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Organizations

= Decentralization:

— Delegation: separation of stakes, -
taker of action # bearer of result.
— Dispersion: division of labor -

across multiple people. - - -
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Organizations

= Consequences:
— Conflict of interests.

— Information incompleteness &
asymmetries.

— Adverse selection.
— Global vs. local objectives.
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Organizations

= Management Challenges:

— Congruence. -
— Coordination.
— Cooperation. }-

— Communication. -

— Commitment.
— Control. |: |_-'

— Culture.
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Vote: Yes or No?

Yes
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Problem

External GRS
Digital
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Sub-Micron: Exh.2
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Position ($m) Systems External W. Digital ASIC
Revenues 333.5 135.0 0.0 468.5
Reported Costs 303.2 131.2 0.0 434.4
Accounting Profit 30.3 3.8 0.0 34.1
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Sub-Micron: Exh.2

Position ($m) Systems External W. Digital ASIC
Revenues 333.5 135.0 0.0 468.5
Reported Costs 303.2 131.2 0.0 434 .4
Accounting Profit 30.3 3.8 0.0 34.1

Position ($m) Systems External W. Digital ASIC
Revenues 290.5 135.0 120.0 545.5
Reported (!) Costs 264.1 117.6 130.0 511.7
Accounting Profit 26.4 17.4 -10.0 33.8
A Accounting Profit -3.9 13.6 -10.0 -0.3
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Cost System: Another Pitfall
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Cost System

Indirect
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Allocation
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Cost System

Indirect HR Salaries Depn. Rent Supplies
Cost Pool Overhead Pool A Overhead Pool B
Allocation Rate A — $(indifeCt COS’[) \‘Rate 5 _ $(indirect cost)

$(direct cost) N #(direct resource)

= Main issues

— Which allocation base (link of overhead to the decision object)?
[Prior session.]

— How to deal with fixed overhead?
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Example: “Push” vs. “Pull”

= 2 Machines:
— Fixed Cost (total): $1,000.
— Capacity (total): 100 hours.

= Product A:

— Revenues (total): $1,600. No variable costs.
— Machine usage: 25 hours.

= Product B:
— Revenues (total): $300. No variable costs.
— Machine usage: 25 hours.

= Questions:
— If you produce only A, would you add B?
— What are the profits of A and B?
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Example: “Push” (A)

= Allocation rate based on expected capacity use:
— Rate per hour = $1,000/25 hours = $40/hour.

A Idle Total
Hours 25 75 100
Revenues $1,600 $1,600
Cost of $1,000 $1,000
Goods Sold
Profit $600 $600

£
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Example: “Push” (A+B)

= Allocation rate based on expected capacity use:
— Rate per hour = $1,000/50 hours = $20/hour.

A B Idle Total
Hours 25 25 50 25
Revenues $1,600 $300 $1,900
Cost of $500 $500 $1,000
Goods Sold
Profit $1,100 -$200 $900

£
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Example: “Pull” (A)

= Allocation rate based on actual capacity availability:
— Rate per hour = $1,000/100 hours = $10/hour.

A Idle Total
Hours 25 75 100
Revenues $1,600 $1,600
Cost of $250 $750 $1,000
Goods Sold
Profit $1,350 -$750 $600

£
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Example: “Pull” (A+B)

= Allocation rate based on actual capacity availability:
— Rate per hour = $1,000/100 hours = $10/hour.

A B Idle Total
Hours 25 25 50 100
Revenues $1,600 $300 $1,900
Cost of $250 $250 $500 $1,000

Goods Sold

Profit $1,350 $50 -$500 $900
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Fixed Overhead Allocation

Available capacity

Used capacity

= Available productive capacity (e.g. machines, factories, support
departments).
— Measure of resource supply.
— Fixed overhead cost.

= Used productive capacity (e.g. products, hours).
— Measure of resource demand.

— Variable cost driver.
© M.Maedler 2013-26
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“Push” Allocation

Available capacity

‘

Used capacity

= Supply-driven mindset:
— | have the capacity, therefore | need to find somebody (else!) to whom | can
allocate its cost (i.e. whom | can make pay for it).
= Accounting:
— Allocation rate depends on the expected output.
— Allocated amount is independent of required/consumed input.
— All overhead is allocated (and accountants are happy)
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“Pull” Allocation

Available capacity

Used capacity

= Demand-driven mindset:
— | have some product demand, therefore | need a certain capacity to produce
them.
= Accounting:
— Allocation rate depends on the possible output.
— Allocated amounts depend on the required/consumed input.
— Not all overhead is allocated to output (finished goods).
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“Pull” Allocation

Available capacity

= Consequence: l

Idle capacity

— | have some idle (unused,

excess) capacity for which Income Statement
there is no demand.

= Accounting:
— No allocation of idle capacity cost to output (finished goods).
— Directly expense idle capacity cost in the Income Statement.
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Comparison (1)

“Push” “Pull”
(Capacity costing)
Allocation Supply-driven Demand-driven, need-based
Allocation rate: Interdependencies: amount Independencies: amount
intensity of capacity usage | allocated to allocated to A is independent
A depends on B of B
Allocation rate: May fluctuate |s stable.
changes over time (e.g. seasonality)
Cost object profitability Depends on other Independent of other cost
cost objects. objects.
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Comparison (2)
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“Push”

“Pull”
(Capacity costing)

Cost of
idle capacity

Hidden in product costs

Made explicit to force
decisions

Discussion focus

Haggling over
(re-)allocation

Management of resources

Contradictory signals
(example)

High product cost = increase
price on existing products

High idle capacity cost = find
new products

Capacity management

Obstruction

Support
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Transfer Price

= Measures the profit consequences of internal trade:
External . Downstream External
Suppliers ‘ Division Customers

y

Division

[ Upstream

N—
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Transfer Price

= Measures the profit consequences of internal trade:

4 N\
External | Upstream Downstream External
Suppliers Division Division Customers

\ J

= Sharing-rule of value creation:

— Upstream (internal supplier): deserves (at least) reimbursement of incurred costs
(alternative: sell externally).

— Downstream (internal customer): should pay for received services & products
(alternative: source externally).

= Profit shifting: from one profit center of the company to another.
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Transfer Price: Objective #1

= Tax & tariff management (not covered in this course):

— Taxes: minimize taxable profit (= income tax) in high tax country,
maximize taxable profit in low tax country.

— Tariffs: minimize flow of physical goods with high import and/or export tariffs.

© M.Maedler 2013-26



Transfer Price: Objective #1

Deloitte.

2016 Global Transfer Pricing
Country Guide

Blanning for methods, documentation, penalties
and other issues

Contents

132 ireland
135 lsrmel
138 italy

143 Japan

147 Kazakhstan
1

185 Norway
189 OECD
193 Peru

197 Philippines
200 Poland
205 Portugal

2n v am
282 Contacts

= Up to date information:
https://dits.deloitte.com/
#TransferPricingGuides

3
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Transfer Price: Objective #2

= QOrganizational performance management & value creation
(even without differences in taxes and/or tariffs).

= Numbers: divisional profit measurement.
— Decision-making.
— Performance evaluation.
— Financial reporting (segment disclosure).
— Tax & tariff optimization.

= People: incentive effects towards goal congruity.
— Delegation: central vs. de-central decisions.
— Effort: decision-making in best interest of division.
— Information sharing: price “reveals” information.
— Coordination: decision-making in best interest of firm.
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Challenges/Solutions?
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Common Transfer Price Approaches

Market
Price

Mechanical Negotiation
Rule Result
(Cost+)

\/
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Transfer Price: Practice

Market

Price

= Usual (textbook) approach:

— Transfer price = market price of an intermediate product/service that can be
and is traded internally.

( v 3

External External

Suppliers t Upstream . Midstream ‘Downstreamf Customers
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Transfer Price: Practice

Market

Price

= Modern approach (increasingly popular in practice):

— Transfer price = market price of the final product/service less a “fair” profit margin for
the downstream division (“resale-less method”).

— Estimation of “fair” based on market benchmarks (comparable stand-alone firms).

( Y

External External

Suppliers t Upstream ‘ Midstream ‘Downstreamf Customers
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Transfer Price

= Measures the profit consequences of internal trade:

/
[ HQ

®

.d

~

External Upstream
Suppliers ( Division

Downstream External
Division } Customers

= Decoupling of upstream and downstream.

= Centralization of transfer pricing.

£
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Capacity Strategy

Mercedes deckelt
Produktionskapazititen in
Deutschland

Von Benjamin Wagener, Sindelfingen 20.02.2025,08:11 Lesezeit: 4 Min.
Mit einem Umbau der Produktion intensiviert der Autohersteller sein
https://www.faz.net/aktuell/wirtschaft/unterne Sparprogramm. Kiinftig setzt das Unternehmen verstarkt auf Werke in
hmen/mercedes-setzt-verstaerkt-auf-werke- Landern mit niedrigeren Kosten.

in-laendern-mit-niedrigeren-kosten-
110308173.html, accessed February 20 2025
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Transfer Price: Trends

Income Statement Balance Sheet
Focus Focus

Internal Internal
Trade Investment

Goods, Assets (intangibles, IP),
Services Capital (loans, equity)

Operational, Strategic,
Transactional Relational

Value & impact Value & impact
relatively easy to verify relatively difficult to verify
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Surprise? Internal Software Licences

VORWURF Die Lizenzgebiihren fiir eine interne Software mindern die steuerpflichtigen
Blackrock nutzt Liicken im Gewinne. Auch der Bundeskanzler Friedrich Merz steht in der Kritik.
Steuersystem aus

Die Investmentgesellschaft nutzt dem Bericht

, 1 3 zufolge konzerninterne Transaktionen: So
berechne sie Tochtergesellschaften in
Hochsteuerlandern wie Deutschland hohe
Lizenzgebuhren fur die Nutzung einer internen
Software — und mindere so die
steuerpflichtigen Gewinne. Gleichzeitig flossen
die Gebuhren als Einklnfte an
Tochtergesellschaften in Landern mit deutlich
niedrigeren Steuern.

https://www.faz.net/aktuell/wirtschaft/vorwurf-blackrock-nutzt-luecken-im-steuersystem-aus-110548539.html, published June 20, 2025, accessed July 14, 2025
Read the full study in English at: https://left.eu/app/uploads/2025/06/Inside-BlackRock-1.pdf
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Example: Balance Sheet Transfer Pricing

$4bn @us_m BlackRock ruling clarifies transfer
oane et pricing and unallowable purpose

tests for intra-group financing

Ordinary shares

UK tax

resident B DO UNITED
KINGDOM
_'@ US tax
2.4bn preference shares L resident

(issued for c.54bn)
T t US tax
Ll resident

https://www.bdo.co.uk/en-gb/insights/tax/corporate-international-tax/blackrock-ruling-clarifies-transfer-pricing-and-unallowable-purpose-tests-for-intra-
group-financing, published April 24, 2024, accessed July 14, 2025
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Well, Do What You Sell ©

ADVISOR CENTER

Investments Insights  Practice Management Tools Resources AboutUs

Tax Evaluator: | ’
monitor capital 3 > 7
gain distribution

21

estimates

Taxes should be a part of every advisor’s year-end process. ‘
BlackRock’s Tax Evaluator makes it easy to monitor capital gain
distribution estimates and identify tax loss harvesting opportunities.

\
> Sign in to Tax Evaluator , }
|

https://www.blackrock.com/us/financial-professionals/tools/tax-evaluator, accessed July 14, 2025
© M.Maedler 2013-26
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For the Bookworms

Deloitte Domesticrates  Treatyrates  Taxguides  Transfer pricing guides ~ Quick links

OECD Transfer
Pricing Guidelines

Australia Gui for Multinational

D) Guice o Enterprises and Tax

Austria Hor Administrations

[ Guide O

Belgium Hui

[ Guide O

Brazil Ind

[ Guide O

Cambodia Irel

[ Guide O

Canada Ital

[ Guide O

Chile Jap January 2022

https://dits.deloitte.com/#TransferPricingGuides, https://www.oecd.org/tax/transfer-pricing/,
accessed October 24, 2022 accessed October 24, 2022
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Global Alignment (1)
&) OECD

BETTER POLICIES FOR BETTER LIVES

Custom s

| OECD Home Countries - COVID-19 Ukraine » Francais

QECD Home Newsroom - OECD releases Pillar Two model rules for domestic implementation of 15% global minimum tax

> Upcoming events OECD releases Pillar Two model rules for domestic implementation of
S et reaiaton 15% global minimum tax

» Contact us

201212021 - The OECD today published detailed rules to assist in the implementation of a landmark reform to the intemational tax system, which will ensure
Multinational Enterprises (MNEs) will be subject to a minimum 15% tax rate from 2023.

The Pillar Two model rules provide governments a precise template for taking forward the two-pillar solution to address the tax challenges arising from digitalisation
and globalisation of the economy agreed in October 2021 by 137 countries and jurisdictions under the OECD/G20 Inclusive Framework on BEPS.

The rules define the scope and set out the mechanism for the so-called Global Anti-Base Erosion (GloBE) rules under Pillar Two, which will introduce a global minimum
corporate tax rate set at 15%. The minimum tax will apply to MNEs with revenue above EUR 750 million and is estimated to generate around USD 150 billion in
additional global tax revenues annually.

The GloBE rules provide for a co-ordinated system of taxation intended to ensure large MNE groups pay this minimum level of tax on income arising in each of the

jurisdictions in which they operate. The rules create a “top-up tax™ to be applied on profits in any jurisdiction whenever the effective tax rate, determined on a
Jurisdictional basis, is below the minimum 15% rate.

https://www.oecd.org/newsroom/oecd-releases-pillar-two-model-rules-for-domestic-implementation-of-15-
percent-global-minimum-tax.htm, published December 20, 2021, accessed May 24, 2023
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Global Alignment (2)

Global corporate tax reform is on the way

% allocation of taxing rights and a global minimum effective tax rate of 15%. This is a genuine
revolution in international tax law. The global minimum tax rate will now be implemented in
national law.

https://www.bundesfinanzministerium.de/Content/EN/Standardartikel/Topics/Taxation/Articles/global-corporate-
tax.html, published April 6, 2023, accessed July 27, 2023
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Expected Effect (1)
Opinion Lex

Global minimum tax will put the squeeze on
investors’ returns

The new regime has been cleverly designed to limif tax avoidance

New international tax rules will restrict the scope to profit from arbitrage and  The impact will be felt most acutely by companies that use tax havens,

curb a race to the bottom in corporate tax rates. That will remove an important euphemistically known as investment hubs. These places, where foreign direct

driver of shareholders’ returns. Declining tax rates accounted for a hefty 22 per investment exceeds 150 per cent of gross domestic product, include Singapore,

cent of the profit growth of S&P 500 non-financial groups in the three decades Switzerland, the Netherlands, Luxembourg and Ireland. They account for

to 20109, a study by the Federal Reserve’s Michael Smolyansky has shown. nearly a fifth of the profits earned by multinationals — though significantly less

of their revenues, assets or employees.
Once fully bedded in, the new 15 per cent minimum tax is expected to force

multinationals to pay between 6.5 per cent and 8.1 per cent more tax,
according to the OECD.

https://www.ft.com/content/53d7140a-88e4-4c70-8a55-1649d3d629c3,
published January 12, 2024, accessed January 12, 2024
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Creative Arrangements (1)

M (
OODYS Products w Solutions w Sectors v Resources v About v REQUEST A DEMO @
ANALYTICS

Blog

New research from Moody's Analytics
reveals far-reaching risk of shell
companies

Jan 22,2024

Multiple businesses being registered at the same address is often an indicator of risk. In one instance, the Shell Company Indicator identified over 22,000
companies with a registered address for the “Pyramids” in Egypt for example. Among ‘atypical directorships’, we found thousands of examples of directors
below the age of 5, and 30,000 over the age of 100. One listed director — at 942 years old — would have been born in the 11th century.

https://www.moodys.com/web/en/us/kyc/resources/insights/new-research-moodys-analytics-reveals-far-reaching-
risk-shell-companies.html, published January 22, 2024, accessed February 6, 2024
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Creative Arrangements (2)

MooDY’s

ANALYTICS

(1)

Shell company flags

directorships

Jurisdiction of the
indvidual
directororBO s
different from the
company’s, and
atleastone s
hegh sk

F
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Products w Solutions w Sectors v Resources v  About w REQUEST A DEMO @

Financial

anomalies

The company has
been dormant for
greater than 5
years within its

hastory.

Circular
ownership

Hudden
shareholders
present at the
COMPany, of any
entity engaged in
that arcular
ownership

NEtwory

Numbers refer to the total number of companies within the Moody's dataset that have or display this outlier or anomalous characteristic.

https://www.moodys.com/web/en/us/kyc/resources/insights/new-research-moodys-analytics-reveals-far-reaching-

risk-shell-companies.html, published January 22, 2024, accessed February 6, 2024
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Local Tax Havens

Schatten auf dem https://www.faz.net/aktuell/wirtschaft/u
. . nternehmen/monheim-am-rhein-
Steuerparadles mit innerdeutsches-steuerparadies-mit-

Rheinblick rheinblick-19797833.html.
published June 21, 2024,
accessed June 21, 2024

Von Nadine Bos 21.06.2024,12:07 Lesezeit: 4 Min.

Monheim am Rhein ist bekannt fiir geringe Gewerbesteuern und
selbstfahrende Busse. Nun macht die Stadt neue Schlagzeilen - mit Verfahren

gegen mutmalliche Briefkastenfirmen. © M.Maedler 2013-26
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Transfer Pricing!

https://www.esgtoday.com/guest-
post-carbon-trading-and-transfer-
pricing-the-next-frontier-for-
multinational-corporations/,

dated January 5, 2023, accessed
January 9, 2023

COMPAMIES  GUEST POSTS

Guest Post: Carbon Trading and Transfer Pricing - the Next Frontier
for Multinational Corporations

@ s

© M.Maedler 2013-26
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Transfer Pricing

The benefits of intragroup transfers of carbon credits

MNCs may seek to minimize overall group carbon tax liability — or the need to purchase credits under an emissions trading system — by
moving carbon credits among different related party entities. A key transfer pricing consideration would be how to price the carbon credits. The
MNC would need to consider the price of the credit of a willing buyer and seller, which may be different in compliance and voluntary markets.
In terms of pricing, the appropriate market price — such as spot prices at different dates and potentially forward price curves — would need to
be evaluated to understand alternatives. It would also be important to consider whether aligning emissions and credits would benefit the MNC.

For example, a benefit to its reputation that allows it to charge a premium price or boost sales.

https://www.esgtoday.com/quest-post-carbon-trading-and-transfer-pricing-the-next-frontier-for-multinational-
corporations/, dated January 5, 2023, accessed January 9, 2023
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Carbon Price Avoidance & Response

ENVIRONMENT GOVERNMENT

UK to Launch a Carbon Tax on Imports

The UK government announced that it will introduce a carbon border adjustment mechanism (CBAM) by 2027, establishing a carbon tax on
imported goods targeted at a series of key emissions-intensive industries, aimed at equalizing the carbon price paid by UK producers with
those outside the UK, and avoiding “carbon leakage,” or shifting of production of carbon-intensive goods to jurisdictions with less stringent
emissions reduction policies.

https://www.esgtoday.com/uk-to-launch-a-carbon-tax-on-imports-by-2027/, published December 19, 2023,
accessed December 20, 2023
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Key Messages

= Transfer price:
— Organizational policy.
— Obijectives: numbers & people.
— Calculation: cost, market, or negotiation.
— Problem: direct conflict & sub-optimal decisions.

= Accounting & Management:
— Decentralization & delegation: benefits & costs.
— Organizational design & policies.
— Corporate culture & leadership.

— Consistency of accounting & reporting with
corporate strategy, business model, and organization.

© M.Maedler 2013-26
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Organizational Governance

= Structures

= Processes = (In)Formal

= Checks & = Ex-/Implicit
Balances Delegation = |Individual &
Team

Incentive
Provision

= Measures
= Reporting
= Value

Performance
Measurement

© M.Maedler 2013-26
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Roles of Transfer Price

= Delegation:
= type of decisions.
— Sales vs. production.
— Return vs. risk management.

Delegation

Incentive
Provision

Performance
Measurement

© M.Maedler 2013-26



Roles of Transfer Price

= Performance measurement:

= profit margins of business units.
— “(My) left pocket — (your) right pocket”.

— “Share the cake.”

£

Frankfurt School

Delegation

Incentive
Provision
Performance
Measurement

© M.Maedler 2013-26
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Roles of Transfer Price

= |ncentive provision:
= guides attention, decisions, actions.
— Goal-congruent decisions.
— “Grow the cake.”

Delegation

Incentive
Provision

Performance
Measurement

© M.Maedler 2013-26
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Organizational Governance

= Structures

= Processes = (In)Formal

= Checks & = Ex-/Implicit
Balances Delegation = Individual &
Team

Incentive
Provision

= Measures
= Reporting
= Value

Performance
Measurement
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This file serves as the basis for class discussion. It has been prepared solely for your
personal use with the purpose to foster your learning progress as participant in a program
taught by the author. The file and any information contained therein may not be circulated,
transmitted, reproduced, quoted, referred to or otherwise used, in part or in full, without the
prior written consent of the author. Copyright (c) 2013-2026 Markus Maedler.
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