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Abstract 

The purpose of this study is to answer the research question of how a service company (ServiceCo) 

could achieve a transfer price of its services. This is of particular interest, due to the growth of 

service firms that have rapidly increased and surpassed the manufacturing firms, as well as the 

dominant logic shifting towards services. However, the problem with this field of study is that 

transfer pricing with regards to the service industry, is a rather unexplored phenomenon in which the 

guidelines and theories are mostly directed towards manufacturing firms. This study uses a single 

case study approach where ServiceCo’s organizational characteristics were analyzed in order to attain 

the information required to understand how ServiceCo could achieve a transfer price of its services. 

Furthermore, this study uses the Eccles (1983) MAP and the OECD Guidelines, as well as 

incorporating Porter’s (1985) value chain. This study assesses that ServiceCo, in its current state, uses 

a sub-optimal transfer pricing method of its services. Therefore, a change in the transfer pricing 

method was suggested to ServiceCo. Given the organizational characteristics of ServiceCo, the 

results led to the conclusion that ServiceCo could benefit from a residual analysis in the profit split 

method, in which an actual full cost plus mark-up compensation could be used on its routine 

functions, and the residual profit could be split between the entities based on the intangible assets 

employed, functions performed and the risks carried. 
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1. Introduction 

As globalization increases, the advancement of communication, technology and transportation have 

brought about a growing number of multinational enterprises (MNEs). These have given rise to 

opportunities for MNEs, to conduct business across international borders and make use of global 

trade. However, the global trade of goods, services, intangibles, and capital are immensely performed 

within MNEs. These are called intra-group transactions and amounted to approximately 60% of all 

global trade in 2004 (The Economist, 2004). Globalization has also made MNEs more capable to 

transfer services and assets within respective firms across international borders (Emmanuel & 

Mehafdi, 1994). Furthermore, MNEs have a greater opportunity to use other countries’ comparative 

advantages; whether it is to increase their market share, or for the purpose of reducing cost in order 

to increase their profit. In order for the MNEs to not abuse a greater advantage, a fair price is 

needed to be determined for the MNEs, for the transactions within the group, which is called a 

transfer price.  Therefore, transfer pricing is a term used to label the prices charged of “intra-group, 

cross-border transfer of goods, intangibles and services” between subsidiaries, divisions and departments (UN, 

2011). 

     Transfer pricing can be used to optimize a firm’s tax structure, but it can also be used to gain and 

maintain competitiveness in the global market, which is an essential goal for MNEs. Thus, the choice 

of a certain transfer pricing policy can fulfill varieties of goals for MNEs, some examples include: 

maximizing profit, improving HQ-subsidiary relationships, and developing management control 

systems (Cravens, 1997; Spicer, 1998). 

     The transfer pricing phenomenon is based on the economic theory, with the first economical 

perspective being established by Hirshleifer (1956). Eccles (1985) and Ezzamel (1995) both state that 

the theory assumes firms to be small economies, similar to the general economy, and relying on a 

pricing mechanism, in order to establish what the best transfer price and product mix is. Hence, the 

transfer pricing policy comes down to a pricing or sourcing decision, where a fair price is needed to 

be determined between the related entities, which otherwise would result in the entities looking to 

buy the goods or services externally (Eccles, 1983). Therefore, there is a power struggle between the 

desire for autonomy in the sub-divisions and the control of the central management, where the 

structure of the firm is of utmost importance (Emmanuel & Mehafdi, 1994).         

     Most countries in Europe have adopted the Organization for Economic Co-operation and 

Development (OECD) guidelines, which are the regulations regarding how to establish a transfer 

price. The transfer price is to be established as if it would have been negotiated between two 
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unrelated entities with the same circumstances, namely the Arm’s Length Principle through the use 

of various transfer pricing models (OECD, 2010a). Transfer pricing has in an international context 

been an ongoing issue, due to the difficulties of setting an arm’s length price of intra-group 

transactions accepted by the MNE, and also by the tax authorities (Ernst & Young 2003). 

Furthermore, the guidelines are mostly focused on manufacturing firms, where the regulations on 

transfer pricing of services are not as established in contrast to raw material and goods (Eden, 1998; 

Feinschreiber, 2004). 

     The growth of service firms has increased and has surpassed the declining manufacturing industry 

(Chugan, 2008). The world development indicators of 2011 showed that the service industry grew 

more rapidly compared to the manufacturing industry, accounting up to 71% of the global gross 

domestic product (GDP) in 2010 (UNCTAD, 2014). With the rapid growth of service firms, tax 

authorities have increased their focus on this industry in regards to transfer pricing reviews. Ernst & 

Young (2010) found that the service industry was the most susceptible to transfer pricing reviews 

from tax authorities, and this has further increased in all categories of services in comparison to 

2007.  

     Since the international transactions have been shifting toward services from manufacturing 

(UNCTAD, 2004), the intangible assets have been of growing interest and value for MNEs, as the 

focus has veered towards a service dominant logic (SDL). This shift in logic is due to the fact that 

over the past decades, intangible resources rather than tangible resources have been in the spotlight 

(Dawson & Miller, 2009; Vargo & Lusch, 2004). The complexity of identifying and setting values on 

intangible assets rises if the intangibles or services are hard to compare, or when they are barely 

separated from tangible assets (OECD, 2010a). 

     In many service firms, the intangible assets could be the knowledge and know-how of a certain 

service. Services are intangible products that are consumed by an end user and, e.g. consultancy 

services, support services and education. In addition to the fact that the guidelines are not clear 

enough in regards to pricing of services, transactions between unrelated entities and intra-group 

transactions especially for intangibles and services, are often hard to compare or benchmark.  

     With the shift towards a more service dominant logic, also referred to as “the new economy” 

(Abdallah, 2004; Abdallah & Murtuza, 2006; Markham, 2005), existing findings show that there are 

major problems for service firms with regards to setting a transfer price at an arm’s length standard. 

As services are made up of intangible assets, where an external market rarely exists, service firms are 

commonly required to use cost-based approaches rather than market-based (Abdallah, 2004; 
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Markham, 2005). Service firms tend to be globally integrated (Palmisano, 2006) and encounter 

limitations of using market-based transfer pricing models, as this require available comparable 

transactions of the services provided in the market. Furthermore, the existing findings show that, 

despite a more flexible solution, there are still problems when applying cost-based approaches. As 

intangibles could be variables such as know-how and research and development, the costs related to 

these must be allocated to a certain service provided, which is not always clear and can result in 

“sunk costs” (Brauner, 2008). 

     According to Abdallah (2004), Eden (2005) and Markham (2005), the Cost-Plus Method (CPM) 

was stated as the standard method for services in the “new economy”, whereas most of the 

traditional transactional methods were hardly applicable. KPMG (2015) discovered in a case that 

some firms that based their services on know-how and specific skills had for years used the cost-plus 

method. However, an audit showed that the internal transactions for the services were set on an 

unfair transfer price. Moreover, the uniqueness of intangible assets and the usual absence of an 

external market together with the increased focus from tax authorities on service firms, have in 

recent years further lead service firms to use unconventional methods. These methods, such as the 

profit-based transfer pricing methods, have historically been seen as a last resort model (Eden, 2005; 

Markham, 2005). The problems with these methods are that they are solely based on internal data 

and do not involve any comparable transactions, and thereby losing the aspect of a transfer price in 

an arm's length standard (Markham, 2005).  

     This brings about a controversial phenomenon; the service industry is growing rapidly and a fair 

price in an arm’s lengths standard for intra-group transactions of services needs to be determined 

and accepted, both within the firm and by the tax authorities. The problems within this field of study 

for service firms resulted in the authors drive to investigate the following research question: 

How could a service firm achieve a transfer price of its services? 

 

The authors will also investigate the following sub-question: 

 Which transfer pricing model is the most suitable for a service firm? 

     The purpose of this study is to contribute towards existing research supported by a single case 

study at a Swedish service firm. The authors believe that this study would serve as a guideline to the 

case firm and could contribute to how they could adapt to different TP models, which could 

optimize a solution for the problems that can arise, in order to set a transfer price. 
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     Furthermore, this phenomenon requires more research as transfer pricing is such a complex area 

of study, due to the vague definitions of intangibles and the lack of theory and guidelines established 

for services. In spite of the ambiguity of theory and guidelines, the authors believe that this study 

could also contribute in establishing practical clarity for a service firm.  

 

 

1.1 Scope & Limitation 

In order to tackle the research- & sub-question, the authors’ conducted a single case study on how 

one specific case firm in the service industry, hereinafter referred to as ServiceCo, could achieve a 

transfer price of its services. ServiceCo has its headquarters in Stockholm, Sweden and was 

established in 2002. ServiceCo provides services within the Business Process Outsourcing field for 

other online companies. ServiceCo has operations worldwide, with centers in South America, Asia 

and Europe, and a turnover of 140 million SEK (ServiceCo Annual Report 2013) and employed over 

500 people in 2014. ServiceCo is a relatively young firm, and has been requesting a revision of their 

transfer pricing policy due to changes in the nature of the internal and external environment of the 

firm. Since difficulties exist in attaining a transfer price for service firms, ServiceCo sought guidance 

to find a solution for a way to achieve a transfer price. This study will be limited to the selected 

company, which uses significant amounts of intangible assets for providing its services, making the 

selection highly relevant for the authors’ study. 
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2. Theoretical Framework 

This section will exhibit the theoretical framework. It will firstly explain a brief historical background, 

followed by theories and regulatory guidelines, including transfer pricing strategies and transfer 

pricing models. In addition, the interplay between Porter’s (1985) value chain and the OECD 

guidelines will be discussed, followed by a correlation between transfer pricing and services. Lastly, 

an operationalization of the theory will be presented. 

 

2.1 Theoretical Approach 

How to achieve the best transfer pricing system which attains more than one goal for an MNE have 

for years been studied and analyzed by managers and economists. The emphasis on initial research 

was to determine the optimal transfer price (Hirshleifer, 1956). As the study area progressed, the 

focus moved to determining the right transfer pricing method and further on, finding ways to use 

transfer pricing as a tool for strategy (Eccles, 1983 & Eccles, 1985). There has not been sufficient 

research conducted after Eccles’ studies on transfer pricing. Hence, Eccles was deemed by the 

authors to have the core influence on the transfer pricing area since 1983. In modern days, firms 

comply with the OECD guidelines when selecting a transfer pricing method, and when determining 

a fair price for the trade of goods or services. Thus, the core of the theoretical framework is based on 

Eccles’ findings and the OECD guidelines. 

 

2.2 Management Structure and Control in Transfer Pricing 

There are a lot of problems with transfer pricing, such as performance problems, interpersonal 

disputes, power imbalance, demand fluctuation and product pricing (Eccles, 1983). In performance 

problems, issues will rise when there is a recession, causing both the buyer and the seller not meeting 

their quotas’, and where changing the transfer price will not solve anything. There can also be 

disputes between managements when discussing about the transfer price. The related parties may 

experience a power imbalance between individual management, which can potentially cause conflicts. 

When the demand fluctuates, the seller would want to sell for a higher price than what was set before 

because of lower demands by external buyers. Lastly, the price for the final goods might be set lower 

than the actual price – making the MNE lose profits when it should not have. 

     It varies from each MNE’s structure and control when setting a transfer price. Eccles (1983) 

states that a management control which is effective, is what determines whether a transfer pricing 
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policy will work or not, regardless of an MNEs vertical - prioritizing cooperation and mutuality – or 

horizontal structure – prioritizing autonomy and their own profits. The top management has to have 

an effective control and monitor the sub-management, due to the need to alter the strategy of 

transfer pricing, depending on the changes in the market. Eccles further claims that setting a transfer 

price comes down to two variables; the sourcing decision and the pricing decision. Since the transfer 

pricing system should be set in order for related parties to buy from each other, the price should not 

exceed the market price, as the buyer would then proceed to conduct business activities with external 

partners. 

     There are other variables accounted for when setting a fair price. Bradach and Eccles (1989) bring 

up two variables that affect the value of fair price, which are authority and trust. Even though these 

two variables are separated, they are also intertwined. These two variables interplay with price. When 

authority interplays with price, it is found that the higher management could use their authority to 

force the subsidiaries, to conduct business internally and also use their authority to allow the 

subsidiaries to have autonomy. However, most sub-managers do not like being forced to conduct 

business internally because of the risks associated with e.g. tardiness, where the higher authority 

could be notified immediately. Furthermore, if the higher management uses their authority to neglect 

the sub management’s concern, then the subsidiaries would search for external business actors. 

     Eccles (1983) came up with a framework which he named Managers Analytical Plane (MAP). The 

MAP is a guideline for what transfer pricing policy should be adopted by the firm depending on their 

organizational characteristics in terms of structure and control. The framework is divided into two 

dimensions; the vertical integration and the diversification. The vertical integration consists of 

interdependency, where the firms act as one unit and the whole unit is accounted for the profitability. 

The diversification results into independence where the firms act as independent profit centers 

where the profitability is counted on each firm. 

     Furthermore, when using the MAP, managers should analyze their firm and their transfer pricing 

policies through the following five steps: 

 Step 1: Inter-business-unit relationships should be located on the MAP 

 Step 2: Location on the MAP should be compared to existing policy in transfer pricing 

 Step 3: Organizational characteristics should be analyzed 

 Step 4: Determine special problems 

 Step 5: Future strategy should be considered 
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     The five steps are essential because one can locate the firm on the MAP, and examine if their 

current transfer pricing policy is aligned with their structure and strategic direction. In addition, 

analyzing the five steps help define what a firm needs to change, in line with their future strategic 

decisions. 

     Hence, four types of structures are mentioned in Eccles’ (1983) article; the collective, the 

cooperative, the competitive and the collaborative. Only the latter three are of importance in order to 

understand the transfer pricing problems that are presented, because there are little to no integration 

and diversification in the collective firm (Emmanuel et al., 1992). The use of transfer pricing is not 

needed for these firms as they have a simple structure. 

 

 

              Table 2.1 Eccles (1983) MAP 

 

2.2.1 Competitive Organization 

The competitive organizations are MNEs with diversified firms and compete with each other as 

independent firms with their own goals. The MNE strives for a bottom-up strategy where all firms 

within the MNE are considered as independent. Eccles (1983) continues to explain that if the top 

management sets a list of guidelines for the related firms to follow, it will detour from the original 

goal of having a market price. 

     Typically for competitive firms, the divisions have sourcing decision autonomy. This means that 

the sub-units have the freedom of buying externally or internally, and also free to not sell internally if 

the price is deemed unfair, as long as the MNE as a whole benefits from it, therefore not mitigating 
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the profits gained by the individual firm. Therefore, a fair price has to be established with the internal 

actors for a business to be conducted. The profitability of these types of MNEs are counted by each 

firm’s profits and the return on investment, by having both internal and external actors. The top 

management acts as an impartial spectator and bases its fairness value by not interacting with the 

firms, where the control is based upon the outcomes of the firms. Anthony & Govindarajan (2007) 

and Eccles (1983) further state that if a market price exists or can be approximated through 

comparability, then it should be used as the transfer price. 

     2.2.1.1 Market-based Pricing 

As the competitive structure implies market based pricing, Anthony and Govindarajan (2007) argues 

that the transfer price of a product or service traded on the external market should be the same as 

the internal market. This requires a highly or perfectly competitive market, where a product or 

service is either similar or identical in the external market and the internal market, as it would 

otherwise result in a misleading transfer price (Emmanuel & Mehafdi, 1994; Merchant & Van der 

Stede, 2007). Complications arise to market-based pricing when there is no established external 

market for the product or service (Cravens, 1997), especially as perfectly competitive markets rarely 

exists (Emmanuel & Mehafdi, 1994; Merchant & Van der Stede 2007). 

     Cost-plus-profit markup is one way to achieve a market-based transfer price. In this strategy, the 

buyer could source a good or service from the selling unit, which is unique, since a market price has 

not yet been established. Furthermore, the seller proximate the markup by the average return on 

assets, average gross profits and through comparable products. In addition, the seller sets the cost of 

the product or service, by approximating the price as if the product was on the market (Eccles, 

1983). 

     A market based plus discount is sometimes used when the transfer price is mandated from the 

top management where the receivable carrying costs, credit risk and selling costs are inferred absent. 

However this can misrepresent the real market price, but is often justified by the buyers because of 

the presumed absences (Eccles, 1983). 

     Eccles (1983) further asserts that another way to ensure the fair price and the willingness for both 

parties to conduct business transactions would be the dual pricing policy as it incorporates the 

market-based pricing policy together with a mandatory internal sourcing. Therefore, the buyer is 

obliged to buy the negotiated amount where the volume would be charged at cost and the seller 

would be credited the market price. The difference is then rectified at the higher level of the MNE. 

However, the problem with this is that if it is not handled properly, the overall profit of the MNE 



14 
 

will be less than the profit of the individual firm. In addition, the price of the goods sold might be 

higher than the market price, if it is in the beginning of the product life cycle, which could cause 

problems with the transactions. Thus, a good system to oversee these transactions has to be 

established before applying this strategy. 

     A market-based transfer price should not be used if a market price does not exist and an 

approximation cannot be made due to the lack of comparability. If a market-based transfer price 

cannot be used, a cost-based transfer price should be considered (Anthony & Govindarajan, 2007). 

2.2.2 Cooperative Organization 

The second type of organizational structure is the cooperative structure where the related firms are 

highly cooperative together with a high vertical integration. The profitability of these MNEs are 

defined by the costs, which are then associated with the budget and its history with a top-down 

management control where all firms are considered as one. The top management controls each firm 

on a daily basis with different strategies for different actions. 

     The top management is strictly involved in each firm’s business and learns each firm’s unique 

characteristics (Eccles, 1983). The actions of the firm’s individual criteria are associated with the 

history of the MNE, including the budgeted costs and revenues. The top management uses a more 

subjective approach as they look at the MNE as a whole, instead of rewarding profits to each 

individual firm. Hence, the competitiveness between the intra-group firms are not as high as in the 

competitive strategy. In contrast to the competitive organizations, an internal sourcing decision is 

achieved prior to setting a transfer price. Another difference is that instead of using the market price 

for intra-group transactions, the cooperative strategy uses cost-based pricing. 

     2.2.2.1 Cost-based Pricing 

Four types of cost-based pricing systems are of interest, which are the following; marginal cost, 

actual full cost, standard full cost and cost plus investment derived from Eccles (1983) and Anthony 

& Govindarajan (2007). 

     The actual full cost is determined by the fixed and the variables cost divided by the volume 

produced for a specific period. These costs are allocating joint product costs, valuing inventory and 

costs of each product which are determined through the top management and also include the 

fluctuations of prices. Thus, if the demands of the products fall, the volume of the production 

decreases while the transfer price increase. However the actual cost for the buyer is determined when 

the actual cost can be determined. This strategy allows the MNE to strive towards unity and profit as 

a whole even during fluctuations, which makes the firm more flexible. Rewards are also distributed 
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to the firms per their contributions and not their results – hence they are keener to cooperate than to 

act individually (Eccles, 1983). Furthermore, actual full cost allows for inefficiencies as there is no 

incentive for the supplier to control the costs (Eccles & White, 1988). 

     Eccles (1983) further claims that the standard full cost reduced the dependency of the intra-group 

firms within the MNE. This allows for a more precise calculation of each unit’s performance which 

is based on the cost of each firm operating at near full capacity and tries to include the changes 

throughout the process. These changes are e.g. volume changes and material cost changes. The buyer 

has to be in good faith concerning the seller’s cost, because the buyer has no information to take part 

of. This strategy would be used because the entire firm is striving for unity instead of autonomy, 

hence if one department has more expenses but the entire MNE profits, it would be acceptable. The 

problem with this cost system is that if the buyer does not gain enough customers, the volume, 

which was ordered would not be bought, meaning that there is no room for inefficiencies, but opens 

the opportunity for incentives. Pfeiffer et al. (2011) also state that the standard full cost has been 

dominatingly used in cost based strategies, if the cost uncertainty is low. 

     Standard full cost reduce the dependency of intra-group transactions, however, both systems are 

used to strive towards unity instead of autonomy, and the difference is that the actual full cost takes 

into consideration the performance of the entire MNE, whereas the standard full cost accounts for 

each firm's responsibility  (Eccles & White, 1988). Furthermore, there is a larger flexibility in the 

actual full cost because the information of the cost is not finalized until the set period is finished. 

Whereas in standard full cost, the price is determined before any investment and trade decisions are 

made; deeming it to be an inflexible system (Pfeiffer et al., 2011). In actual full cost, there is no 

incentive for the supplier to control the costs as this can vary at any time, as opposed to using 

standard costing which would enforce a control mechanism on the costs, as the supplier and buyer 

have to deliver on the pre-determined costs (Eccles, 1983). Thus, there is no room for management 

inefficiencies in standard costing where actual costing allows for inefficiencies as the control 

mechanism is lacking.    

     The transfer price in the marginal cost system accounts for the total cost to produce one 

additional unit, which means a margin of one additional cost of unit. Therefore, the transfer price 

should be set at the optimal level of output for the supplying firm (Emmanuel & Mehafdi, 

1994).  Marginal cost views the total contribution of an MNE, where the total contribution is the 

selling price minus marginal cost of the end product or service. Hence, it is easy to determine the 

total contribution for the MNE as a whole. Moreover, marginal cost has frequently been regarded as 
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a short-term perspective since it treats variable costs as constant over a short period of time (Drury, 

2008). However, this poses a problem when the evaluation for performance of each individual firm 

is applied, where it is nearly impossible to assess which firm has contributed with what margin 

(Merchant & Van der Stede, 2007). 

     Marginal cost can, as the aforementioned full cost strategies, also be subcategorized into actual 

and standard cost. Actual marginal cost allows for inefficiencies whereas standard marginal cost does 

not. The inefficiencies in actual marginal cost are passed to the next firm whereas incentives are used 

to improve inefficiencies in the standard marginal cost (Merchant & Van der Stede, 2007). 

Emmanuel & Mehafdi (1994) and Anthony & Govindarajan (2007) state that the marginal cost could 

be difficult to set for a product or service that could be customized. Since the selling firm ignores 

indirect costs, thus only receiving the revenue of marginal costs, it can account for losses due to 

bearing the full cost while not charging for it. However, since the buying firm is only charged with 

the marginal cost, the profits of the buying firm could be excessive due to not paying for the full 

cost. 

     Full cost transfer pricing takes into consideration the total amount of costs associated with the 

sale of the service or product, in contrast to the marginal cost which does not take the fixed cost into 

consideration. All components divided by the number of units produced are considered in full cost 

pricing whereas the marginal cost only takes the direct costs (e.g. materials and labor cost) into 

consideration (Anthony & Govindarajan, 2007). 

     In addition to the three cost-based pricing systems, there is a strategy named cost plus investment 

(Eccles, 1983). This strategy is used when the individual firm’s management feels like their profits are 

shown in another firm’s profit. This strategy splits up the selling and the buying within a firm in the 

MNE, which allows for a transfer price while maintaining a certain amount of internal sourcing 

decided by the top management. Therefore, it is seen as an investment center where the cost is the 

internal transfers and their incomes are external sales only.  However with this strategy, problems 

arise when allocations of costs and investments are made, which might throw the balance off in the 

internal and external sales. 

2.2.3 Collaborative Organization 

The third structure is called the collaborative organization. This is a combination between the 

competitive and the cooperative structures, where the benefits of them both are combined to 

maximize the profits of each firm within the MNE (Eccles, 1983). However, it also allows for the 

problems of the two former structures. This structure aims for a strategy that is beneficial for both 
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the MNE as a unit and the firms as independent actors. It has a matrix system in which the 

combination of income, return on investment and cost are associated with the budget. The process 

of the transfer pricing is complex and is a mix of bargaining both from bottom-up and top-bottom. 

Eccles (1983) states that the top management uses a control mechanism where the systems and 

structures are balanced and are trusted by the individual firms. For control mechanisms to work, the 

top management has incentives and guidelines for the firms for intra-group performance, as well as a 

quantitative performance for each individual firm. 

     The problem with management on this structure is that there has to be a balance between the 

transfer pricing system from the competitive structure and the cooperative structure, i.e. the internal 

sourcing and the market price strategy. This is because the individual firm’s management has to be 

able to compare what they are contributing to the MNE. These controls have to make sure that the 

resource allocation is neglected from the transfer price, because of the fairness-factor which the sub-

management are concerned about (Eccles, 1983). 

     This structure makes it complex to set a fair transfer price as the internal price would be lower 

than the market price. Since the firms within the MNE are intertwined, the market would be 

oligopolistic. Thus, there would only be a few, if any, goods to compare the market price to. This 

means that the top management needs to set a fair market price by making the sub-management feel 

fairly treated. The top management also needs to make sure that the seller would want to sell their 

goods internally instead of externally. This requires the sub-management to put a lot of trust in the 

top management. Bradach and Eccles (1989) also state that putting a fair price would require a trust-

factor within the MNE. If the top management is not trusted, the sub-management would not deem 

the price as fair. 

 

2.3 The OECD Guidelines 

The Organization for Economic Co-operation and Development (OECD) guidelines are the 

regulations for transfer pricing in how to set a fair transfer price at the arm’s length standard. These 

guidelines are further developed into sub-categories: the transfer pricing models and the Arm's 

Length Principle (OECD, 2010a). 

     The Arm’s Length Principle states that related firms should interact as an unrelated party, which 

would neglect any unfair treatment. Therefore, a transaction at an arm’s length standard would 

reflect the market price. If there are any differences between the products or services sold, a fair 

adjustment has to be made in order for a transaction to take place, otherwise neglecting the 
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establishment of an arm’s length standard (OECD 2010b). These adjustments are based on five 

factors. 

2.3.1 Comparability Analysis 

Five factors are derived from the OECD guidelines and are the property or service, economic 

circumstances, the functions performed by the different firms within the MNE, business strategies 

and contractual terms (OECD, 2010a). The authors believe that only the former four are of interest 

due to the nature of this study. 

 2.3.1.1 Property or Service 

To compare the difference between a property and/or a service, one has to look at the differences in 

the specific characteristics. The reasoning behind this is that it is often the differences in 

characteristics that fluctuates the value between the different properties or the services. There are 

three different categories to monitor when comparing the differences, which are as follows: (OECD, 

2010b). 

 Tangible Property: When monitoring the difference in tangibles, the characteristics of the 

quality and reliability is determined as well as the actual physical features. The amount 

stocked up in supply and the availability is also considered. 

 Intangible Property: Difference in intangible property include the type of property   (e.g. 

patents) and the form of transactions (e.g. licensing). Furthermore, the calculated benefits, 

the extent and the degree of protection used are counted into the characteristics. 

 Services: The characteristics of services consider the nature and extent of which the service 

is provided. 

     2.3.1.2 Economic Circumstances 

In order to try to achieve the fairest price intended for the transactions, the economic circumstances 

of the two firms needs to be taken into consideration. The economic circumstances affect the firms 

in every possible situation which entails the effects of e.g. the market size, competitor size, 

availability of products and services, alternative goods and services, consumer buying power, market 

regulations, labor costs and price of land (OECD, 2010b). Consideration is required for these effects, 

as the MNE could have a subsidiary that has international exposure, meaning that the price would be 

different than if it only was operating in one specific region. These factors affect the conditions for 

the transfer price of the good or service. Therefore, to determine whether or not the price is 

comparable, one has to look at the different factors and determine if an adjustment is needed; and 

whether this adjustment could be made. 
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     2.3.1.3 Functional Analysis 

Functional analysis considers account assets and assumed risks for the involved firms, in order to 

establish the compensation for each firm. Therefore, the assumed risk, used assets and obligations 

are examined to be able to have comparability between the firms (OECD, 2010b). 

     The volume of the risk and assets allocated towards the transaction is not of focus in the 

functional analysis, but rather the quality of value it brings. Therefore, the main problem is to 

determine which company contributed with more value, especially when two related firms conduct 

business together. Hence, the risk and assets are considered to be the groundwork for functional 

analysis. 

     All assets which create value should be considered during a functional analysis. These assets 

include e.g. intangibles, financial assets, plants and equipment, how the assets are used, the market 

value of the equipment, property rights, protections and age of the equipment. 

     The risk is an important factor because of how it controls the compensation, since the higher the 

assumed risk is, the higher the compensation. Therefore a higher assumed risk would also mean a 

higher expected return. The assumed risks are also connected to the research & development (R&D) 

and its costs. To determine how much the assumed risk, one has to include the fluctuation of prices, 

currencies and thus, the future cost (OECD, 2010b). In addition, risk is also connected with interest 

rate fluctuations, success/failure of R&D and overall price fluctuations in goods and services. 

     2.3.1.4 Business Strategy 

Different firms use various business strategies, which affect the outcome of the risks and assets. 

Therefore, business strategies are also of importance to consider when examining the comparability 

factors. These factors are e.g. risk aversion, diversification, innovation and new R&D. For instance, 

when an MNE wants to enter a new market, they would want to be able to attain market share and 

therefore have a lower price. This is done only in a fixed period of time, and could fluctuate the 

transfer price if it is conducted during this period (OECD, 2010b). 

     A strategy has to be examined thoroughly in order to establish a fair transfer price, and it also has 

to be documented by the firms in question. When examining strategies, it is also required to check 

whether or not the lower price could be covered by the expected return. This is also connected 

towards the risk, since if the assumed risk is limited through the distributor/agent, then the original 

firm should be presumed to have the cost. 
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2.3.2 Transfer Pricing Models 

There are a variety of TP models to be used, which are categorized within “traditional transactional 

methods” and “transactional profit methods”. The traditional transactional method is only applied 

when the majority of the prices are fairly divided between the affected firms. If this is not able to be 

done, then the transactional profit method would be preferred (OECD, 2010a). 

 

                    Figure 2.1 Transfer Pricing Models 

     One of the traditional transactional methods is the comparable uncontrolled price method (CUP). 

The CUP method uses a premise where the price is set in the form where two external firms would 

interact with each other, meaning that this method is two-sided, as there are two or more sides to the 

transactions. Therefore, an uncontrolled transaction can be turned into a controlled transaction. 

However, if one of the two following factors is met, then an uncontrolled transaction can be 

compared as a controlled transaction. The first factor is that the affected firms cannot have any 

materials that can affect the open market, and the second one being that if the affected firm has the 

material advantage, an adjustment needs to take place in order to delete the difference (OECD, 

2010a). Another problem with this method is that the products’ comparability must be high because 

otherwise the difference in material would affect the outcome in price. 

     A second method is called the resale price method. This method is one-sided as it only applies to 

one party of the transaction as the parent company holds most intangibles and the resale firm holds 

little or no intangibles. However, the intangibles in the parent company are not of high value. The 

resale price method is when a firm buys a product from a related firm to further sell towards an 

unrelated firm. This means that the arm’s length price to the original seller would be the re-seller’s 
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price minus the gross profit and the cost of the buying process. The re-seller’s price includes the cost 

of operations and selling, in addition to the assumed risk (OECD, 2010a). 

     A third method is the cost plus method which is a two-sided method. In this method, the fair 

price is set as the costs of the supplier plus a mark-up price. This mark-up price is determined by 

comparing the controlled transaction with an uncontrolled transaction. This method is particularly 

useful when the seller does not have a unique trait in terms of valuable intangible assets, or takes any 

unusually high risks. The cost plus method is rather similar to the resale price method as 

comparability of the product or service is less important, but in order to set a mark-up price on the 

costs, the functional comparability must be high, meaning that the functions performed requires a 

comparable benchmark cost (OECD, 2010a).   

     Two types of the transactional profit method are the transactional net margin method and 

transactional profit split method. Transactional net margin method is a one-sided method and should 

only be used when one side of the parties contributes with a unique attribute. Therefore, this method 

benefits the side that can contribute more. The problem with this method is that it is difficult to 

prove whether or not the asset or service of the stronger side is as unique as told. However, only the 

party with the unique attribute has to be viewed, which simplifies the procedure of transfer pricing 

(OECD, 2010a). 

     The second method is the transactional profit split method, where the firms’ contributions are 

looked upon and the external factors are neglected. Therefore, the profit is split up depending on 

how much each firm has contributed with. However, it is difficult to prove how much each side has 

contributed and hence the tax authorities have difficulty to accept the other entities’ participation. 

The operating profit and losses are split in the way these transactions would have been split if the 

firm would be to cooperate with an independent firm for a common project, as in a joint venture 

relationship. Firms can further do a residual analysis within the profit split method, separating the 

routine functions performed from the non-routine functions. This means that the firms give a basic 

compensation for the routine functions - functions performed that are common in the entire market, 

such as human resource management - based on a market benchmark, and only splitting the profit of 

the non-routine functions - allocating the profit based on the contribution value of each entity’s 

intangible assets. The residual profit split is commonly used if two or more entities own unique 

valuable intangible assets in a controlled transaction (OECD, 2010a). 
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2.4 Porter’s Value Chain and Transfer Pricing 

When evaluating the value contribution in the functional analysis, it is crucial to consider Porter’s 

value chain model (KPMG, 2015). Since the value creation is the primary concern of the functional 

analysis, Porter’s value chain could be considered to understand each function’s role in creating the 

intangible assets for the end service. 

     Porter’s Value Chain (1985) considers two types of activities in the value chain; primary and 

support (Porter 1985). The initial use of the value chain was specified for manufacturing firms but 

can however, be applied to service firms (Eden, 2005). Support activities are activities performed at 

the strategic level such as finance and other forms of overhead administrations whereas primary 

activities is the direct creation for the product or service.           

 

     A firm needs to identify the key value drivers of the firm and not mistreat the contribution made. 

In prior cases, firms have neglected to identify these value drivers and hence been treated as routine 

functions, albeit being of high value, resulting in the common use of the cost plus method (KPMG, 

2015). In modern days, it is essential to identify the key value drivers, also referred to as “Significant 

People Functions”, in the transfer pricing context. These are the functions which create the 

comparative differentiation in the value chain. The use of the value chain analysis in the transfer 

pricing context is today seen as a required practice rather than a best practice in regards to the plans 

of regulatory changes decided at the end of 2014 by OECD through their “Base Erosion and Profit 

Shifting (BEPS)” action plans. The BEPS action plans enforce firms to identify the key drivers of 

their business profits in order for related firms to achieve a fair compensation through their value 

contribution (KPMG, 2015). 

Figure 2.2 Porter’s Value Chain (Porter, 1985) 

Primary  

activities 
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2.5 Transfer Pricing and Services 

The transfer pricing literature, from the theoretical approach of Eccles (1983) and the practical 

approach of OECD (2010b) was generally focused on transfer pricing of natural resources and 

manufactured goods. Hence, the literature has not been as developed for services as much as for 

manufacturing firms (Eden, 1998). Services generate intangible output which differs from physical 

goods as services are either consumed at the given time or not consumed at all, whereas physical 

products can be stored as inventory and can be consumed at a later point in time (Daft, 2015). As 

services are inseparable from intangible assets, determining a transfer price for services has been 

difficult, due to the lack of definite guidelines (Eden, 1998). Service firms further have a tendency to 

be more organic, flexible and decentralized and is usually not standardized as it is closer adapted to 

the customer (Daft, 2015). Hence, services are in contrast to manufactured goods, more 

customizable due to its horizontal nature. MNEs should therefore consider the best method through 

adapting the current theory and guidelines to its services. Depending on strive for interdependence 

or independence of the MNE and whether the MNE is vertically or horizontally integrated, the 

transfer price should be set accordingly (Eccles, 1983). 

     If an external market exists for a specific service firm, the market price would be the fair transfer 

price. This would require services to have high comparability, either through comparable transactions 

with unrelated firms in the open market, or through comparable transactions of an identical service 

under the same circumstances with at least one unrelated firm (Eden, 2005). However, as services 

can be more flexible and customizable compared to manufactured goods (Daft, 2015), complications 

can arise of not having an established external market or a comparable product (Cravens, 1997). A 

market-based transfer price for services could therefore mislead the fair transfer price in the absence 

of an external market or comparable service (Emmanuel & Mehafdi, 1994; Merchant & Van der 

Stede, 2007).  

     In accordance to Howard & Keegan (1988), the service industry has historically been transferring 

services at cost or on a standard cost plus a markup which equals the “mandated market price”.  If a 

market price exist, it is only used as a reference point for internal services. However, most firms 

negotiate the price between the buyer and the seller because the price is often set on variables that is 

hard to measure due to its intangible nature.  

     It is possible to use the market based system for transfer pricing of because of the different 

specialization of service firms (Ax et al., 2005).  Arvidsson (1971) argues that even if there aren’t any 

comparable market prices, the firm could set a hypothetical market price by comparing similar 
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products or by constructing an estimate market price which an unrelated party would have accepted. 

Critically analyzing Arvidsson’s statement, the authors deduce that this could also be applicable to 

services that lack an external market, but can have similar services or create a hypothetical price as if 

there was an existing competitive market. The problem with this would however be to justify the 

market price between the related entities and towards tax authorities.  Furthermore, service firms 

could use a dual pricing policy when the set price is deemed to be an unfair reflection of the market 

price. Through using the dual pricing policy, the buying entity would only pay for the service that has 

actually been used. The service will be demanded up until the increased costs to receive the service 

equals the value that it gives the entity (Solomons, 1965) but this entails mandated internal sourcing 

where the related entities do not have the alternative to buy from an unrelated entity (Samuelsson, 

2004). The problem with mandated internal sourcing is all involved entities wants to maximize their 

own profit. Therefore, the selling unit will strive to reduce their costs regardless of the effect on their 

quality as their performance measurement will be based on the volume of service provided (Mills & 

Ungson, 2001).   

     In contrast to mandated internal sourcing, allowing unrelated entities to buy their services on the 

external instead of their internal provider could be difficult to determine whether or not the services 

bought externally are comparable internally and if the quality of the external service is the same. This 

becomes immensely difficult in disparity to products as services are intangible, which makes it 

problematic for the customer to understand the pricing of the service, and for the seller to justify the 

price. In the internal market, the costs of delivering a service could be easily identified and justified, 

which is essential to understand in order to know what price that should be charged (Howard & 

Keegan, 1988)  

     Eden (2005) found that three quarters of BPO firms used a cost based transfer price, more 

specifically the cost plus method. Eden argued for that the traditional transactional methods apart 

from the cost plus method, was hardly applicable to BPO service firms, whereas depending on the 

intangible assets and the knowledge intensity, these firms should consider the profit split method 

which is an unconventional method. Furthermore, Howard & Keegan (1988) state that problems 

with internal sales and cost-based system is that it may not reflect the actual value of the costs 

incurred on that specific service. An example of this would be exemplified by the following: R&D 

was established for three different services, where two fail to attract customers and one succeeds. 

R&D has still been made for three services, but only one is provided by the firm which means that 



25 
 

the price does not accurately reflect the cost for that service as the total cost has to be compensated 

for. 

     Cost-based system are used where the firm is not forced to use the market price, but could use a 

lower price within the firm. As the prices are lower than market price, the entities are then more 

motivated to buy from the internal market than the external market, leading to a higher usage of the 

available resources (Arvidsson, 1971). Cost-based system should be used where there is a lack of a 

competitive market or where the market-based is non-functional (Ax et al., 2005; Anthony & 

Govindarajan, 2007). 

     Cost-based systems can be further divided into standard full cost, actual full cost and marginal 

cost. Standard full cost is a where the cost has been pre-determined. The positive with standard full 

cost is that the seller would strive towards reducing their costs under the pre-determined cost. 

Furthermore, it does not push any inefficiencies towards the buyer. However, when striving towards 

reducing their costs, the selling unit might neglect the quality. Continuing, the actual full cost is 

determined after all costs have been calculated. This system allows the seller to neglect any cost 

barriers, which can prove to be ineffective.  

     Cost-based pricing models could be used for services with the absence of an established market 

or a highly comparable service. An actual full cost transfer pricing correlated to service would be 

plausible as the actual full cost takes considers each transaction as unique, where the actual cost of 

the service is measured. An actual full cost covers for flexibility and variations in volumes. However, 

using an actual full cost in services neglects the control mechanism for cost which allows for 

inefficiencies (Eccles, 1983; Pfeiffer et al., 2011). 

     In addition, using a standard full cost would mean that a service firm would need to provide a 

certain amount of services in order to uphold the standard cost. Manufacturing goods are often set a 

fixed volume for each period whereas in service firms (Eccles, 1983), the volume of services 

provided can often vary as services are heavily customer orientated (Daft, 2014). Furthermore, 

service firms are usually dominated by overhead costs rather than direct material costs (Kaplan & 

Cooper, 1998; Kock, 1995) which would pose a problem for a standard full cost because of the 

variation of volumes. It can therefore be difficult to apply standard full cost if the services are 

flexible in volumes. However, if the services are rather simple and the costs are usually periodically 

similar, a standard full cost could be preferred over an actual full cost because it allows for 

management control systems.  
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     A marginal cost transfer pricing only takes direct cost into consideration and not the indirect 

costs. There are vast amounts of indirect costs which are not compensated for. Therefore a 

performance evaluation would be nearly impossible for a service firm (Anthony & Govindarajan, 

2007; Emmanuel & Mehafdi, 1994). In a service firm, the direct cost are usually only labor cost and a 

small amount of material cost, whereas the majority costs are overhead cost. Using this system could 

reflect a misleading transfer price as only a small proportion of the cost for delivering a service would 

be accounted for. Hence, the selling unit would always suffer a loss in profits in the internal market. 

2.5.1 Transfer Pricing and Intangible Assets 

The importance of intangible assets in the global economy is steadily increasing and can signify the 

value of an MNE (Johnson, 2006). There is however no definition of intangible assets that is 

accepted on a general level (Johanson et al, 2001). Previous research in this area has aimed to figure 

out the line between tangible and intangible and even though the definition is insufficient, intangible 

assets could be recognized by four different characteristics; 1. Intangible assets lack physical substance 2. It 

is a probable source of future profits 3. The intangible asset is controlled by the firm 4. The intangible assets are a 

result derived from previous transactions or events (Cañibano et al, 2000). 

     Dawson & Miller (2009) state that the identification of intangible assets is difficult, and can 

therefore lead to a wrong valuation, which can be abused favorably in comparison to tangible assets. 

The insufficient definition of intangible assets has increased the focus for tax authorities to define 

regulations and definitions on how to work with this issue. Hence, the OECD guidelines have played 

an important role when it comes to intangible assets in transfer pricing. OECD (2010a) defines 

intangible assets and intellectual property as know-how, trademarks & patents, and therefore 

adopting to the arm’s length principle could be difficult due to each intangible being unique. 

Therefore, royalties are common in transferring intangible assets, and the most optimal models are 

identified as either the comparable uncontrolled price method, profit split method or transactional 

net margin method (OECD, 2010a). Furthermore, if a firm has a centralized structure of its 

intangible assets, it would most likely adapt their intangible assets towards efficiency in operational 

structures and/or tax savings, whereas a decentralized firm would work towards adaptation to the 

local market (Emmanuel & Mehafdi, 1994). 
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2.6 Summary of the Theoretical Framework 

How the firms work with each other both internally and how they conduct their businesses 

externally will give rise to different strategies used for the framework of their transfer pricing policy. 

Each MNE is unique in the sense of their structure and control; hence each MNE will strive towards 

different types of strategies. The transfer pricing models as well as the regulations and guidelines are 

key factors in determining what each MNE should strive towards in order to achieve a fair price, 

accepted by the MNE and tax authorities. 

 However, the theory and practical regulations has mostly focused on manufacturing firms 

and is not as well adapted for service firms. As services are immensely made up of intangible assets, 

it is hard to compare and identify, which further gives rise to difficulties in achieving a transfer price 

at the arm’s length standard. In order to adapt the guidelines to services, comparability of risks 

assumed, performed functions, and the nature of the service should be considered when choosing 

the most suitable method in order to determine the price at the arm’s length standard. Porter’s value 

chain is of importance when evaluating the function analysis as it supplements to understanding the 

role of each function in providing the end service. 

 The authors believe that the best suitable transfer pricing models would go under the 

following table depending on the structure of a firm and realizes that all models could be used in all 

structures based on the aforementioned theories. 

 

  

     The reasoning behind the placement of the transfer pricing models is as follows; in the cost-plus 

method, high risks are undesired and includes rather simple services. The functions require high 

comparability but it is less important that the service is comparable in the market. Hence, it was 

deemed to be more in a cooperative structure where the competitiveness – which includes risk taking 

– would be sufficiently low. Furthermore, the cost plus method should not entail valuable unique 

Cooperative

• Cost-Plus Method

• Profit Split Method

• Resale Price Method

Competitive

• Comparable 
Uncontrolled Price 
Method

• Transactional Net 
Margin Method

Collaborative

• All models could be 
suited here as well.

Table 2.2 Transfer pricing models in a firm structure 
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intangibles. The profit split method was placed in the cooperative structure because of how it 

interplays with cooperation where each unit is rewarded depending on their contribution. 

Furthermore, the intangible assets are of importance where it contributes to value creation and not 

only the sheer volume of a transaction. Resale price method was also placed under the cooperative 

structure because of how dependent the firms are to each other and was therefore deemed that the 

resale firm could not survive on its own. 

     Comparable uncontrolled price method fit into the competitive structure because of how the 

model is constructed, where the product comparability must be high in order for a transaction to 

occur. Transactional net margin method is used where one side contributes with a unique trait – 

which means that it will benefit the firm with the unique trait. 

     As Eccles (1983) states, there are different pricing strategies used in these different structures; 

where cost-based pricing is more commonly used in cooperative while market-based pricing are used 

in competitive. The trust issue brought up by Bradach and Eccles (1989) could be suited in all 

structures where trust can be formed in many ways. The authors believe that trust is a main issue in 

the collaborative structure as it entails both the competitive and the cooperative structures, where the 

strategy would be a market-based plus a discount strategy. 

     The authors believe that a service firm would fit under a structure depending on how it interacts 

with the different intra-firm relationships based on Eccles (1983) where a cooperative structure fits a 

firm best when the need of interplay is required. Therefore, the authors believe that a service firm 

would be most suited with a cooperative structure if the cooperation between the firms is of 

significance. Furthermore, in a competitive structure, the transfer pricing models that are suited in 

this structure require high comparability in the market and use market based pricing whereas services 

are usually hard to compare and are built upon intangible assets (Eden, 2005). Setting a fair price 

between the intra-firm groups require trust from both the subsidiaries and the headquarters (Bradach 

& Eccles, 1989). 

     A service firm should consider the cost uncertainty and the competition to figure out which 

pricing strategy to use. The authors believe that in a highly competitive market where the cost 

uncertainty is not very high, a controllable market-based transfer pricing policy is preferred. If an 

established external market is absent for a specific service and the service is hardly comparable, then 

a cost-based transfer pricing policy is most suited. Furthermore, a market where the competition is 

adequate, and where the cost uncertainty is low, then a standard cost transfer pricing policy is best 
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suited. Actual cost is best suited if the cost uncertainty is high because of how it interacts with the 

cost. 

     The theoretical framework presented will give a base for the strategy which could be used for 

ServiceCo. The structure of the firm, the control mechanism and the table for the transfer pricing 

models will be taken into consideration in order to provide a solution for ServiceCo. The authors will 

use the theoretical framework in order to establish a path for ServiceCo to determine a transfer price 

which fits their organization. 
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3. Method 

As the area of study for transfer pricing and the service industry is rather unexplored, it has led to the 

authors wanting to research this new phenomenon. This chapter will present the methodology which 

the authors adapted to this study. The approach and mode of procedure will be defined and further 

lead to the discussion of criticism towards the method chosen. 

 

3.1 Research Design 

The purpose with this study is to explore how a service firm, in this case ServiceCo, could achieve a 

transfer price and determine which transfer pricing model is most suitable for the firm. 

     Thus, this study has an action research approach, also known as participatory action research 

(PAR), where the authors are in collaboration with ServiceCo and are aiming to participate as 

consultants to solve the practical problem of transfer pricing for service firms.  As ServiceCo 

requests a recommendation and revision for their transfer pricing policy, the authors sought to 

improve practice by critically reflecting and evaluating upon the gathered evidence to establish a 

change for the specific context (Koshy et al., 2010; Parkin, 2009). 

     In order to tackle the research questions, this study approaches a qualitative research with semi-

structured interviews. Furthermore, due to the nature of this study being a PAR, it lead the authors 

believing an abductive approach seeming fit. An abductive approach allows the authors to 

understand the specific phenomenon better and considers the empirical facts to the theory. Hence, 

the abductive approach has been determined to be the structure of this study as this study puts the 

theory and the empirical findings in parallel to each other. Therefore, this approach allows for a 

deeper analysis and interpretation of the phenomenon (Saunders et al., 2009). Furthermore, using a 

qualitative approach means that the data collected can be ambiguous and could be interpreted in 

various ways instead of having a concrete one single value (Nkwi et al., 2001). 

3.1.2 Exploratory Single Case Study 

The nature of this study is defined as exploratory as the problem area has little theory for service 

firms. As most theories and guidelines are developed for a world of manufacturing firms, this study 

aims to approach the theories with new angles providing in-depth information towards the service 

firm to understand the subject better. Exploratory research strives to define hypotheses and research 

questions (Yin, 2009). Exploratory research is done whenever there is little theory surrounding the 

subject in question (Saunders et al., 2009). 
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     Even though multiple case studies may result in better generalization, the authors chose to 

proceed with a single case study. As the study focuses on achieving a transfer price for a service firm, 

the authors do not seek to test the theory, but rather to develop it and challenge it, illuminating the 

area of study which is today lacking established theory for service firms. The authors’ do understand 

that choosing a single case study decreases the generalizability to draw broader conclusions, but a 

single case study allows the authors to gain a deeper understanding of a single case. 

     The authors have the opportunity to analyze and observe a certain phenomenon, and the 

revelatory nature of the study derived from the research question leads this study to achieve in depth 

conclusions for a case, with a trade-off for generalizability. With all choices of method, it is crucial 

that the research question is the driver of the selection of method. It is therefore of great importance 

that the selection is consistent with the research questions of the study (Yin, 2009). 

     As the transfer pricing research lacks established evidence for service firms, as well as the 

dominant logic shifting to services, the authors have chosen to conduct a qualitative single case 

study. When an area of study is not fully developed and the theory is not well established, case 

studies are highly appropriate (Scrapens, 1990). This is supported by Yin (2009), who argues that it is 

ideal to select single case studies when researchers have access to a phenomenon that previously had 

limited access and for revelatory purposes. If a certain area of study is an extreme case or the 

situation is unique, single case studies are highly suitable. Theoretical sampling of single case studies 

is therefore chosen due to its revelatory nature of an unusual phenomenon, when the study is an 

extreme case or when one has access opportunities for the research area (Eisenhardt, 1989; Yin, 

2009). 

 

3.2 Case Firm Selection 

The authors decided to focus on a service firm with headquarters in Sweden due to transfer pricing 

decisions and setups tend to be centralized in MNEs. The approached firm, ServiceCo, is a business 

process outsourcing firm, providing solutions for other online firms in order to make their website - 

with contents generated by end users - safer. ServiceCo was established in 2002, making it a relatively 

young firm in the global context. This would mean that the firm is more susceptible for changes in 

structure, strategy and service offerings. Furthermore, their transfer pricing policy might not be as 

established as for mature firms, indicating that it could require more frequent revisions. ServiceCo is 

also established worldwide, with centers in Europe, Asia and South America, together with a 

turnover of 140 million SEK and over 500 employees (ServiceCo Annual Report 2013). 
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     The authors felt that the case firm was particularly suitable for their study. Personal contact was 

made with ServiceCo during the approach and the purpose of the study was presented. ServiceCo 

accepted to partake in the study, granting access for interviews and information. Hence, ServiceCo 

was further selected due to reasons of access opportunities and the nature of the firm (Eisenhardt, 

1989; Yin, 2009). Additionally, approaching a firm with the headquarters in Sweden grants the 

authors personal interaction when conducting interviews and the access also enables the authors to 

conduct interviews with subsidiaries through video conferencing systems.  When selecting a case 

firm, a theoretical sampling was made, meaning that the authors approached a firm suitable for 

developing existing theory (Eisenhardt, 1989). 

3.2.1 Determining the Transfer Price and Selecting the Suitable Model 

When determining the transfer price and selecting the suitable mode, the authors will focus on the 

structure and control practiced by ServiceCo as setting a transfer price varies from each MNE’s 

control and structure (Eccles, 1983). As a fair price has to be negotiated for ServiceCo’s services of 

its intra-group transactions, it will boil down to the sourcing and pricing decision. Furthermore, 

ServiceCo’s strategic objectives will be assessed towards the Managers Analytical Plane (MAP) 

(Eccles 1983). Having assessed the structure and control, the authors will tend to the OECD 

guidelines in order to understand how ServiceCo could achieve a price at the arm’s length standard. 

A comparability analysis will be carried through and ServiceCo’s value chain will be assessed - 

supplemented by Porter’s (1985) Value Chain-model - by the gathered interviews of the different 

functions, in order to understand where the intangibles assets for providing the services are created. 

This will provide the authors the foundation to understand what the different implementations 

certain transfer pricing models would have, and which one would be most suitable, given the firm’s 

circumstances. 

3.3 Semi-Structured Interviews and Interviewees 

The authors will have semi-structured interviews with key personnel in ServiceCo. This is due to that 

the information is dependent and derived from individuals working within the firm. The key 

personnel in the firm are respondents involved in the strategic and operational aspects of the firm in 

the headquarters and in its subsidiaries. The interviews were therefore carried out with supporting 

functions such as finance, information technology (IT), business development and operations. 

     Semi-structured interview is suitable for this study because of the availability of the respondents. 

Bernard (1998) suggests using this type of interview structure if the respondents could not be 

interviewed more than once.  In addition, a semi-structured interview would not steer the 
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respondents into the answers which the authors would want. Hence, the authors stay unbiased on 

the answers given. However, one has to take into consideration the position of the respondents and 

if they are biased because of their position. Furthermore, the information attainable will be limited 

because of various reasons, one being e.g. confidentiality. Using the semi-structured interview 

technique, a deeper understanding of the respondents’ answers would be attainable (Rowley, 2012). 

     The selection of the respondents was not made on the basis of experience and knowledge in the 

field of transfer pricing, but rather due to their involvement in the firm. As the analysis for this study 

requires the authors to understand the firm in-depth regarding their structure, control, strategy and 

the value chain, interviewing these key personnel enabled the authors to broaden their analysis. As 

the authors are suggesting how ServiceCo could set their transfer price and which model they could 

use, limiting the respondents to the finance department was considered insufficient for the authors 

to understand the firm. The key personnel interviewed are shown in the table below: 

 

             Table 3.2 Interviewed key personnel 

     The majority of the respondents are from the headquarters and from the upper hierarchical levels 

of the firm in the subsidiaries. The authors believe that the choice of key personnel will provide the 

basis for a rigid analysis of the firm. The respondents will be kept anonymous throughout the study 

and will be referred to as “Respondent X”, where X indicates a number. The number does not 

however signify any particular order in regards to Table 3.2. 

 

 

 

 

Headquarters

Sweden

• Chief  executive officer

• Chief  operating officer

• Chief  technology 
officer

• Head of  Business 
development

• Local accounting 
manager

Subsidiary 1

Southern Europe

• Global accounting 
manager

• Operations manager

• Knowledge & 
Implementation 
Manager (Center of  
Excellence)

• Process improvement 
manager (Center of  
Excellence)

Subsidiary 2

South America

• Operations manager
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3.4 Interview Design 

Having determined the research question and the method for collecting data, an interview design was 

established. It is therefore very crucial to have relevant questions and having a semi-structured 

interview allows asking how and what questions instead of why (Secor, 2012). When structuring the 

interview questions, the authors used Berg’s (2001) guidelines by adopting (1) Essential questions, (2) 

Extra questions, (3) Throw-away questions and (4) Probing questions. 

     The authors’ initial approach with the interview questions was to ease the respondents into the 

interview by having a throw-away question which is still relevant for our research problem. This was 

done by asking the interviewees to introduce themselves and talk about their role in the firm. The 

authors further scattered the essential questions but also assured to have extra questions to establish 

a higher reliability such as asking similar questions surrounding control and structure throughout the 

interview, ensuring that the answers were consistent. An example of this was to ask “What is your 

perception of the relationship between each center in the organization and how dependent are they to each other?” when 

talking about the organization, and asking “How does your function cooperate with the different centers and 

other functions within the group?” when talking about the function they work in. These types of essential 

questions are better scattered throughout the interview when the subject is of sensitive matter. 

Separating essential questions further eases the respondent's’ mental stress. Furthermore, as the 

authors use similar questions that are rephrased i.e. extra questions, it increases the reliability of the 

answers provided by the respondents. This is basically a check whether or not the respondents are 

providing reliable and consistent information through the use of different wordings (Berg, 

2001).  The authors’ also have probing questions in mind, which are not written down in the 

interview questions and were asked when the authors wanted to know more about a specific answer. 

These questions are asked in order to attain more information about specific subjects that are of 

more interests to the interviewers, which complements the previous answers given by the 

respondents. These questions are usually not in the interview, but more of a follow-up question, 

which is the core of a semi-structured interview. 

     The structure of the interview was designed as illustrated in figure 3.1. The questions are divided 

in three major sections; (1) Organization, (2) Function and (3) Service. 
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Figure 3.1 Illustration of the semi-structured interview design 

     The questions in each section are derived from the authors’ interpretation of the theoretical 

framework such as the five steps of Eccles and the required analysis of the OECD guidelines. The 

first section covers the company as a whole, focusing on questions surrounding structure, control, 

strategy, market and risk. The second section covers the function of the respondent, further focusing 

on structure, control and risk. The third section includes questions regarding the services provided 

by ServiceCo, with emphasis on the types of services, the knowledge dependency/independency and 

processes. The authors further used additional questions in order to understand the transfer pricing 

policy used by ServiceCo today. The authors believe that these questions give an overall view of the 

firm, functions and services. This will further lead the authors being able to map the firm accordingly 

with regards to the theoretical framework, identify & assess the value chain of the firm and where the 

intangible assets are created to provide the service. Hence, the authors will be able to understand 

how the company could achieve a transfer price and which transfer pricing model that would be 

most suitable. 

 

3.5 Critical Reflections 

Since this study uses a single case study format, the external validity will be rather low as Yin (2009) 

states that external validity is how well the analysis can be generalizable. This is due to the fact that 

this study will focus on one firm, which may or may not be applicable to other firms in similar cases, 

as all firms are unique. In addition, the authors cannot guarantee that the findings of this study may 

be beneficial for other service firms. However, the operationalization towards achieving the result 

could act as a guideline for other service firms. 

Organization

Function

Service
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     Interviewing personnel from different centers of the firm might provide contradicting 

perceptions of the firm’s structure and could create difficulties for the authors’ to draw conclusions. 

Furthermore, only interviewing key personnel in the company can create biased answers as the 

findings are from the top hierarchical levels within each respective center. Transfer pricing is an area 

which could be a rather sensitive topic for firms to discuss, further leading to that information can be 

left out and also for answers being directed in a certain direction. Additionally, the outcome of the 

study may be affected by the choice of personnel interviewed, and if the case study was to be 

replicated and other personnel were chosen to participate, the outcome of the study could be 

different due to human perceptions. 

     The previous literature and theory used in this study relies mainly on Eccles and the OECD 

guidelines which makes the theoretical framework rather limited. The theories and guidelines are the 

foundation for transfer pricing studies and practices, albeit not as established for service firms. 

Hence, the authors are not trying to test the theories but rather add on top of existing theories. 
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4. Empirical findings 

This section will exhibit the empirical findings from ServiceCo. It will firstly present the data to 

indicate a structure and control, later emphasis will be on identifying the transfer pricing model and 

lastly the transfer pricing policy. 

 

4.1 Empirical Findings indicating Structure and Control 

All respondents stated that ServiceCo has six different centers across the globe, in Europe, Asia and 

South America. The headquarters are in Sweden but the biggest part of the firm is “Subsidiary 1” and 

is located in southern Europe. Respondent 9 elaborated that each center has a different role in the 

firm, where Sweden acts as a central business support unit which goal is to provide resources, ensure 

that there is required competence and that the centers have the best working conditions. 

Furthermore, the consensus of the respondents was that the management team is based in Sweden 

and is where all major decisions are taken. They are currently not having any operations in Sweden as 

they have had before, and are not planning to provide services from Sweden going forward. 

Respondent 9 stated: 

“[Subsidiary 1] is the most crucial part of the company as it is the largest operational 

center.  The majority of the knowledge and know-how is there and this is also where we keep our 

center of excellence to spread the core knowledge and best practices within the center and to the 

other operational centers.” 

     Subsidiary 2, located in South America, is also pure operational center focusing on clients in 

South America, but is heavily reliant on the knowledge received from Subsidiary 1 (Respondent 1) as 

this center is relatively new in order to provide the services, meaning that they are only executing the 

services. The respondents explained that Subsidiary 3, located in Asia had previously small 

operations which also closed down, and is now only a supportive center. Subsidiary 4, in Asia, is a 

substantially smaller operations center which is also executing on the knowledge received by 

Subsidiary 1. Subsidiary 5 is a newly opened center for operations, located in Europe and is also 

perceived as an executional center implementing the knowledge of Subsidiary 1. 

     All respondents informed that the head of every function is based in Sweden, where all decisions 

and suggestions are reported to Sweden. The top-down control is further noticed as the management 

team is highly involved in the operational aspects and the majority of them travel to the subsidiaries 
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on a regular basis. Furthermore, respondents 1, 4, 6 & 8 elaborated that the subsidiaries are involved 

by providing suggestions, but cannot make any final decisions without the headquarters in Sweden. 

“We are moving to a greater independence. Everyone can chip in to help each other out. For 

example, we are as independent as we want to be to find a client but it is Sweden being the one 

taking the decision about whether or to move forward with the client.” – Respondent 8 

     ServiceCo is perceived by the respondents to have a very open management style, where 

communication is flowing in both directions.  However, all major decisions involving strategy are still 

taken in Sweden with a top-down control, as the management team is based in Sweden. Decisions 

can still be taken locally and the strategic decisions are based on input from the subsidiaries, 

especially Subsidiary 1, as Respondent 9 stated: 

“Some decisions could be made locally, especially in [Subsidiary 1] regarding structuring of 

functions, premises and a parts of the IT-development. We are also moving from more centralized 

decision making to a more decentralized structure. The decisions made today in the management 

group in Sweden are based on input from the subsidiaries.” 

     Furthermore, Respondent 5 expanded: 

“Most of the development is done in [Subsidiary 1] in order to build an IT-structure surrounding 

the process of providing the services. The company is also transforming to be more product-oriented 

through creating our own IT-platform, in line with the changes in the industry. The development 

of this platform is highly dependent on the immaterial knowledge existing in as this tool cannot 

work without the knowledge from the operational centers and center of excellence.” 

     The relationships between the firms in ServiceCo are intertwined, where the other operational 

subsidiaries are highly dependent on Subsidiary 1 for knowledge and know-how in order to provide 

the services according to the best practices of ServiceCo. However, all subsidiaries are highly 

dependent on the headquarters in Sweden, which has the control for making crucial strategic 

decisions (All respondents).  Respondent 1 specified that Subsidiary 2 is on the other hand striving to 

become less dependent as a subsidiary because of an establishment of a COE in the near future with 

the help of Subsidiary 1. Nevertheless, they are independent on the daily basis of operations. 

“If [Sweden] fell apart, then [Subsidiary 1] would still be able to maintain, not vice versa.”  

– Respondent 8 

     Opposing to that statement, Respondent 4 argued for: 
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“Without the management team in Sweden, there is no strategy going forward” 

     Communication is flowing in all directions, to and from the headquarters as well as in-between 

subsidiaries. The perceptions of the respondents were that the subsidiaries could be as independent 

as required and that they are moving towards a higher independency. Having an open relationship 

has increased the group’s cooperation with each other which further decreases the formal 

hierarchical structure. Therefore, the subsidiaries feel trusted enough by the headquarters and the 

headquarters trust the subsidiaries in their daily operations (Respondent 8). Respondent 1 explained 

that each subsidiary is active in finding new clients and handling them in terms of contracts, but all 

findings has to be reported to and approved by the management team. The consensus of all 

respondents were that on the extremes, without Sweden, there would be no strategy going forward, 

but without Subsidiary 1, the know-how created through years of experience would vanish. 

     Within the functions themselves, communication flows both ways and but all decisions are taken 

by the head of the function. There are certain decisions that can be taken by managers of the 

different subsidiaries without the consolation of the head of the department.  The functions in 

ServiceCo are relatively common to what can be expected in other firms (All respondents). However, 

their IT development and Operations (including the COE) were considered to perform unique 

functions for the firm, rather than routine work (Respondents 1, 3, 4, 5, 6, 8, 9 & 10). 

     The consensus of the respondents was that most of the functions continuously cooperate with 

each other in all centers and between centers as most of the supporting functions sit in Sweden and 

most of the operations are across the subsidiaries. Even though hierarchically structured, the 

perceptions of the cooperation between the entities were decentralized. 

 

4.2 Empirical Findings to Identify the Transfer Pricing Model 

     Subsidiary 1 stands for the most crucial part of the firm when it comes to operations, knowledge, 

development and size in terms of human resources (All respondents), which accounts for around 

80% of the firm’s employment share (Respondent 9). Respondents 1, 4, 6, 8, and 9 particularized 

that Subsidiary 1 further accounts for keeping and transferring knowledge regarding core 

competence of the know-how to the other centers, where they have established a center of 

excellence (COE). Hence, Subsidiary 1 ensures that each respective center is following accordingly to 

the best practices created by the COE when providing services to other clients from the other 

centers. 
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“In terms of knowledge, we are dependent to [Subsidiary 1], but in terms of crucial decisions, we 

are dependent on Sweden. However, when it comes to the day to day activities of operations, we 

are independent” – Respondent 1 

     ServiceCo is striving to relieve control by giving more decision making capabilities to the 

subsidiaries (Respondent 9). For example, ServiceCo has, when developing a new IT-product 

solution for their services, been reliant on the knowledge and requests of Subsidiary 1 (Respondents 

3, 4, 5 & 6). The development has mostly been conducted in Subsidiary 1 but the strategic decision 

to create it has been through a decision by the management team as explained: 

“Strategically, [Subsidiary 1] is very important as this where our substance is. If we need to test 

anything, such when developing our IT-platform, we do it in [Subsidiary 1] as the people here are 

the basis for the services. However, all the decisions are still taken in Sweden.” – Respondent 

5 

     Respondent 5 states that ServiceCo’s strategy going forward is to increase their service package 

with a product, in terms of information technology (IT) software solutions that can be sold on the 

external market. The shift is towards becoming a product oriented company apart from the services 

they provide today, whilst still being the market leader in their specific service industry. Respondent 

3 mentioned that: 

“The product development is based on our customers today rather than future customers and is 

therefore dependent on the Center of Excellence.” 

     They have been rather customer intimate by being dedicated with the same customers for years 

and adapting to their requests, but wants to for the future, to improve the relationship through 

product development in information technology (Respondent 5 & 9).  Furthermore, the goal is to 

increase the independency of the other operational centers to Subsidiary 1 by establishing a center of 

excellence, e.g. in Subsidiary 2 (Respondent 4). Furthermore, Respondent 9 argued that: 

”Within the specific industry we operate in, there is a big recognition of ServiceCo, outside the 

specific industry we are limited. The brand has improved through being good at what we do rather 

than marketing. The general perception is that ServiceCo provides quality and is a premium 

service provider.” 

     The risks perceived by the respondents were technological issues where ServiceCo is not as highly 

developed in the IT section as they should be (Respondent 8). 
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“The most relevant risks are that we are not transforming fast enough, meaning that the services 

we provide might become irrelevant. It is mostly external factors affecting this where there is a fast 

change in technological development.” – Respondent 4 

“The risk is the IT-development in the market, and our company has been rather late with IT-

development. We are also quite dependent on the customer list.”– Respondent 5 

     This allows the clients to move to other internal sources for the service. Other risks concern the 

competitiveness of the service. Since the service is price sensitive, the industry’s trend has been to 

lower the prices. Therefore, ServiceCo might be losing clients to newcomers whom might have lower 

prices (Respondents 4, 7 & 9).  A third risk that was perceived by respondents 3, 4, 5, 6 & 9 was that 

the shift to providing an IT-solution will not be perceived as value-adding from the client’s 

perspective. Additionally, as Subsidiary 1 provides the majority of the services and owns most of the 

customer list, it carries the credit risk, albeit low due to the relationship with the customer 

(Respondent 7). The firm also faces high labor risk as they are heavily reliant on people – if key 

personnel leave the firm, then the know-how is lost (Respondents 1, 4, 6, 8 & 10). 

     All respondents stated that ServiceCo’s structure is functionally structured with the functions 

being: finance, human resources, operations, sales/marketing, business development, information 

technology and project management. Each of these functions are hierarchically structured with a top-

down control approach as the head of every function is in Sweden. Some functions, such as 

operations has a larger hierarchical structure than most other functions, as this reaches down to the 

managers of a specific assignment and further the employees directly working with the service 

(Respondents 1, 4 & 6). 

     All respondents explained that the service provided is online solutions for other online firms 

which are divided in to three different service areas. The knowledge required changes from one 

service area to another and is very dependent on what type of service is provided. The main service 

offering is to screen the clients’ website that has content generated by end users, with the goal to 

prevent wrong content from being published on the site. Furthermore, ServiceCo provides services 

to ensure that the published content is free from violations, scams, forgeries and exploitations, 

making the site safer and trusted. ServiceCo also provides supporting and advisory services (All 

respondents). Hence, there are simpler services together with services that require a more in-depth 

analysis & investigation. Therefore, employees working with the more sophisticated services require 

more knowledge that takes longer time to attain. Thus, the higher up the service is in the delivery 
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level, the more knowledge it requires, whereas the basic services does not require extensive 

knowledge, which makes the training relatively easy (Respondents 1, 6 & 8). Respondents 4, 6, 8 & 

10 mentioned that ServiceCo has historically been too dependent on people rather than processes to 

provide their services. As the knowledge can be tacit knowledge, the people leaving the company has 

led to the loss of crucial knowledge which impacts the result, quality and also the opportunity to 

contract new clients. In recent years, ServiceCo has strived to be more process oriented and 

decreased their dependency on people by having processes for documenting and sharing knowledge. 

“It is difficult to cope with people leaving, but we try to document. However, as people go, the 

knowledge goes with them. The documentation and processing of knowledge is not the most 

efficient process at the moment.” – Respondent 6 

     Respondent 10 specified that: 

“People are crucial to the organization. But the more we are documenting, the less we are 

dependent on knowledge in peoples mind. Still, crucial knowledge is dependent on the people”. 

      Nowadays, ServiceCo is dependent on both processes and people as processes are the 

foundation for new implementations with the people driving it forward (Respondent 8). For 

example, many of the key personnel have worked in the firm for a while and have gained extensive 

knowledge about the service & the market, leading to promotions up to positions in order to keep 

and share the knowledge they have (Respondent 4). ServiceCo is now more affected by key 

personnel leaving rather than employees working with the simpler services. Hence, ServiceCo is 

trying to keep the competence through documenting the knowledge and sharing it on the internal 

network (All respondents). There are some IT-solutions used to provide the services but this has 

until now only been internal and has existed to support the employees working directly with the 

service (Respondents 3 & 5). These solutions have not been products that could be sold on the 

external market, compared to what ServiceCo has been developing now. 

 

4.3 Empirical Findings to indicate a Transfer Pricing Policy 

ServiceCo has previously been using an actual full cost based transfer policy due to the nature of the 

firm (Respondent 2 & 7). The guidelines are to use a cost-plus method to and from the headquarters 

in Sweden. 

“Previously, we have been using the cost-plus method based on actual costs. Both the market and 

we have changed quite a lot since the last transfer pricing study, and we have therefore been unsure 
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if this method is still applicable for us. We would have liked to have a policy that was flexible to 

organizational and market changes. The previous study recommends us to revise our transfer 

pricing policy due to our dynamic nature.” – Respondent 2 

     The actual cost, plus a fixed mark-up price is used for all transfers between the entities. The 

transfer pricing policy is mandated from Sweden and is based on guidelines provided from previous 

years (Respondent 2 & 7). According to all respondents, all centers were providing services, whereas 

now Sweden conducts no services to external customers and Subsidiary 1 owns the majority of the 

operations, with the rather newly established Subsidiary 2. Latter subsidiaries have no or very little 

operations. Respondent 2 explained that the older transfer pricing study considered most of the 

functions to be non-intangible property creating and the services being of low intangible value. 

Furthermore, the intra group trade has averaged for around 35% of the total trade including the 

internal & external revenue and costs for the past 4 years. This has in recent years been increasing to 

around 37% (Respondent 2). ServiceCo has been using an actual cost due to the costs in the firm 

constantly fluctuating due to reasons explained by the Respondent 7: 

“I think that for a service company like us where the costs fluctuate between one month and 

another it is more suitable to go for the actual cost but if we were to be a service company where 

for example we only recharged the direct costs, then we could go for standard costing” 

     ServiceCo has fluctuating overhead and direct costs from month to month. Therefore the 

perception is that the actual costing provides the fairest price for the intra-group transactions as the 

volume of services provided varies constantly. An issue with using actual costing was that it was 

harder to keep track of rather than using standard costing for each month (Respondent 2 & 7). 

     Moreover, the company is well-known in the specific industry they work in, but not the entire 

BPO industry. Furthermore, in their specific industry, the competition from firms that provide the 

similar services was low. However, the ones that exist do not provide as sophisticated service 

offerings as ServiceCo but rather competes in pricing of the basic services (Respondent 4 & 9). This 

was further explained by respondent 9: 

“Given our experience in our specific industry, there are no major competitors similar to our 

company but due to the nature of our company being a BPO, the biggest competition is our clients 

themselves that can decide to do the services in-house.” 

Being a BPO, ServiceCo is dependent on the client’s willingness to outsource, where the volume of 

services required is highly dependent on the customers (Respondent 9). 
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5. Analysis   

This section will provide an analysis by the authors where the operationalization from the theoretical 

framework will be finalized. Thereafter, a closer look upon the intangible assets and the functional 

analysis of ServiceCo will be assessed. Lastly, a conclusion is drawn with accordance to the MAP by 

Eccles (1983). 

 

5.1 Reasoning 

The research question of this study was to see how a service firm could achieve a transfer price of its 

services, with a sub-question leading to what transfer pricing model was most suitable for a service 

firm. The theoretical framework suggested different models for different types of structure and 

control of a service firm. 

     In order to establish which transfer price could be suited for ServiceCo, the authors needed to use 

backtracking to gain an understanding of how a transfer price is set. Therefore, the authors first had 

to look towards the structure and control in order to find which transfer pricing model would be 

suited for ServiceCo. Thereafter, a transfer pricing model had to be established to fit under the 

structure and control of ServiceCo. The authors had already set an operationalization in the study, 

which they utilized in the analysis. The different transfer pricing model required the firm to have 

different strategies, where some utilized high intangible assets and others did not. Therefore, before 

setting a transfer pricing model, the intangible assets had to be identified. Following, a transfer 

pricing policy which, according to the authors, could adapt to these characteristics was chosen. 

 

5.2 Analysis of Structure and Control 

Given the empirical findings, the subsidiaries are highly dependent on the headquarters and 

specifically subsidiary 1. The communication between the centers of the firm was found to be 

effective where they had mutual trust about the control issues. Eccles (1983) states that the structure 

and control are of importance when considering transfer pricing, where a vertical structure prioritize 

cooperation and mutuality and a horizontal structure prioritize autonomy and their own profits. The 

empirical findings points to that the crucial decisions are taken via top-down and that the 

respondents state that the communication were effective and trusted the top management. 

Furthermore, according to the respondents, the subsidiaries are acting independent on the daily to 

daily routine problems but when it is not a routine problem, they report to the top management and 

determine a solution together.  
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     Considering these facts, the authors believe that ServiceCo has an interplay within their firm 

rather than acting autonomous. These variables further points towards cohesion and flow within the 

firm because of the communication. All of the variables points the authors towards finding a vertical 

structure rather than a horizontal structure in ServiceCo. The last variable, where the non-routine 

functions are reported to the top management, strongly indicates a vertical structure as autonomous 

subsidiaries would not seek guidance from the top levels. Thus, the authors draw the conclusion that 

ServiceCo was found to have a hierarchical structure. 

     According to MAP established by Eccles (1983), a firm can be located in three different 

structures; the cooperative, the competitive and the collaborative. A cooperative structure does not 

exclude independence but have low to adequate amount of independence whereas in a competitive 

structure, the subsidiaries would strive for autonomy and has a minimal control mechanism via top-

down with a heavy bottom-up control mechanism. The collaborative structure allows for both 

interdependence and independence. Since ServiceCo was established to be in the hierarchical 

structure by the authors, it is believed that the competitive structure should be excluded. In addition, 

since the non-routine functions are via top-down control further strengthens the neglecting of a 

competitive structure. Therefore, the authors believe that ServiceCo are either in collaborative 

structure or a cooperative structure. 

     Both structures allows for independence and interdependence, where the main difference are the 

control mechanism and the interplay between the subsidiaries. Since the subsidiaries are dependent 

on the headquarters and Subsidiary 1, the authors believe that the competitiveness is rather low. This 

collides with the concept of collaborative structure, where the subsidiaries have a competitive 

attitude towards other subsidiaries. In addition to the competitiveness, the control mechanism of a 

bottom-up strategy is lacking for ServiceCo as the subsidiaries are dependent on the headquarters for 

critical decisions. Moreover, a firm is in a collaborative structure when there is high independency 

and interdependency. In contrast, based on the empirical findings, one could argue that ServiceCo is 

in a collaborative structure because of the input from the subsidiaries towards the decision making 

from the headquarters. The collaborative structure could further be argued through the trend from 

moving the decision making from a centralized to a decentralized structure but as ServiceCo looks 

today, the decisions are still only taking from the management group in the headquarters. In addition, 

since the subsidiaries cannot make any decisions by themselves apart from the daily routine activities, 

the authors do not believe that ServiceCo has a bottom-up strategy. This due to that a bottom-up 

strategy entails subsidiaries to be able to make decisions that will affect themselves. 
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     Based on the empirical findings, the subsidiaries are both independent and interdependent 

because of the aforementioned variables. However, as the independency is only for the daily routine 

activities and no crucial decision making, the authors believe that the subsidiaries have low 

independency and a high interdependency on the headquarters for the decision making. Therefore, 

the authors draw the conclusion that there is a low degree of diversification and a high degree of 

vertical integration. Furthermore, as the collaborative structure requires a high degree of 

diversification, the authors neglect the possibility that ServiceCo is in a collaborative structure today. 

Hence, as a conclusion, the authors believe that ServiceCo is in the cooperative structure.  

 

      Table 5.1 The Chosen Structure 

 

5.3 Identifying the Transfer Pricing Model 

Thereafter, continuing from table 5.1, where the authors have divided the transfer pricing models 

depending on the structure, a cooperative structured service firm should use the cost-plus method, 

profit split method or resale price method. The cost-plus and the resale price method requires the 

firm to not have significantly valuable intangible assets, whereas the profit split method allows for 

significant value of intangible assets. Furthermore, the respondents state that the knowledge and 

experience one needs in the service provided is dependent on the service. The basic level of the 

service provided required no prior knowledge and know-how and was easily taught to the new 

employees. However, as the level of the service rose, the more knowledge was required. 

Furthermore, analyzing the empirical findings lead the authors to believe that the firm is heavily 

reliant on people and processes, as well as the internal tools developed to provide the services.  
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     As the identification of intangible assets needs to be accurate, the authors used the 

aforementioned Porter’s value chain (1985) and Cañibano et al’s (2000) definition of intangible 

assets. As people have physical substances, the people themselves cannot be an intangible asset. 

However, the tacit knowledge they entail are. As ServiceCo is heavily reliant on key personnel 

spreading and storing the knowledge, know-how is one intangible asset. Similar to the know-how, 

processes are also considered to be knowledge within the firm. Therefore, processes are also 

determined to be an intangible asset. Another intangible asset is the internal IT-tools because it raises 

the quality of the service provided by the employees. As the empirical findings suggests, ServiceCo 

has a brand recognition by the customers mainly through the quality of their services than marketing. 

Brand recognition can be a probable source of future profits, where customers seek ServiceCo’s 

services because of their brand awareness and the reputation they have. Therefore, the authors 

believe that brand is another intangible asset for ServiceCo. Previous transactions provide another 

intangible asset, where the authors have named these intangible assets as customer list.  The 

customer list consists of the previous buyers and business relationships which ServiceCo has. As 

established in the empirical findings, ServiceCo is heavily customer orientated, which means that they 

follow their previous customers and act accordingly. Therefore, the authors determine that customer 

list is another intangible asset for ServiceCo. Lastly, the authors find that the new IT-platform will be 

an intangible asset as it is a source of future revenue and is controlled by the firm.  

     The empirical findings suggest that 80% of the employees are located in Subsidiary 1. This is also 

where the center of excellence is established for storing and spreading knowledge, which, according 

to respondent 9, is the most significant intangible asset. Furthermore, as Subsidiary 1 has ownership 

of the customer list, it contributes the most to increasing the brand awareness. The authors believe 

that this contribution is made because of the business relationships established in the customer list as 

well as how ServiceCo is customer orientated, where customers seek their services through their 

quality of work. However, the authors also believe that Sweden contributes to the brand awareness 

through its strategic decisions. The reasons for this is that Sweden decides which customers to 

contract, their strategic advancements and their overall strategy going forward. The authors believe 

that if ServiceCo would blindly follow the customers, their quality of work would not be as high as it 

is today. This due to that a set standards for ServiceCo have more than likely been made internally 

and has to be upheld by the employees. As the empirical findings suggest, ServiceCo has high brand 

recognition, which entails a set of mind for ServiceCo as a leader and not a follower.  As the new IT-

platform is developed by both Subsidiary 1 and Sweden, the intangible asset is owned by both 
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entities. Therefore, the authors assess that most of the intangible assets are carried by Subsidiary 1, 

such as know-how and customer list as well as the internal IT tools whereas the new IT-platform is 

carried by both Subsidiary 1 and Sweden. 

     Given the functional analysis, based on the respondents’ view of the decision making process and 

the functions performed, the authors believe that ServiceCo has routine and non-routine functions. 

Routine functions are identified by the authors as functions that are common in the entire market 

while non-routine functions are identified as the functions performed which are hard to compare in 

the market. The authors used Porter’s value chain (1985) to identify which the routine and non-

routine functions were. The support activities were considered to be routine functions where the 

people performing these activities could be easily replaced as the function itself is general throughout 

any market. The primary activities were considered to be non-routine functions where the 

resignation of these people are not easily replaced and/or duplicated. Analyzing the headquarters in 

Sweden, the authors interpret that the strategic management & IT development are non-routine 

functions. This is due to the strategic management accounts for all strategic decisions, where all 

crucial decisions are taken. This would entail that without the strategic management, there would be 

no strategy going forward resulting in a possible decline of revenue and possibly no new clients. 

Following Porter’s value chain (1985), the routine functions were identified as sales & business 

support services in the headquarters in Sweden because these do not contribute towards to the direct 

creation for the service.  

     The non-routine functions identified in Subsidiary 1 was the operational management, the center 

of excellence & IT development. The operational management consists of the operational manager 

and managers working directly toward a specific assignment. The center of excellence has explicit 

knowledge and know-how which the headquarters and other subsidiaries are dependent on. The 

authors argue that the absence of these functions would result in that the firm would not survive 

without the presence of Subsidiary 1 because most of the operations take place in Subsidiary 1. 

Furthermore, if the key personnel were to leave, the overall quality of the service will heavily decline 

and the implementation of new clients would be difficult.  Furthermore, the routine functions were 

identified as sales & IT support in Subsidiary 1 as argued for the routine function for the 

headquarters. 

     As the IT development are both present in Subsidiary 1 and Sweden, both contribute to 

developing IT solutions for the improvement of current services and for new product offerings. No 
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non-routine functions were identified in the other subsidiaries. The routine function consists of IT 

support in the other subsidiaries.  

     Apart from the aforementioned intangible assets and functions, the risks incurred by ServiceCo 

lies mainly in the headquarters and Subsidiary 1. The risk of the headquarters were identified as labor 

risk, market risk and IT development risk. Analyzing the empirical findings, the authors deem that 

labor risk entail the resignation of the management team in the headquarters. However, as the 

empirical findings suggests that even if the headquarters would close down, Subsidiary 1 would be 

able to maintain the firm. Thus the authors deem that the labor risk, albeit existing, is low in Sweden. 

The market risk entails that the market is constantly changing and that it is price sensitive. Therefore, 

ServiceCo might be losing clients to competitors with lower prices. As price seems to be the defining 

factor in business, the authors believe that the market risk is high depending on the client; especially 

for a customer-orientated firm as ServiceCo. The IT development risk entails that ServiceCo has not 

transformed fast enough as the market, which means that the current development might be 

outdated and not wanted by the customers. This further builds upon the market risk, as the client 

might shift to competitors or internal sources for IT-solutions. The IT development risk is perceived 

as high, as ServiceCo is an IT-related service firm. 

     The risk incurred in Subsidiary 1 consists of labor risk, customer/credit risk, market risk and IT 

development risk. The authors argue that the market and IT development risk are the same as the 

headquarters as both are concerned with finding new customers and share the IT development. The 

labor risk involve the human capacity to provide the services, which consists of 80% of the 

employees in ServiceCo. Therefore, the authors deem that the labor risk is higher in Subsidiary 1 in 

comparison to the headquarters. The customer/credit risk lies in Subsidiary 1 because their customer 

list. As most of the customers are contracted locally in Subsidiary 1, this entails a credit risk which in 

circumstances could mean a loss of income. This risk is however deemed to be low due to the 

relationship between ServiceCo and its customers. 

     To conclude, the authors argue that the most significant risks are the market and IT-development 

risks because it could affect the future of the firm. Furthermore, the authors consider these risks to 

be the most significant because ServiceCo has not transformed with the market and hence is behind 

the market in terms of IT-development. 

     When analyzing the intangible assets, functions and risks, the authors draw the conclusion that a 

resale price method is not applicable to ServiceCo because of their significant intangible assets and 

the non-routine functions. It is also not applicable because there are two centers which have 
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significant intangible assets whereas the resale price method only accounts for one. Even though the 

cost plus method is used today in ServiceCo and in most service firms based on the existing finding, 

the authors chose to discard this method because of the non-routine factors where the cost plus 

method requires no unique traits of their intangible assets and lower risks. One could argue that 

ServiceCo’s services could be compared to other BPO firms, e.g. call centers, and therefore use the 

cost-plus method. However, as the services could be quite advanced in ServiceCo and non-replicable, 

the authors depict that the comparability is low due to the lack of competitors.  Furthermore, the 

cost plus method is used when the functions performed has high comparability whereas ServiceCo 

entails non-routine functions with low comparability, e.g. the center of excellence. Furthermore, the 

cost-plus method would treat all functions as routine, which could mean that the entities can receive 

an unfair compensation for their contribution. Therefore, by excluding these two methods, the 

authors believe that the profit split method would be the most appropriate method for ServiceCo to 

choose. The profit split method was also chosen because of how it divides the profit depending on 

the contribution in providing the service instead of the sheer volume. In addition, the profit split 

method would also be suitable because of how it entails two or more entities with unique traits. 

 

 Table 5.2 The Chosen Transfer Pricing Model 

     Since ServiceCo has both routine functions and non-routine functions in two entities, the authors 

suggest to use the residual analysis in the profit split method. A residual analysis would be suggested 

because a profit split on the entire contribution would be difficult to analyze. In a residual profit split 

method, ServiceCo could be seen as in a joint venture relationship with an unrelated party where the 

compensation of the profit would be set on the intangible assets employed, functions performed and 

the risks carried. Using the residual analysis, the contribution of the routine functions would then be 

benchmarked through comparability by using either the transactional net margin method or the cost 
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plus method. However, since the transactional net margin method requires one side to have a unique 

trait, the authors decided to discard this method because the routine functions are common in the 

market and therefore lacks the unique trait. The cost plus method would suit the routine functions 

because of the lack of unique traits and because the risks taken is significantly low. For the non-

routine functions, an analysis should be made in order to calculate the contribution of each firm by 

the use of the profit split method. 

     Considering that the risks and intangibles are heavily carried by Subsidiary 1, they should be 

compensated vastly of the residual profit. Therefore, the authors believe that ServiceCo could use the 

residual analysis in the profit split method, where a cost plus method with a mark-up price should be 

applied to the routine functions and the residual profit should be split between the two entities based 

on the contribution of the non-routine functions. The other subsidiaries are compensated through 

the cost plus mark-up as they only entail non-routine functions. 

 

           Figure 5.1 ServiceCo’s value chain. 

 

5.4 Analysis of the Transfer Pricing Policy 

Finally, a transfer pricing policy has to be set. Since ServiceCo has a cooperative structure, dual 

pricing, market-based and market-based with a discount transfer pricing policy was neglected by the 

authors because the former two are, according to Eccles (1983), suited in a competitive structure 

while the latter is suited in a collaborative structure. Furthermore, since the services provided by 

ServiceCo was deemed not to be highly comparable, the authors believe that ServiceCo do not exist 

in a highly/perfectly competitive market. In addition, the external competition is low and there does 

not exist many firms similar to ServiceCo. Therefore, as Anthony & Govindarajan (2007) state, if a 

market-based transfer price cannot be used, a cost-based transfer price should be considered. 
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     It was previously established that the standard full cost strategy was best suited when the 

competition is adequate and the cost uncertainty is low whereas the actual full cost strategy is most 

suited when the cost uncertainty is high. It was also established that marginal cost is difficult to use 

when the services are customizable and is frequently used as a short-term perspective. When the 

authors analyzed the respondents’ answers towards the costs of ServiceCo, it was found that 

ServiceCo has fluctuating overhead and direct costs from month to month. ServiceCo is also 

dependent on the clients as they are dedicated to their customers. The empirical findings provide the 

authors with that ServiceCo is dependent on the customers today, where customization is of value in 

their service. Therefore, the marginal cost was neglected by the authors because of how marginal 

cost do not take overhead cost into consideration and is not optimal for ServiceCo especially as their 

services are customizable and volumes can fluctuate. In addition, the problem with cost-plus 

investment is the allocations of costs investments (Eccles, 1983), which means that a performance 

evaluation will be hard to adjust for and a fair reflection of the internal and external sales will not be 

concluded. Hence, the cost plus investment was neglected by the authors. 

 

 Table 5.3 The Chosen Transfer Pricing Policy 

     Given the variables, the authors believe that the cost uncertainty for ServiceCo is high due to that 

they are dependent on the customers for the volume of services provided, which in turn affects the 

costs where more customers give more costs (and revenues) and vice versa. A standard full cost was 

disregarded because of the fluctuation of costs, where a standard full cost would need static costs. In 

contrary, one could argue that, since ServiceCo is customer-orientated, they would have similar 

customers and therefore the price would be similar to previous clients. Standard full cost would be a 

viable option if this was the case. However, considering the empirical findings, where it was 

established that the external competition of similar firms was low, a standard full cost did not seem 
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fit because it fits best with an adequate amount of competition. By neglecting other cost-based 

transfer pricing policies, the authors believe that an actual full cost transfer pricing is best suited for 

ServiceCo. This is due to that the organizational characteristics and the nature of the firm continuing 

to change, which requires flexibility in costs. An actual full cost fit because of the empirical findings 

indicating a high cost uncertainty. 

 

     Table 5.4 ServiceCo located in Eccles (1983) MAP 

     To finalize the analysis with accordance to the MAP presented by Eccles (1983), the authors have 

based their analysis on Eccles’ (1983) 5 steps: 

1. Inter-business-unit relationships should be located on the MAP 

2. Location on the MAP should be compared to existing policy in transfer pricing 

3. Organizational characteristics should be analyzed 

4. Determine special problems 

5. Future strategy should be considered 

     In step 1, it was shown how the intra-firm relationships were based upon dependency towards 

each other, especially towards the headquarters and Subsidiary 1, hence resembling a vertical 

structure with low to intermediate independency. 

     In step 2, ServiceCo was located with high interdependency and low to moderate independency. 

ServiceCo have been using the cost-plus method as their existing transfer pricing policy. Considering 
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their location and current transfer pricing policy, ServiceCo uses a transfer pricing policy fitting their 

structure. However, as the theoretical framework suggests, using a cost-plus method would be more 

suitable for a service firm without any significant intangible assets. The analysis shows that ServiceCo 

today has significant intangible assets in two of the entities where the cost-plus method is not 

preferred. 

     In step 3, the organizational structure was deemed to be of cooperative structure by the authors 

because of how dependent the subsidiaries are on the headquarters and Subsidiary 1. Thereafter, the 

analysis was drawn that ServiceCo had significant intangible assets which could be divided into non-

routine and routine functions. 

     In Step 4, the special problem was deemed by the authors to be product pricing because of the 

analysis done in step 3. Using the cost-plus method could mean that the price is not high enough 

which can result in lower profits. Therefore it is believed that ServiceCo should re-adapt their current 

transfer pricing policy as their intangible assets are more significant than prior to today. 

     In Step 5, the authors believe that ServiceCo fits the cooperative structure presented by Eccles 

(1983), with a residual analysis of the profit split method, where the routine functions should have a 

cost plus a mark-up price and the non-routine functions should have a profit split method depending 

on the contribution. Lastly, the authors suggest to ServiceCo to use an actual full cost transfer pricing 

policy because ServiceCo has high cost uncertainty. However, ServiceCo might have to change 

transfer pricing policy again because of the implementation of a product, hence becoming both a 

product-based and a service-based firm. Even though the strategy going forward is being more 

product orientated, the model suggested by the authors is still applicable going forward. However, 

due to the method being very complex when the products can be compared on the external market, 

where the comparability is high, ServiceCo should reconsider residual profit split method since it is 

the most difficult method to use. 

 To conclude, ServiceCo was located in the cooperative structure based on its vertically 

integrated structure and the nature of their interdependency. A residual profit split method is 

suggested to be the most suitable model because of ServiceCo’s significant intangible assets, function 

performed and risks carried. Furthermore, a cost-based pricing policy should continue to be adapted 

because of the lack of a competitive external market and comparability of services provided. Lastly, 

an actual full cost pricing policy should be adopted because of how ServiceCo is reliant on their 

customers, which indicates a high cost uncertainty and the need for flexibility. The transfer price 

could therefore be achieved through combining the actual full cost policy with the residual profit 
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split method. The non-routine functions would be compensated by a basic profit through the actual 

full cost plus a markup percentage based on a benchmark value. Thereafter, the residual profit 

deduced from the total net profit minus the actual full cost plus markup compensation could be 

allocated between Sweden and Subsidiary 1 based on the contribution made. Considering that the 

intangible assets, functions performed and risks taken are immensely carried by Subsidiary 1, they 

should be compensated with the larger portion of the residual profit. The authors believe that this 

will be the fairest outcome given the circumstances. 
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6. Conclusion & Discussion 

Our primary goal with this study was to establish how a service firm achieves a transfer price of its 

services where a sub research question was which transfer pricing model is most suitable for a service 

firm? Our research showed us that the transfer price and the choice of TP model are correlated with 

each other. We found that control, structure and trust were the basis of how the organization works, 

which allowed us to locate them on the MAP by Eccles (1983). We found that the transfer pricing 

model used should be after investigating the intangible assets and the structure of an organization, 

where the structure allows for more comparability with some TP models than others. The value of 

intangible assets dictate which TP model to use, as some TP models are not suited with significant 

values of intangible assets, while others are. 

     We find that this is also a basis for how hard it is for service companies to follow a guideline like 

the OECD or theories such as Eccles. After analyzing ServiceCo and the findings was that ServiceCo 

had valuable intangible assets in their non-routine functions, we realized that their current TP model, 

a cost plus model, would not hold. The cost plus method does not work with intangibles that are of 

significant value. We think that ServiceCo have significant value for their intangible assets and 

therefore we were looking for another model that could hold for intangible assets. Hence, we came 

to the conclusion where ServiceCo could keep the cost plus mark-up on the routine functions while 

using the profit split method on the non-routine functions according to the residual analysis. 

     However, we find that even though we came to the conclusion of the residual analysis for 

ServiceCo, we think that it is still difficult to actually pin-point how a service company should set a 

transfer pricing policy. This is because we still believe that there is a lack of theory and guidelines 

when it comes to transfer pricing and service companies which results in the most difficult model to 

be used. Furthermore, the model required to be used on this type of service firm is not a traditional 

transactional method meaning that the transfer price is rather an allocation of profits based on 

contributions. This was however required as it is most suitable for ServiceCo. 

     With the increased focus on intangible property rather than tangible property, the area of study 

would require more research surrounding intangible properties. Especially as the action plans from 

BEPS further focusing on transfer pricing of goods and services with significant intangible assets. As 

these action plans are set to be carried out throughout 2015, it would be interesting for future 
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research to investigate if this has any positive impacts for illuminating the subject area of transfer 

pricing and service firms. 

     Furthermore, we believe that our results can be applicable to ServiceCo's strategic direction and 

can be used as a base for their transfer pricing policy in the coming years. Our results pointing to the 

use of cost-based transfer pricing is in line with the existing findings. The existing findings suggests 

that service firms use cost-plus as a standard method, where our result showed that a cost-plus 

should only be used on the routine functions. The pricing method and model chosen is taking 

flexibility into account and can be adapted to changes in the organization, such as if any new center 

would be added that is of substantial value. Lastly, our results indicate to use a residual analysis in the 

profit split method, which is still an unconventional method which does not necessarily help 

ServiceCo. What we mean by that is that it does not simplify the problem of actually setting a 

specific transfer price, but rather that the price will be the outcome of a split between the 

contributors. Furthermore, it does not take into account any comparable service or market and relies 

solely on internal data.  

     To conclude, in line with Eden’s (2005) arguments of knowledge intensive service firms to use 

the residual analysis in the profit split method, we believe that our result show the best suitable 

model for ServiceCo in order to achieve a fair transfer price. 
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Appendix 1 – Interview questions 

1) Introduce yourself and your role in the firm. 

2) Describe the organization. 

 

i) Can you describe the organization and what each respective center does? 

ii) How much is each center involved in strategic decisions? 

iii) What is your perception of the relationship between each center in the organization and 

how dependent are they to each other? 

iv) How independent is each center with regards to decision making, such as signing 

contracts with new customers? (are you able to find new customers on your own 

iniciative) 

v) What is the organization’s strategy going forward? 

vi) How well known is your company brand in the industry? 

vii) How competitive is your current industry? 

viii) What risks do you perceive the company to have? 

 

3) Describe your function. 

 

i) What does your function do? 

ii) How is your function structured and how are decisions taken? 

iii) How does your function cooperate with the different centers and other functions within 

the group? 

iv) What risks do you perceive your function to have? 

 

4) Describe the service.   

i) What type of services do you provide? 

ii) How much knowledge is required to provide the services? 

iii) Are you dependent on processes or people and how are you affected by people leaving 

the company? 

iv) Do you have any IT-solutions for your services, and if yes, what is it used for? 

v) How does the company keep the competence for future implementations? 

 

5) Conclusions 

i) Is there anything else you would like to further add in regards to the organizational 

control & structure, the cooperation within the firm and future goals?  

 

6) Additional questions (to the Finance department) 

i) What transfer pricing policy and model is currently used in the organization today? 

ii) Are you today using a market-based, marginal-based, standard full-cost or actual-full cost 

strategy and why? 

iii) What percentage of transactions are traded internally? 


