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A RESPONSIBILITY CENTER AND TRANSFER PRICING

Abstract. In a divisional organization structure of any kind, if one division (responsibility center) does work
that is used by another division, transfer pricing may be required. In general, a divisional structure will lead to
decentralization of the decision-making process. In this case the divisional managers may have the freedom to set
selling prices, choose suppliers and so on. The creation divisions allows for the operating a system of responsibility
accounting. Transfer pricing is used when a company's divisions need to charge other divisions of the same
organization for goods and services they provide to them. There are some general rules of transfer pricing. The main
purpose of the paper is to consider the methods of transfer pricing in a divisional company. The comparative analysis
includes three groups of methods such as market-based, cost-based and negotiation-based approaches. Analysis,
classification, generalization and analogy are widely used during the scientific research. The results of the work can
be used within a decentralized company's transfer pricing policy. The main conclusion is that the effectiveness of the
transfer price depends on the correctness of its calculation. The chosen method depends on the degree of autonomy
of the responsibility center in decision-making and the state of the intermediate products market. Nevertheless, it is
generally accepted that in conditions of availability of information, the optimal method is the uncontrollable market-
based price method.
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INTRODUCTION

The company's organizational structure, which consists of several independent divisions, can be
considered as a set of different responsibility centers, connected by responsibility branches. From this
point of view, in the company's accounting, there was formed such term as a responsibility accounting.
Such accounting system ensurcs the registration, reflection, accumulation, analysis and information
provision on costs and revenues of the responsibility centers, and also helps to assess and monitor the
activity of a particular manager [1, 2, 3, 4].

Table 1 - Classification of responsibility centers [5-9]

Type of responsibility center | Manager has control Principal
OVer... performance measure
Cost center Controllable costs Variance analysis
Efficiency measures
Revenue center Revenues only Revenues
Profit center Controllable costs
Sales prices (including transfer prices) Profit
Contribution center As for profit center except that expenditure is reports
as a marginal cost basis Contribution
Investment center Controllable costs
Sales prices (including transfer prices) Return On Investment
Output volumes Residual Income
Investment in non-current and working capital Other financial ratios







