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TRANSFER PRICING AS AN ELEMENT
OF TRANSNATIONAL COMPANIES’ MANAGEMENT POLICY

ANNOTATION

The article explores the essence of transfer pricing and the
main features of its use as a management policy tool at transna-
tional companies. The critical analysis of transfer pricing methods
is accomplished. Suggestions of different methods implementation
possibilities are provided based on the company’s objectives and
indicators of market conditions.
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AHOTALIA

Y cTatTi QOoCnigXeHO CYTHICTb TPaHCHEPTHOrO LHOYTBOPEH-
HS1 Ta BU3HAYeHO 0COBNMBOCTI MOro 3aCTOCYBaHHS SIK iIHCTPYMEHTa
ynpaBniHCbKOT NONITUKX TpaHCHaLioHanbHOI KoMnaHii. 3a4incHeHo
KPUTUYHUIA aHani3 MeTodiB TpaHC(EPHOro LiHOYTBOPEHHS Ta Ha-
[aHo Npono3suuii Woao MOXIIMBOCTEN X 3aCTOCYBaHHS 3anexHo
Bif Uinen komnaHii Ta NOKa3HUKIB PUHKOBOI KOH'HOHKTYPU.

Knroyosi cnoBa: TpaHcthepTHE LiHOYTBOPEHHS, TpPaHCHEPTHI
LiHW, ynpaBniHCbka MoniTvka, MeToam po3paxyHKy TpaHchepTHUX
LjiH, TpaHCHaUioHanbHa KOMNaHis.

AHHOTALUA

B crtatbe uccnegoBaHa CYWHOCTb TpaHC(EpTHOro LEeHoo-
Opa3oBaHus 1 onpeaeneHbl 0COBEHHOCTU ero NPUMEHEHNs B Ka-
4YecTBE MHCTPYMEHTA YMNpaBrieH4YECKON MNOMNUTUKN NPEeanpusaTus.
OcCyLUEeCTBNEH KPUTUYECKUA aHanmMa3 MeTOdOB TpaHChepTHOro
LieHoo6pa3oBaHWst W [aHbl NPeanoXeHUs O BO3MOXHOCTSAX WX
NpYMeHeHNs B 3aBMCMMOCTH OT Lienei KOMnaHun 1 nokasarenew
PLIHOYHOW KOHBIOHKTYPbI.

KnioueBble cnoBa: TpaHcdepTHoe LeHoobpasoBaHue,
TpaHcdepTHbIe LieHbl, YNpaBneH4yeckas nonutuka, MeToabl pac-
yeTa TpaHCepPTHLIX LiEH, TPaHCHaLMOHaNbHAsA KOMMNAHWS.

Formulation of the problem. The processes of
integration and globalization in the world econo-
my, politics and socio-cultural field are becoming
increasingly valuable nowadays. The most signif-
icant impact of such processes can be noticed in
the economy. An indicator of these processes is
continually growing up the volume of transna-
tional companies (TNCs) that operate in the world
and particularly in Ukraine.

Integration processes have an essential im-
pact on the management policy of business en-
tities. Enterprises interested in expanding the
geographical boundaries of their activity, sharing
knowledge and technologies, removing barriers to
the exchange of goods and services can feel the
biggest impact of integration. Transfer pricing is
one of the tools used by companies to optimize
business activity and increase its efficiency in
terms of integration processes.

Analysis of recent research and publications.
The development of the theory of transfer pric-

ing has been reflected in the works of domestic
and foreign scientists like E. Shmalenbach [1],
J. Dearden, R. Anthony [2], L.V. Zherdetska [3],
K.S. Vasina [4], T.G. Savchenko [5] etc. Never-
theless, the issue of the influence of transfer pric-
ing on the management policy of the enterprise
and the problem of choosing the method of set-
ting transfer prices remained unsolved.

Formulating the goals of the article. The pur-
pose of the article is to analyse the essence of
transfer pricing as a management policy tool and
to provide suggestions regarding its implementa-
tion depending on the objectives of the enterprise
and indicators of market conditions. In order to
achieve the goal, the following tasks were set:

— generalization of the theoretical basis of the
transfer pricing tool through the disclosure of
the concepts of “transfer price” and “transfer
pricing”;

— a critical analysis of the methods of calcu-
lating transfer prices, defining its pros and cons;

— providing methodological recommendations
on choosing an optimal method of transfer pric-
ing that depends on a number of factors, namely:
market system, market saturation, type of goods,
type of competition, the degree of decentraliza-
tion of management in the company, etc.

Presenting the main material. In the domes-
tic and foreign scientific-practical literature, the
concept of “transfer price” has no general defini-
tion. The concept of transfer prices is often re-
placed by the notion of estimated, management
or internal prices. However, each of these types
of prices can be considered as a separate type of
transfer prices. E. Schmalenbach uses the notion
of internal estimated price and notes that this
is “a peculiar price, which is formed as a result
of the evaluation of mutual services provided by
separate parts of the enterprise, which have set-
tlement relationship” [1, p. 167]. Domestic scien-
tists, in particular, S.V. Voytko and V.H. Hera-
symchuk give the following definition: transfer
prices are the prices of internally-corporate trade
between subdivisions located in different coun-
tries of one TNC, used for transfer of profits and
reduction of taxes paid to the state budgets of
partner countries [2, p. 107]. Current legislation
doesn’t give the exact definition of transfer pric-
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es. There is only indicated that these are prices
used in the process of controlled transactions.

Taking into account above noticed definitions,
transfer prices can be interpreted as the prices on
any internally-corporate trading objects between
subdivisions of the same company or affiliated
companies that are used to optimize cost manage-
ment at an enterprise, recalculate profits, neu-
tralize conflicts of interests of participants and
reduce taxes, paid to the state budget. The main
advantage of transfer pricing is the possibility of
diversion transfer prices from market prices.

The main characteristics of transfer prices
[2, p. 107]:

— regulation, which can become a guarantee
of stability unlike market pricing;

— transfer prices level is set according to cer-
tain needs of the company (minimization of tax
obligations, customs expenses, transfer of finan-
cial resources, accumulation of assets, etc.);

— positive influence on the formation of the
profit rate by minimizing costs and redistributing
financial resources;

— have an impact on the main macroeconomic
indicators (GDP, exports, etc.).

Management accounting and transfer pricing
are interdependent processes. As long as manage-
ment accounting is an information base for cal-
culations of transfer prices, and for management
accounting and management policy, the transfer
pricing tool can be a risk management method, an
assessment of the efficiency of an activity, a step
towards optimizing costs, etc.

American scientists R. Anthony and J. Dearden
[3, p. 203] include the following main tasks of
transfer pricing as a management tool:

— stimulation of the management system of
the company’s structural divisions, encourage-
ment of the acceptance of effective decisions and
their justification in order to maximize the com-
pany’s profits;

— transfer prices serve as a criterion for assess-
ing the effectiveness of subordinate subdivisions;

— transfer prices are used in the system of pro-
duction and economic relations of decentralized
subdivisions of the company and, therefore, the
mechanism should not violate the autonomy of
these components.

Prerequisites of transfer pricing implemen-
tation can be grouped into four main groups
[4, p. 122]:

— functional need;

— economic need;

— organizational reasons;

— strategic planning.

The functional need is reduced to the company’s
division into responsibility centres, which leads to
a separate assessment of their activities and indi-
vidual approaches to motivating managers of such
subdivisions. The economic reason is the need for
an efficient allocation of limited resources among
the divisions to achieve the strategic goals of the
organization. Organizational component occurs

when in a company with a divisional management
structure the transfer pricing system is an inte-
gration and differentiation tool. On a global level,
a transfer pricing system is used to create and
develop optimal strategic decisions.

Depending on the market situation, the type of
enterprise and its management policy, different
methods of calculating transfer prices are used.
The main ones are: on the basis of market prices,
expense and contractual [5, p. 15].

The method of calculating the transfer price
based on market prices means that current or av-
eraged market prices for similar (or interchange-
able) goods are taken as the basis. Taking into
account, there is a practice of using market pric-
es with discounts. This method is used mainly in
market economies. The market transfer price is,
in fact, the price of demand for which the prod-
ucts can be sold to external buyers, but it is re-
duced by the amount of sales costs. However, for
the effective use of this method, a developed com-
petitive environment and a rich market of simi-
lar goods or substitute products are needed. Also,
such a method leads to a more even distribution
of profits among the divisions of the company,
which is especially beneficial for enterprises with
a decentralized type of management.

Another method is the method of calculating
the transfer price based on expenses. The general
formula for this method is as follows:

Transfer price = cost + profit rate

The rate of return is determined on the basis
of the main objectives of the relevant subdivi-
sion. This method involves several subspecies that
depend on the type of expenses. Thus, transfer
prices can be calculated on the basis of full actu-
al costs, normative, variables and marginal. The
method is particularly effective for enterprises
with a high degree of centralization and vertical
integration, as each subdivision is interested in
reducing expenses in order to maximize profits.
In addition, the method of the transfer price de-
termined by the expenses method applies to novel-
ty products or non-analogous goods, since in this
case there is no need to take into account compet-
itors’ prices. The advantage of the method is that
the transfer price is calculated on the basis of the
company’s accounting and management, meaning
it does not require any additional information
from the outside.

The contractual method for calculating trans-
fer prices is used under conditions of imperfect
market mechanisms or at a rapid pace of mar-
ket change (rapid price changes, growth in the
number of competitors) or in some cases when the
leader (monopolist) on the market sets his own
conditions. The advantage of this method is that
the divisions of the company have information
and can take part in the negotiations. However,
subjectivity takes place this approach since the
choice of price may depend on personal qualities
or the views of managers. In addition, there may
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Table 1
The matrix of choosing the method for calculating transfer prices
Management :
centralization level Market saturation
High competition Monopoly
(market is saturated with similar goods) (novelty product)
Decentralized type Based on market prices Contractual

High level of
centralization

Contractual or mixed (expense method taking into
account certain indicators of market prices)

Based on expenses

Source: developed by the author

be problems in the case, when the contract speci-
fies a condition, prohibiting the purchase of prod-
ucts from external suppliers. Then, the company
may have losses when the market price descents.

Generalizing all the factors that influence the
choice of a transfer pricing method, the main ones
can be determined by the situation on the market
and the degree of centralization of the company’s
management. The decision of choosing the meth-
od of transfer pricing can be systematized in the
form of the following matrix (Table 1).

When using the mechanism of transfer pric-
ing, the key role is played by separate subdivi-
sions, which are called centres of responsibility.
We allocate the following types of centres of re-
sponsibility [4, p. 122]:

— Centres of income — the activities of such
centres are assessed on the basis of their profits,
their goal may be to increase the market share or
the number of orders;

— Expense centres — subdivisions that control
only their expenses, do not have direct access to
the market, their goal is to minimize expenses at
the established production volumes;

— Centres of expenditure — subdivisions, which
expenses are difficult to link with the results
(management expenses, research expenses);

— Investment centres — are responsible for us-
ing own and borrowed capital;

— Revenue centres — are responsible for the
amount of revenue.

It’s believed that the selection of the above-men-
tioned centres of responsibility allows solving the
following tasks:

— reducing the time needed for decision mak-
ing and thus accelerating the process of respond-
ing to customer needs;

— keeping an accurate account of expenses for
products and processes;

— taking into account the income of each centre;

— evaluating the performance of each individ-
ual subdivision.

In addition, for the effective functioning of
the transfer pricing system, the following re-
quirements must be provided:

1) creation of a single network database, which
operates in real time and provides centralized and
simultaneous access to information for all subdi-
visions;

2) managers must receive in a timely manner
all the necessary information about changes in
the system of internal accounting;

3) the operation of special tools for informa-
tion analysis and forecasting in order to develop
appropriate and effective management policy ob-
jectives.

Conclusions. As a result of the research, a
theoretical generalization of the existing inter-
pretations of the concept of “transfer price” was
conducted and a new, in our opinion, the more
complete definition was proposed.

Having analysed the existing methods of cal-
culating transfer prices at the enterprise, the
main advantages and disadvantages of each of
them were determined.

Recommendations on choosing the method for
calculating transfer prices and their generaliza-
tion in the matrix of the choice of method de-
pending on the level of centralization of company
management and the competitive situation on the
market were developed.
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TRANSFER PRICING AS AN ELEMENT
OF TRANSNATIONAL COMPANIES’ MANAGEMENT POLICY

The article explores the essence of transfer prices in the context of integration and globalization
processes. The above-noticed processes in the world economy, politics, and socio-cultural field are be-
coming increasingly valuable nowadays. The most significant impact of such processes can be noticed
in the economy. An indicator of these processes is continually growing up the volume of transnational
companies (TNCs) that operate in the world and particularly in Ukraine.

Integration processes have an essential impact on the management policy of business entities. En-
terprises interested in expanding the geographical boundaries of their activity, sharing knowledge
and technologies, removing barriers to the exchange of goods and services can feel the biggest impact
of integration. Transfer pricing is one of the tools used by companies to optimize business activity
and increase its efficiency in terms of integration processes.

There was provided a theoretical generalization of the existing interpretations of the concept of
“transfer price” and a new, more complete definition was proposed in the article. The existing meth-
ods of calculating transfer prices at the enterprise as based on market prices, on expenses and con-
tractual method were analysed. Taking into account the results of the analysis, the main advantages
and disadvantages of each of the methods were determined.

Recommendations on choosing the method for calculating transfer prices and their generalization
in the matrix of the choice of method depending on the level of centralization of company manage-
ment and the competitive situation in the market were developed. The mechanism of transfer pricing
methods implementations in the TNC was explored and some suggestions on its reasonable use were
added.
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