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responsible for all remaining errorsDebt and Taxes: A New Measure for Non-

debt Tax ShieldsABSTRACTTheory predicts that non-debt tax shields (NDTS) 

substitute for debt tax shields leading to anegative relation between the two.

Empirical research in this area, however, has failed toprovide robust support 

for the theory. We propose a new and simple proxy for NDTS calledthe tax 

spread — the difference between tax expense and taxes paid. We find 

statisticallysignificant determinants of the tax spread using accounting 

proxies for tax shielding activities. We then compare the tax spread to 

Graham (2000) measure of under-leverage — called kink. We find a 

significant and positive relation between kink and the tax spread, inferring 

that firmsare finding alternatives to debt to reduce taxable income. 
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Tax spread is then used as areplacement for previous proxies of non-debt 

tax shields in extant empirical capital structuremodels and provides results 

consistent with capital structure theory. Although our… 
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