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Abstract

In this paperwe evaluate an indivisible investment project that is carried out in a
corporation under very simple premises. In padicular, we discuss a one-period model with
certainty, the pure domestic case and proportional tax rates. Surprisingly, the decision
problem turns out to be rather complex it one has to make allowance for different taxation
of the corporation and its owner. Altogether there are maore than 10 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.
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i Problem

For a long time business studies have dealt with
the evalustion of taxable investments under the
nssumptlion of certninty. The same is tme for op-
timal Amancing regarding toxation. However, the
Laxntion consequenos of different ways to finance
on investment are mrely considered when valuing
investments.! Ths is especially imporiant if the
investment is corred oot by o corpomtion sab-
ject o tox. The tmation of crporations os well
ns their shoreholders may couse dslortions In
the lbemmbure, the tax elfsds on mvestment de-
cisions,* on capital strechore devisions,” and on
dividend distributions? are discussed sepamtely.
There is no elosed medel with simultaneous afer-
Lax optimumtion of the defoult olternotive for the
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of this Baur, sml o ansnyms referves for suggetions far
the impeveement of this 3 al thasks go 1o Deanpisdien
i b, Sven H P}?H%d“ d fﬂ‘:ﬂhn Epedadl,
il Cagvn St lor thar hlphul comssents and ranarks on
raclier itns, Remaining deficimim are e suthor’ dane.
VoG Huwamenn oed Kesscbedre (oond), Hosaes asd
Krascheire (2oeg), Ki and Dietrich (2007), He-
i | SO0

3 E§.. Hasie T aad Hulbard [2003).

a E.g., Euplns [3006], pp. 28-13; Grabem (G006), pp. 576

H 'F.:a.,.lulrh.\l foo].

shareholder relief system s We are going to close
this gnp with this study.

It will ke examined whether it is worth corrving
aut investment projects. This will be analyveed in
a model with only bwo payment date points (£ = 0
and § = 1). Regarding cerininty il & ssswmesd that
the investor owns a corporalion sabject to box
and that o shareholder reliel system is applisd.®
It & evaluated whether the investment is to be
prefened over its defaeht altemative, mensared by
the financial resources which ore available ot the
end of the planning period (terminal valu=) It &
mssurmed that the investor is unsatioted.

A model with only one investment and one returm
ensh fow date in which oll dota ore sssumed =
certin is not suitable for practical decisions. The
function of the model is rather to evaluate tax of-
fects on the investor’s objective [ here, the terminal
valee) in an extremely simplified and stylied de-
cEion situation. In particular, it will be shown how
the sdditicnal terminal valee comtribution of the
imvesimenl project reocts o changes in the inn's
o rale.
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