 
larger firms have greater visibility in the market and society and tend to be more 
compliant in the production of information (Bonsón and Escobar, 2004; Craven and 
Marston, 1999; Gul and Leung, 2004; Marston and Polei, 2004; Oyelere et al., 2003; 
Prencipe, 2004).  
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• Sector: Is a categorical variable that represents the major economic sector activity. It 
takes values between 1 and 6, and has often been used in studies to eliminate from 
the expected results the effect of the economic sector activity in which the firm 
operates. 

• Plant and equipment (Plant&Equip): Is the total amount disclosed on the Balance 
Sheet divided by the total assets of the company i in year t (Brealey and Myers, 
2007; Damodaran, 2007; Brigham and Ehrhardt, 2009; Penman, 2013). 

• Investments (Invest): Is the total investments disclosed in the balance sheet divided 
by the total assets of the company i in year t (Brealey and Myers, 2007; Damodaran, 
2007; Brigham and Ehrhardt, 2009; Penman, 2013). 

• Earnings = Total earnings: Is the total earnings disclosure in the balance sheet 
divided by the total assets of the company i in year t (Brealey and Myers, 2007; 
Damodaran, 2007; Brigham and Ehrhardt, 2009; Penman, 2013). 

• Return on equity (ROE): Focuses on just the equity component of the investment and 
is the quotient of the net income by the book value of the equity of the company i in 
year t (Brealey and Myers, 2007; Damodaran, 2007; Brigham and Ehrhardt, 2009; 
Penman, 2013).  

• Working capital (WCP): is the cash conversion cycle or the value of the time lag 
between the expenditure for the purchases of raw materials and collection of sales of 
finished goods (Deloof, 2003).  

The authors used the Arellano and Bond (1991) and Arellano and Bover (1995) method 
called the generalised method of moments (GMM). The GMM is indicated for cases in 
which the time variable (‘T’) is small and the number of variables (‘N’) is high. This 
method is also suitable when there are independent variables that are not strictly 
exogenous and are possibly also correlated with the error. This panel uses fixed effects 
and assumes that there is heteroskedasticity and autocorrelation among individuals. 

4 Results 

4.1 Descriptive analysis 

Following the opinion of Hair et al. (2005), with regards the sample size as a general rule, 
the minimum is to have at least five times as many observations as there are variables to 
be analysed. Table 1 presents the sample size of 382 companies and represents a subset of 
the population of companies in Brazil (SEBRAE, 2010). 

The sample represents 382 companies that have been analysed during 2010–2013 for 
four years. Companies were classified by economic sector of activity as shown in  
Table 1. The sample is spread across 19 sectors, excluded financial sector, based on the 
classification of BM&FBovespa (2014). The most representative is the sector of 
electricity (15.18%), followed by construction (6.81%), textiles (7.07%) and steel and 
metallurgy (6.02%). The main sector ‘other’ is a group of all other sample sectors, except 
financial. 
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Table 1 Distribution by economic sector of companies of the sample, 2010–2013 

Economic sector No. companies % of sample 

Other 95 24.87% 
Electricity 58 15.18% 
Construction 26 6.81% 
Textiles 27 7.07% 
Steel and metallurgy 23 6.02% 
Food and beverages 21 5.50% 
Vehicles and parts 19 4.97% 
Trade 20 5.24% 
Transport 21 5.50% 
Telecommunications 14 3.66% 
Chemical industries 11 2.88% 
Mining 8 2.09% 
Electro electronic 7 1.83% 
Agriculture 6 1.57% 
Pulp and paper 5 1.31% 
Oil and gas 7 1.83% 
Machinery industries 5 1.31% 
Software and data 5 1.31% 
Non-metallic minerals 4 1.05% 
Total 382 100.00% 

Table 2 presents the mean and standard deviations separated by groups (group 1 for 
companies that do not have disclosure fiscal incentives, group 2 for companies that have 
disclosure fiscal incentives). All variables are divided by the total assets. As we can 
observe, companies that have fiscal incentives disclosure, in the mean, superior ratios of 
WCP, earnings, plant and equipment, non-current financial liabilities and total financial 
liabilities than the companies who does not have fiscal incentives disclosure. At the same 
time, the companies that disclosure fiscal incentives also have inferior ratios of ROE, 
investments, non-current liabilities and current liabilities than the others. 

4.2 Multivariate statistics 

Table 3 presents the results of five regressions by GMM method. The authors decide to 
use GMM in order to reduce the possibility of the error being correlated with any of the 
variables in the models. All data were winsorized by 5%, in order to drop the outliers. 

By the analysis of the model, it is observed that there is a positive and significant 
relationship between non-current financial liabilities and fiscal incentives and also 
between total liabilities and fiscal incentives. This indicates that companies that have 
more incentives are also more financially leveraged and/or total leveraged. It can be 
explained by the fact that companies that receive fiscal incentives are required to invest in 
plants and equipment, hire more personnel and invest all the incentives in order to 
promote growth to the environment that the company is inserted. Also, it can be observed 
that there is a positive relationship between the investment in plants and equipment, 
which means that they must invest while they are receiving the incentive. 
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Table 2 Descriptive statistics of variables of model 1 and model 2 

Variable 
Model 1  

tax incentives = 0  Model 2  
Tax incentives = 1 

Mean Std. deviation  Mean Std. deviation 

WCP 0.05 0.46  0.18 0.21 
ROE 0.21 0.59  0.14 0.39 
Earnings 0.54 0.50  0.76 0.35 
Invest 0.09 0.23  0.03 0.11 
Plant&Equip 0.23 0.25  0.28 0.21 
NCFinLiab 0.17 0.16  0.19 0.13 
TotalFinLiab 0.24 0.20  0.25 0.14 
NCLiab 0.51 0.92  0.39 0.77 
CurrentLiab 0.33 0.40  0.26 0.14 
TotalLiab 0.9 1.30  0.68 1.00 

Notes: WCP = working capital; ROE = return on investment; Earnings = net earnings; 
Invest = total investments; Plant&Equip = total plant and equipment; NCFinLiab: 
non-current financial liabilities; TotalFinLiab = total financial liabilities; 
CurrentLiab = current liabilities; TotalLiab = total of current liabilities plus  
non-current liabilities. All variables were winsorized at level 5%. 

Table 3 Model from the regression analysis with GMM method 

Model NCliabilities Total 
financial Liab NCfinLiabil CurrentLiabilities Total 

liabilities 
BenefTaxInc 1.290 0.553 12.611** 1.409 13.281*** 
 0.813 0.943 5.31 0.904 5.54 
SIZE –0.145 –0.017* 0.0237 0.005 –0.01 
 0.008 0.009 0.055 0.009 0.07 
Plant&Equip 0.637* 0.194 0.686** –0.6128*** 0.917** 
 0.054 0.0632 0.355 0.605 0.359 
INVEST –0.087** –0.1437** 0.744** –0.636*** 0.744** 
 0.042 0.0495 0.2788 0.0474 0.316 
EARNINGS –0.009 0.061** –0.0314 –0.022 –0.12 
 0.024 0.0276 0.155 0.0266 0.159 
ROE –0.027** –0.061*** 0.353*** 0.076*** 0.320*** 
 0.012 0.014 0.0811 0.014 0.087 
WCP –0.027* 0.068*** –0.342*** –0.0670*** –0.342*** 
 0.014 0.0173 0.0977 0.0166 0.098 
YEAR Yes Yes Yes Yes Yes 
F 3.67 9.23 7.59 234.74 7.59 
Prob > F 0.000 0.000 0.000 0.000 0.000 
Prob > Chi2 0.029 0.000 0.007 0.000 0.007 

Notes: WCP = working capital; ROE = return on investment; Earnings = net earnings; 
Invest = total investments; Plant&Equip = total plant and equipment; NCFinLiab: 
non-current Financial Liabilities; TotalFinLiab = total financial liabilities; 
CurrentLiab = current liabilities; TotalLiab = total of current liabilities plus  
non-current liabilities. All variables were winsorized at level 5%. 
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However, we find a negative relationship between size, investments, earnings, ROE and 
working capital, which could indicate that companies that receive fiscal incentives could 
be, in that time, smaller than the others in the sample, do not invest in subsidiaries, they 
do not have much money available because of the investment in plant and equipment and 
other requirements by the law. Also, it can be seen that the performance is negatively 
related with the fiscal incentives, which can be explained because, as they have to keep 
this amount inside the equity, the relation between return and equity became lower than 
the others. 

The GMM analysis shows that it is possible to observe a positive and significant 
relationship between non-current liabilities and also total liabilities. These results do 
reject our hypothesis H1, and indicate that companies that have fiscal incentives are more 
leveraged those others. It can be explained by the fact that these companies are obliged to 
invest more and, consequently, they need more capital than their competitors that do not 
have the same incentives.  

5 Discussion and conclusions 

The research focuses on the explanation and dynamic of tax incentives and companies on 
the pressure through capital structure decisions. However, the authors elaborated the 
following research hypothesis: companies who disclosure fiscal incentives present less 
liability than others that do not disclosure. 

The practical implications of the research are to promote the awareness of the 
complexities involved in the disclosure of tax incentives and the liabilities levels. So, 
research is needed in order to make efforts in fighting for financial changes, without any 
advantage for the company. It is crucial to invest in research as this one as basic 
requirement to honour the accounting and taxation perspectives. 

Discussion of tax incentives and their implications in the company has increased in 
recent years. The government gives up revenue, largely incentives, as a way to make 
companies play the role of the government with regards benefits to society. Thus, 
companies and investments are developed, jobs must be created, and investments should 
be made continuously in order to meet the requirements of keeping the tax incentives. 

Thus, this study aimed to evaluate the effect of tax incentives on the liability level of 
the companies who disclose these incentives. Brazil is one of the countries with the 
largest number of different taxes and one of the most complex tax systems in the world. 
Also, this increases the types of benefits that a company may have. Thus, the sample 
chosen was one that disclosed the amounts of tax incentives revenues in the 2010–2013 
period. 

The results show that encouraged firms have higher long-term debt and total debt 
than those who are not encouraged. In addition, the authors found a positive relationship 
between the assets of these companies and the tax incentive. Thus, the results reject the 
research hypothesis of this article. 

This study presents evidence that is contrary to the studies of Perobelli and Famá 
(2002), De Luca and Lima (2007) and pointed to another possible line of investigation. 
Further investigation must be conducted in order to understand why the companies that 
are encouraged by the government to invest are increasing their liabilities. 

It must be noted that the tax effect on debt considered in the study by Modigliani and 
Miller (1958, 1963) refers to income tax. However, in Brazil, there are several types of 



   

 

   

   
 

   

   

 

   

    Disclosure of tax incentives and the corporate liabilities 109    
 

 

    
 
 

   

   
 

   

   

 

   

       
 

taxes, direct and indirect, that affect income, in the first case, and others that are charged 
inside the revenues, in the second case, and therefore the downward effect of the 
liabilities cannot occur because the tax incentive is not directly linked to income tax. 
Thus, there would be no incentive effect of taxation on debt. 

In addition, government requirements for granting tax incentives increase a 
company’s investments and thus, at first, can increase the indebtedness of a company. 

The first limitation of this research is that the tax incentives are important to many 
companies and the impact on the liability levels; they will reflect the economic, social, 
political and cultural environment of a specific country. Governments that want to protect 
the investors and companies fight against threats, frauds or scandals, reduce the incidence 
of great levels of debt and then improve effectiveness and efficiency in corporate control. 

The second limitation of this research is that some companies have difficulties in 
understanding the great diversity of the laws, regulations, practices and traditions that 
determine the corporate tax and financing performance. The models developed in this 
research are based on the same principle for which the capital structure is applied 
internationally and it generates equal measures for companies with different corporate 
control levels. 

The third limitation of this research was the main difficulty of obtaining data from 
companies, but there is optimism regarding efforts to improve this kind of attitude. 
Further, this research can be conducted after manually collecting data for more years (the 
authors expect more availability of data) and examining whether these variable has effect 
on the determinants of capital structure that they change rapidly due to strong 
development or the international economic recession. Analysing a six-year period could 
also allow the researchers to determine whether or not the greater stability provided by 
the long calibration model is effective. 
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