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Investment Valuation with Tax-optimized Financing Decisions
and a Tax-optimized Default Alternative
Jochen Hundsdoerfer
Institute of Auditing and Business Taxation,
Freie Universität Berlin

Lutz Kruschwitz
Department of Banking and Finance,
Freie Universität Berlin

Daniela Lorenz
Department of Banking and Finance,
Freie Universität Berlin

Business studies usually deal with the influence of taxes either 

on the evaluation of investments or on capital structure deci-

sions and dividend distribution planning. Tax consequences of 

different ways to finance an investment are rarely considered 

when valuing investments. These consequences are important 

in particular if the investment is carried out in a corporation. 

The corporate taxation as well as the shareholder taxation may 

cause distortions. This paper reveals how the investment deci-

sion and the finance decisions are optimized simultaneously. 

Based on simple premises we evaluate an indivisible invest-

ment project that is carried out in a corporation. We consider 

corporate taxes as well as the shareholder taxation according 

to the shareholder relief system in a one-period model with 

certainty, the pure domestic case and proportional tax rates. 

Surprisingly, the decision problem turns out to be rather com-

plex if one has to make allowance for different taxation of the 

corporation and its owner. Altogether there are more than 

ten different cases that have to be distinguished if the firm’s 

managers want to make a correct decision, depending on the 

relation of personal and corporate tax rates. In addition, this 

simple model is suitable to show how the additional terminal 

value contribution of the investment project reacts to changes 

in the corporate tax rate.

p 9
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The Risk Management of Minimum Return Guarantees

Antje Mahayni
Mercator School of Management,
University of Duisburg-Essen

Erik Schlögl
School of Finance and Economics,
University of Technology, Sydney

This article analyses contracts which pay out a guaranteed 

minimum rate of return and a fraction of a positive excess 

rate, which is specified on the basis of a benchmark portfolio. 

These contracts are closely related to unit-linked life-insur-

ance/savings-plan products and can be considered as alter-

natives to a direct investment in the underlying benchmark 

portfolio. They contain an embedded power option, and thus 

the specification of the “fair” contract parameters is closely 

related to well-known features of these financial derivatives. 

The key issue, in order to rigorously justify valuation by arbi-

trage arguments and prevent the guarantees from becoming 

uncontrollable liabilities to the issuer, is the risk management 

of the embedded options by a tractable and realistic hedging 

strategy. The long maturity of life-insurance products makes 

it necessary to lift the Black/Scholes assumptions. In this 

context, we show how to determine the contract parameters 

conservatively and implement robust risk-management strat-

egies. 

The analysis presented here can also be seen as of a norma-

tive nature. By choosing a combination of guaranteed return 

and participation rate consistent with the initial investment 

required for a superhedge and passing on the surplus from 

the superhedge to the customer at the end of the life of the 

contract, the arguably best possible combination of two objec-

tives is realized: The embedded option no longer represents 

an uncontrollable liability to the insurer, while the hedgeable 

market risk is eliminated for the insured. The latter only re-

mains exposed, via the uncertainties of the surplus credited 

to a bonus account, to the unhedgeable risk of uncertain vola-

tility. This is becoming particularly relevant at a time when 

more and more pension schemes are fully funded through in-

vestment portfolios and a properly hedged minimum return 

guarantee seems politically desirable in order to protect fu-

ture pensioners from excessive market risk. 

p 55

Analysts’ Forecast Accuracy in Germany: The Effect of Different 
Accounting Principles and Changes of Accounting Principles
Jürgen Ernstberger
Faculty of Business, Economics and Information  
Systems, University of Regensburg

Simon Krotter
Corporate Finance Department, Siemens AG, 
München

Christian Stadler
School of Management, Royal Holloway, 
University of London

This paper assesses the influence of different accounting prin-

ciples and of a change from domestic to internationally accept-

ed accounting principles (IAAP), i.e. IAS/IFRS or US GAAP, 

on financial analysts’ forecast accuracy. Germany provides a 

unique framework for this analysis, because many publicly 

traded German companies switched to IAAP before 2005, 

whereas others still applied German GAAP. A major reason 

for adopting IAAP was to provide more useful information to 

investors. Our study investigates this notion by (1) comparing 

the overall impacts of the use of domestic or internationally 

accepted accounting principles on the analysts’ earnings fore-

cast accuracy and (2) examining how the forecast accuracy 

changes in the years of the adoption of IAAP. For our analyses 

we used a homogenous institutional environment to control 

for differences in institutional factors (e.g. regulatory require-

ments and the enforcement system) which could influence the 

results of cross-country studies. Our findings suggest that the 

forecast accuracy is higher for estimates based on IAAP data 

than for forecasts based on German GAAP data. In years of the 

adoption of new accounting principles the forecast accuracy is 

lower than in other years only for companies switching from 

German GAAP to US GAAP. One contribution of our study is 

to provide evidence on the importance of the accounting prin-

ciples applied in analyzing the financial position of a company 

and developing forecasts. Furthermore, we document the ex-

pected superiority of IAAP in terms of providing useful in-

formation to financial analysts as proxies for (professional) 

investors. Finally, our results call for caution when analyzing 

financial statements of periods in which new accounting prin-

ciples are adopted by a company.

p 26
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Price Delegation in Sales Organizations:
An Empirical Investigation
Ann-Kristin Hansen
Institute of Marketing, University of Münster

Kissan Joseph
School of Business, University of Kansas

Manfred Krafft
Institute of Marketing, University of Münster

The allocation of decision rights is an integral component of de-

signing organizational architecture. Economists have long un-

derstood the importance of co-locating decision rights with the 

knowledge that is valuable to those decisions. Following this pre-

scription, marketing scholars have developed strong theoretical 

arguments in favor of delegating pricing authority to the sales 

force.  Empirical work, however, reveals a significant number 

of sales organizations yielding only minimal authority to their 

salespeople. Given this divergence between theory and practice, 

we develop and empirically test two mitigating factors that could 

potentially explain why firms restrict pricing authority: First, 

we hypothesize that limiting pricing authority may be preferred 

by the firm because it eliminates a specific type of agency cost, 

namely, the sub-optimal substitution of effort by price discount-

ing. Second, we posit that pricing authority is often curtailed be-

cause such freedom may be incompatible with a control system 

that is designed to account for other considerations. We test our 

hypotheses on a sample of 222 German sales organizations using 

an ordered regression model. A key finding in our empirical work 

is that firms are less likely to delegate pricing authority when 

agency costs are likely to be fairly substantial. This finding dem-

onstrates that the price-customization advantages of price del-

egation need to be weighed against the magnitude of the agency 

costs that are likely to emerge. A second substantive finding per-

tains to the impact of the control system on the price-delegation 

decision. We find that firms that closely monitor their sales per-

sonnel can minimize sub-optimal substitution of selling effort 

by price discounting. Thus, these firms can potentially benefit 

from delegating pricing authority to their sales personnel. 

p 94

They’re Natural and Everywhere: 
How Evaluative Practices Permeate the Organization
Florentine Maier
Institute for Organization and Organizational  
Behavior, Vienna University of Economics and  
Business Administration

Julia Brandl
Institute for Organization and Organizational  
Behavior, Vienna University of Economics and  
Business Administration

This conceptual article contributes to the understanding of 

how evaluative practices permeate an organization. We develop 

a framework for analyzing the permeation of an organization 

along two dimensions, namely diffusion (i.e., application to or-

ganizational problems) and institutionalization (i.e., taken-for-

grantedness). We distinguish between two forms of processes 

that promote the permeation of an organization by evaluative 

practices, namely dynamics between the organization and its 

environment, and intra-organizational processes. As the first 

step to entering the organization, evaluative practices need to 

come to the attention of individuals and attract their interest. 

This can take place through coercive, mimetic and normative 

processes. As the second step the individual, who has been im-

pressed by the evaluative practices needs, to transfer them into 

the organization and achieve diffusion and/or institutionaliza-

tion. This can be done through rationalization, context setting 

and giving orders. Intra-organizational processes complement 

these dynamics: The degree of institutionalization increases 

through habitualization and personnel turnover. The range of 

diffusion increases through the movement of organizational 

members with an affinity to evaluative practices (whether for 

cognitive or interest-driven reasons) to different problem ar-

eas. They use evaluation as a solution for new problems they 

encounter, or look for problems to which they can apply their 

newfound solution. Since many of these processes are mutually 

reinforcing, we conclude that once evaluative practices have 

gained a foothold in an organization, they tend to be applied 

to an increasing number of organizational problems and then 

become taken for granted.

From a practical point of view, our analysis implies that evalu-

ative practices will continue to be a force to be reckoned with. 

It suggests that to a large extent permeation by evaluative prac-

tices depends on environmental conditions, which individual 

organizations have limited influence on. However, it also shows 

that permeation is something that needs to be achieved within 

the organization, and points out scope for promoting or hinder-

ing diffusion and institutionalization.

p 78
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Coordinated Lot-sizing and Dynamic Prizing under a Supplier
All-units Quantity Discount
Sandra Transchel
Department of Logistics,
University of Mannheim

Stefan Minner
Faculty of Business, Economics and Statistics, 
University of Vienna

We consider the problem of coordinating replenishment and 

pricing decisions at the interface of marketing and operations. 

Existing knowledge in a monopolist-pricing, economic-order- 

quantity framework shows that sequential price and replen-

ishment decisions result in lower prices and therefore in larg-

er demand rates compared to the overall optimal solution for 

the firm under centralized decisions. In many industries, it is 

common that suppliers offer quantity discounts. In this paper, 

we show how the existence of an all-units-quantity discount 

complicates decision making, and further demonstrates that 

under the presence of a discount, the deviations from optimal 

prices and demand rates are no longer unidirectional. We iden-

tify a discount and an overhead cost effect when comparing 

decentralized and centralized decision making. The discount 

effect incorporates the correct procurement price anticipation 

when setting the selling price, which is unknown until the op-

eration’s replenishment policy has been determined. The over-

head cost effect allows the pricing decision to anticipate fixed 

replenishment and inventory holding costs. We present simple 

algorithms to obtain the required price and replenishment de-

cisions and our numerical examples illustrate the potential 

profit improvements by coordinated decisions. Furthermore, 

additional operational efficiency can be gained by dynamic 

pricing rather than charging a constant price where demand 

rates are larger due to a lower price when inventories are high, 

and vice versa.

p 125

Integrating Pricing and Inventory Control:
Is it Worth the Effort?
Lisa Gimpl-Heersink
Institute for Production Management, Vienna Univer-
sity of Economics and Business Administration

Christian Rudloff
Institute for Production Management, Vienna Univer-
sity of Economics and Business Administration

Moritz Fleischmann
Rotterdam School of Management, 
Erasmus University

Alfred Taudes
Institute for Production Management, Vienna Univer-
sity of Economics and Business Administration

Traditionally, revenue management applies to situations where 

supply has to be fixed ahead of the realization of demand, and 

the balancing of demand and supply is accomplished by dy-

namically varying the price to exploit differences in the will-

ingness to pay. Thus, price depends on the current level of in-

ventory and pricing and order acceptance are integrated. In 

this work we examine whether prices should depend on logistic 

parameters if supply is also adjustable. We compare whether 

profit can be increased by changing from a sequential organi-

zation - i.e. at first, prices are determined based on incremen-

tal cost and then procurement decisions are made based on 

the resulting demand - to an integrated setting, where prices 

and stocks are jointly determined. For a single procurement 

decision we show that the sequential organization is optimal if 

orders are backlogged, i.e. where demand that cannot be sat-

isfied during the normal selling season is satisfied at higher 

cost at the end. If unmet demand is lost, the price determined 

in the first stage has to be corrected by a term reflecting ex-

pected lost sales for a given stock, i.e. pricing and inventory 

control should be integrated in this case. In the multi-period 

setting profit can be increased in a periodic inventory model 

if discounts to a base price are given if the inventory is above 

a base-stock level. However, if demand depends on the cur-

rent price, profit improvements are less than 2% in most cases. 

This changes if we include reference price effects. Here, con-

sumers also react to deviations from a benchmark price that is 

a smoothed average of past prices. This introduces additional 

dynamics, and if pricing and inventory control are integrated 

inventory decisions can both anticipate and smooth inventory 

levels so that in our simulations we find improvements of at 

least 10 times the benefit improvements in the classical case.

p 106
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