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ABSTRACT

This dissertation explores the issue of international transfer pricing, its em-
phases are the problems that involving government revenue. The issue focus
mainly on three methodologies—decision-making methods, adjustment methods
and govern methods. There into the study of decision-making methods is the pre-
condition and the base, and the study of adjustment methods is the core, and
the study of supervision methods is the extension and objective.

For multinationals, transfer pricing is not only management strategy but al-
so tax avoid instrument. Using them, the multinationals may alleviate tax bur-
den, collocate capital assets, regulate profits, evaluate outstanding achieve-
ment, support subsidiary company competition, evade host country’supervise on
pricing and foreign exchange, and bypass politics risks or exchange rate risks,
etc. . But that multinationals abuse this instrument results in the government’s
revenue loss, so the strict supervision often incurred from governments.

The dissertation consists of six chapters.

Chapter 1 is introduction. At first, the article shows the ponderance of tax-
avoiding at present in China by plenty of date and brings out its topic, then ana-
lyses the definition of transfer pricing and discriminates “transfer pricing” from
“transfer price”. The Second, the article reviews the history of transfer pricing
studies internal and overseas in theory system, rules, and practices. Finally,
the article summarizes its research route, innovations and deficiencies briefly.

Chapter 2 is literatures review. Differing from the correlations in Chapter 1,
I choose a few famous literatures on transfer pricing and analyze them deeply,
and sum up them in theory. These literatures include Jack Hirschleifer (1956
1995), Horst Tomas (1971 ), Eriec Bond ( 1980), Halperin & Srinidhi
(1991), Guttorm Schjelderup & Sdrgard (1995, 1999 ), and Rodprasert

Harit (2000 ) , etc.. These literatures are all research into decision-making
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methods, adjustment methods and governing methods of transfer pricing.

Chapter 3 is probe into the formation causes of the transfer pricing and their
decision-making methods mostly, and the tax transfer effect. Except that studies
of the cause of formation and the tax effect, the study of decision-making meth-
ods is the emphases. The study about decision-making methods itself is valuable
in economics and in manage theories, so this is an important part of my disser-
tation. In section 1 I discussed what is the cause of formation and what is the
economic basis of transfer pricing mechanism using the transaction cost theory
and using the group efficiency viewpoint of institutional economics. Based on for-
mer model and extend them, from section 2 to section 5 the paper researches
decision-making methods when the subsidiary company facing all kind of market
conditions in host-country. For example, the paper examines the transfer pricing
decision-making methods when the MNS faces monopoly market or rival market
(including Cournot rival and Bertrand rival ), and in the condition when the
MNS integrates its transfer price for interior target and for tax saving target, and
under asymmetric information, etc. , and the article sums up the conclusion
that all transfer prices are not equal to the arm’s-length price. Section 6 I explore
the tax transfer effect in transfer pricing among units using finance analyzing,
point out the tax transfer quantity and the losses in this course, show the inter-
est spring of the MNS transfer pricing and the reasons of the governments adjust
the transfer pricing. Besides, the dissertation demonstrates the affects of the
difference of subsidiary company ownership composition on transfer pricing deci-
sion-making.

In Chapter 4 I analyze the adjustment and supervise on tax-avoiding prepar-
atory by using international transfer pricing. I mainly explore that the MNS avoid
tax in China and its bad effects, that the principle of the governments adjust
transfer pricing and the main methodologies, that the international experiences
in adjustment and supervise on transfer pricing (including experiences and reg-
ulates of America, OECD, etc. ), that the mainly difficultness faced in adjust-
ment course in our country, that the optional methods of getting comparable
prices data and amending them, and that comment on the phenomena of “re-
verse transfer pricing” which presence mainly in our country, etc. . In general,

Chapter 4 is such a chapter that as a connecting link between the preceding and
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the following.

In Chapter 5 I mainly compare a few kinds of methodologies that adjusting
international transfer pricing according to economics principle. It is one of the
emphases of my dissertation. In section 1 after comparing by using economics
model I point out that Formula Apportionment (FA) is good for restrain tax-
ayoiding to such multinational firms which products are monopolistic in host-
country, but the effect of the methods is not as good as Separate Accounting
(SA) to other multinational firms that their products face imperfect competition
market in host-country. The analysis shows that in imperfect competition a switch
from SA rules to FA rules may actually strengthen profit-shifting activities by
multinationals. In section 2 I compare two rules—both belong to Separate Ac-
counting methodologies—that are Price Regulation rule and Profit Regulation
rule. I show that the Price Regulation rule is more effective than Profit Regula-
tion rule as a whole if evaluation only according to the criterions of protecting
revenue and trade for host-country. In section 3 I continue to compare with two
kinds of methods—both belong to Price Regulation rule in transfer pricing ad-
justment—that are the cost-based method (CBM) and the market-based meth-
od (MBM) .1 show, comparing according to revenue secure and economy
effect and trade protect for the host-country, both CBM and MBM are of respec-
tive merits and limitations, and both are essential in practice. But comparative-
ly, MBM is more excellent than CBM. Comprehensible, the cost-added method
is similar to market -price-discount method in nature. The article also demon-
strates that the interior price-discount method based on market price (often be
called interior preferential price) is not only accord with host-country national
welfare but also tally with the maximum profit of the multinational itself, so it is
a valuable method to host-countries.

In Chapter 6 I seek for the governing methods that multinationals avoid tax
by making use of international transfer pricing. In section 1 I point out that we
must perfect our tax laws and rules at first, including (1) extending the apply
range of the laws and rules by introducing the principle of “substance over
form” ; (2) adding the optimization principle in choosing adjustment methods
by learning the operation of advanced countries; (3) putting in practice more

strict with penalty to purposive tax-avoid activities which using transfer pricing;
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(4) perfecting our tax laws and rules on intangible assets transfer pricing accord
with international convention; (5) enforcing stringent tax laws and rules on
“thin capitalization” and on loan; (6) perfecting the tax laws and rules on fee
payment of labor and services in international transfer pricing. Moreover, advan-
cing a series of advices in detail. In section 2 the article puts forward that tax ad-
minister must be enhanced, the efficiency must be improved and the officers
ability must be upgraded in executing the tax laws and rules. In particular, the
article advises our government that should establish gradually “the four-selves
system” in administering international transfer pricing. Besides, the supervision
on international transfer pricing in custom must be enhanced in the duty collec-
tion. Again, it is necessary to advance official quality, also the misgivings
thought must be remove. In section 3 the article stresses that we should partici-
pate actively in the international tax cooperation; the same time, we should op-
timize the interior investment circumstance. The article examines the natures of
Nash equilibriums in the conditions when tax cooperation or non-cooperation
among governments by using economics model, and examines the likelihood and
conditions to arrive to Nash equilibrium; and makes suggestions that our govern-
ment should continue to keep proper lower income tax rate and proper tax prefer-
ence policies for foreign investor and participate actively in the international tax
cooperation too. In section 4 the article suggests perfect Advanced Pricing Agree-
ment systems ( APAs) and popularize it. Aim at the defects appearing in exper-
imental units, the paper advances a lot of improvement countermeasures.

The main innovations in the dissertation are :

(1) The dissertation explored decision-making methods when the subsid-
iary company facing a few kinds of special conditions in host-country. For in-
stance, the market conditions when its product is monopolistic, oligarchic rival
(including Cournot rival and Bertrand rival ), and in the condition when the
MNS integrates its transfer price for interior target and for tax-saving target, and
under asymmetric information, etc. .

(2) The dissertation analyzed and compared a few kinds of methodologies
in economics which adjust transfer pricing. In particular, it compared the Sepa-
rate Accounting methods with the Formula Apportionment methods, compared

the Price Regulation rules with the Profit Regulation rules, compared the cost-
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based methods and the market-based methods, and had affirmed the advantages
of the interior price-discount method based on market price in theory and in
practice.

(3) The dissertation sought for the effective methodologies of governing
that multinationals tax-avoid making use of international transfer pricing. In par-
ticular, it put forward “the four-selves” system based experience in advanced
countries and suggested regard it as an orientation system in our country for ad-

ministering multinational firms international transfer pricing.
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