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This in-depth analysis embarks on the exploration of transfer pricing within the
banking sector, a crucial component for effective financial management and
strategic planning for both banks and customers. The complex nature and significant
implications of transfer pricing practices necessitate a thorough understanding to
optimize resource allocation and enhance the financial performance of banking
institutions.

Introduction. The problem addressed in this research revolves around the intricacies
of implementing transfer pricing mechanisms in banks, highlighting its critical
role in managing financial resources efficiently. Transfer pricing is not merely a
financial tool but a strategic element that influences the bank’s operational integrity
and market competitiveness.

Purpose. The objective of this study is to dissect various transfer pricing methods
applied within the banking context, evaluate their impact on bank operations,
and delineate potential risks and pragmatic solutions associated with these
methodologies. This examination aims to illuminate the pathways through which
banks can leverage transfer pricing for operational excellence and strategic
advantage.

Methods. Employing a multifaceted research approach, this study combines a
comprehensive literature review with analytical examinations of different transfer
pricing strategies. It further enriches the analysis through case studies, illustrating
real-world applications and outcomes of these strategies in the banking sector.
The methodology is designed to uncover the nuances of transfer pricing and its
multifarious effects on banking operations.

Results. Key findings from the research reveal a spectrum of transfer pricing
methods, including cost-plus, market-based, and cost-based methods, each
harboring unique benefits and suitable for distinct banking scenarios. The
investigation elucidates the pivotal role of transfer pricing in resource distribution,
liquidity management, cost efficiency, and capital utilization. Moreover, the study
unveils potential risks and challenges such as regulatory compliance issues,
interdepartmental conflicts, and inefficiencies that could arise from improper
implementation of transfer pricing mechanisms.

Conclusion. The research underscores the indispensable role of transfer pricing as
an essential tool for strategic management and controlling within banks. It posits
that adept application and management of transfer pricing can substantially bolster
a bank’s financial stability and competitive edge in the market, transparency
of price setting for bank customers. The study advocates for the adoption
of recommended strategies and algorithms to refine financial flows, amplify
operational transparency, and ensure adherence to regulatory standards, thereby
facilitating a more robust and efficient banking operation.
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TIPOIYKTH, ONITHUMi3aIlist
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PU3HK-MEHEKMEHT, (JiHaHCOBA
CTablIbHICTB, (i3n4HI Ta
FOPUINYHI 0COOH, KITIEHTH OaHKY,
IHBECTHUILI{HE KPEIUTYBaHHSI.

VY nmociimkeHHi TTHOOKO aHANI3y€eThCA KOHIEMIIS TPAHC(HEPTHOTO MiHOYTBOPEHHS
o mociayram it (i3UYHUX Ta FOPUIMYHHUX OCIO, IO BIAIrpae KPUTHYHY POJIb Y
(hiHaHCOBOMY MEHEIDKMEHTI Ta CTpaTeridyHoMy IUIaHyBaHHI SK Juisi OaHKIB, Tak i
kitienTiB. OCHOBHA yBara NpHUIUISETHCS BU3HAUYCHHIO Ta METOaM TpaHC()EepTHOTOo
LIHOYTBOPEHHS, 8 TAKOXX aHANI3Y PU3UKIB i MPOOIEM, SKi MOXKYTh BUHHKHYTH i1
Yac HOTro BIPOBAKCHHS Ta BHKOPUCTAHHS. PeTebHO pO3mIsIatoThCs Pi3HI MiIXOIH
10 LIHOYTBOPEHHS, BKIIIOYAIOYHM METOJ BapTOCTi, IO JONAETHCS, PUHKOBHI METOZ,
Ta METOJ BUTpAT, sIKI 3aCTOCOBYIOTHCS ISl PO3PaxyHKY BapTOCTI BHYTPIIIHIX
TPAHCAKII{ MK PI3HUMH MiAPO3AiIaMu OaHKy. JloCimiPkeHHS aKIICHTY€E Ha 3HAYCHHI
TpaHCc(epTHOTO I[IHOYTBOPEHHsS sl 3a0e3redeHHS] e(EeKTHBHOTO PO3IOILTY
pecypciB, MiIBHUINCHHS IIKBIIHOCTI, ONTHMIi3alii BUTpaT Ta IOXOMIB, a TaKOXK
YIIPaBIIiHHS KaITiTAJIOM 1 JTiKBiTHICTIO OaHKY. AHAII3 PH3HKIB BICBITIIOE TOTSHIIIHHI
BUKJIMKH, 30KpeMa PU3UK HEBIAMOBIIHOCTI PEryIATOPHUM BHMOTaM, KOHQIIKTH
IHTEepeCiB MK MiAPO3IiIlaMKi Ta HEJOCTATHIO MOTHUBAIIIIO 10 €()eKTUBHOI pOOOTH,
10 MOXXYTh BIUTHHYTH Ha CTaOUTHHICTH Ta e(heKTHBHICTh OAHKIBCHKOI isUTHHOCTI.
Crpareris aropuT™My BUPIIICHHS BKIIFOYAE BIPOBAIKEHHS ITPO30PHX METOIOJIOTIH,
CHCTEM BHYTPIIIHBOIO KOHTPOJIO Ta AyIHUTy, PO3BUTOK €()EeKTHBHOI B3aeMOii
MDK MIPO3/iIaMH, BIPOBADKCHHS MOTHBALIMHAX IPOTpaM, Ta BUKOPHUCTAHHS
IT-pimenp ams aBroMaruzanii mporeciB. Takuil MiAXiZ JO3BOJUTH HE TUIBKH
MIHIMI3yBaTH PU3KMKH, ajie i 3HAYHO IMiJBUIUTH PEHTA0ENBHICTh Ta €EKTUBHICTH
0aHKIBCBKMX TPOAYKTIB 1 Mmociyr. Y MiCYMKy, JIOCHIJKEHHS ITiIKPECIIoE
BKJIMBICTH TPaHC(EPTHOTO WIHOYTBOPEHHS SK IHCTPYMEHTY ISl JOCSATHEHHS
BHCOKOi €()eKTHBHOCTI YIIpaBIiHHSA OaHKOM, 3a0e3medeHHs Horo (hiHaHCOBOL
CTIMKOCTI Ta KOHKYpPEHTOCHPOMO)KHOCTI Ha PHHKY, IPO30POCTi BCTAHOBICHHS
IiHU 77151 KITiEeHTiB O6aHKy. Peamizariisi pekOMEHIOBAHUX CTpAaTETiii Ta aJrOpUTMIB
JIO3BOJIUTH OMNTHUMI3yBaTu (hIHAHCOBI NOTOKM B OaHKY, MIJBHUIUTH IPO30PICTh
oreparliif Ta 3a0e3MeYnTH BiAMOBIIHICTD AiSUTBHOCTI PETYJISITOPHUM CTaH/IapTaM.

Statement of the problem

In the context of the dynamic world economy and its
impact on national financial systems, the importance of
effective management of bank resources becomes more
and more obvious. In particular, controlling in the banking
sector acquires strategic importance, acting as a key ele-
ment in ensuring financial stability and contributing to the
development of competitiveness. This becomes especially
relevant in light of unpredictable economic challenges and
the need to adapt to changing market conditions.

The focus of the study

The focus of the study is transfer pricing in banks —
a methodology that allows optimizing internal financial
flows and improving capital allocation within the banking
institution. The implementation of this concept contributes
to the creation of a more transparent and effective internal
pricing mechanism, which is critically important for risk
management, increasing profitability and optimizing the
bank’s financial structure.

On the other hand, individuals and legal entities — cli-
ents of banks — want to understand and have a justification
for the established price for banking services, especially
regarding long-term investment lending.

The purpose of this work

The purpose of this work is a detailed analysis of trans-
fer pricing as a controlling tool in banks, with an empha-
sis on its impact on the general management strategy and
operational activities of the bank. Special attention needs
to be paid to the study of transfer pricing methods, their
practical application in the banking sector and the impact
on the effectiveness of bank management. It is also impor-
tant to consider the challenges and prospects facing banks
in the implementation and optimization of transfer pricing
systems, including the analysis of regulatory requirements
and the impact of global economic trends, and to determine
strategic recommendations for improving the controlling
mechanisms in banks using transfer pricing.

Analysis of recent research and publications

Analyzing the latest research and publications, it is
possible to reveal a significant interest in the problems
of transfer pricing in Ukraine, as well as its international
legal doctrine and practice. Research by Andrus O. and
Cherevko O.1. significantly advanced the understanding of
transfer pricing mechanisms by defining its role in finan-
cial management and controlling in banks [1, 8]. Research
by Bazov V.P. and Bilyka Yu.L. highlight achievements in
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the field of harmonization of Ukrainian legislation with
international standards, but emphasize the need for fur-
ther improvement of the legislative framework to ensure
more effective tax control [2, 3]. Significant progress has
also been made in determining the impact of transfer pric-
ing on the effectiveness of bank resource management,
which is highlighted in the works of Yu.L. Bilyk and
Savchenko T.G. [3, 6], Bodnaryuk V.A. focuses attention
on the current state and prospects for the modernization
of transfer pricing in Ukraine, highlighting its role in the
modernization of the country’s financial and economic
system [4]. Serzhanov V.V. and Molenda A.R. analyze in
detail the reasons for the use of transfer pricing by enter-
prises, which allows a better understanding of the logic
of choosing this cost management strategy [5]. Yankovska
V.A. emphasizes the importance of internal audit organi-
zation in banks, which is key to ensuring effective finan-
cial control and risk management, including in the context
of transfer pricing [7].

Unsolved problems are concentrated mainly in the field
of transfer pricing adaptation to the specifics of banking
and risk management. This includes the development of
effective transfer pricing management strategies to mini-
mize risks and optimize the bank’s financial results.

Research methods

To achieve the goal of the research and solve the set
problems, a set of theoretical methods was applied, includ-
ing the analytical method, synthesis, comparative analysis,
historical method, deductive method, analysis of various
literary sources, including monographs, scientific articles,
theses of conferences, regulatory and legal acts, and as
well as electronic resource material

Presenting main material

Transfer pricing in banking is a key element of finan-
cial management, which involves the development and
application of internal prices for transactions between dif-
ferent divisions of the bank. This process allows you to
optimize the allocation of financial resources, increase the

Table 1 — Methods of transfer pricing in banks
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transparency of costs and revenues, and ensure effective
management of capital and liquidity. The objectives of
transfer pricing in banks include:

— Increasing the efficiency of the internal distribution
of resources through the creation of a motivational system
for units based on the principles of market competition.

— Optimization of liquidity and capital management
by setting prices that reflect the real value of resources and
risks.

— Increasing the transparency of financial reporting by
clearly displaying the income and expenses of divisions,
which contributes to an adequate assessment of their effi-
ciency.

Transfer pricing methods used in banks vary depending
on the management structure, specifics of the bank’s activ-
ities and strategic goals (Table 1).

Examples of the application of transfer pricing in bank-
ing practice include:

— Pricing of internal loans and deposits between retail
and corporate banking, where transfer prices help to opti-
mize the use of capital and increase liquidity (Fig. 1).

— Setting prices for operational services (for example,
payments and settlements, treasury operations) provided
by some units to others, contributing to the effective distri-
bution of costs and revenues (Fig. 2).

— Pricing of asset management products, where transfer
prices are used to reimburse portfolio management costs
and motivate effective asset management (Fig. 3).

Analysis of risks and problems related to transfer pric-
ing in banks showed that:

1) there is a risk that transfer prices do not correspond
to real market conditions, which can lead to inefficient
allocation of resources and a decrease in the competitive-
ness of banking products;

2) the complexity and subjectivity of the transfer pric-
ing process can cause internal conflicts between the bank’s
divisions, especially if they perceive pricing as unfair or
biased.

3) there is a risk of regulatory inconsistency, since
incorrectly set transfer prices can be interpreted as

Method

Description

Value Added Method

provides for the establishment of transfer prices based on production costs plus a certain percentage of
profit, is based on the principle of internal cost recovery plus a guarantee of obtaining a profit margin for
the implementing unit. Cost may include direct fundraising costs, administrative costs associated with
providing the service, and other operating costs. The added profit percentage is determined based on the
bank's internal regulations. The method is effective for internal planning and control, requires accurate
costing and a reasonable approach to establishing the level of profitability.

Market method

Transfer prices are set at the level of prices prevailing on foreign markets for similar products or services.
The method allows to ensure transparency and objectivity in the assessment of internal transactions,
facilitates adaptation to changes in the market environment. Requires constant monitoring of market
prices and adjustment of transfer prices. In the case of unique banking products or specific services that
do not have a clear market counterpart, the method can be complicated, so banks can adjust market prices
taking into account the uniqueness of their products.

Cost method

involves setting transfer prices at the level of the sum of direct costs associated with the provision of
services or the sale of products between internal divisions. Direct costs include the cost of raising funds,
labor costs, costs of materials and other resources. The method is based on objectively measured costs,
which ensures its transparency and ease of understanding, as well as internal fairness in pricing. However,
the method does not take into account indirect costs and may lead to an underestimation of the real cost of
internal services, which affects financial results.

84



Financial Strategies of Innovative Economic Development. Ne 3 (63), 2024

ISSN Print 2786-5150
ISSN Online 2786-5169

Analysis of the current state of liquidity and capital in both segments - retail and corporate.
Determination of the needs of each segment in financial resources.

Assessment of market conditions to determine the basic cost of attracting or placing funds,
taking into account current rates for loans and deposits.

Determining the direct costs associated with providing loans and raising deposits, including

funding costs, risks, and operational costs.

Calculation of transfer prices, based on the analysis of market conditions and determined
direct costs, with the addition of a percentage that would ensure compensation of costs and
bring additional margin.

Implementation of transfer prices in operational activities, with further monitoring of the
impact of these prices on the financial indicators of retail and corporate banking.

Figure 1 — Pricing algorithm for credit and deposit services of the bank

A detailed analysis of the costs associated with providing
each type of operational service, including direct and

indirect costs.

2. Determining the market value of services, analyzing
external providers and comparing their tariffs with internal

costs for providing similar services.

3. Calculation of transfer prices reflecting the full cost of

providing the service, taking into account internal costs and the
necessary margin to cover indirect costs and profit.

4. Implementation of transfer prices within the bank, ensuring
transparency and understanding of the cost of services between

divisions.

5. Monitoring and analysis of the effectiveness of the application &
transfer prices to adjust the pricing policy and improve the internal

allocation of resources.

Figure 2 — Algorithm for pricing operational services of the bank

manipulations with the aim of minimizing tax liabilities or
hiding the real financial position of the bank.

To minimize the mentioned risks and problems, it is
necessary to ensure the transparency and objectivity of the
transfer pricing process, to regularly analyze its compli-
ance with market conditions and regulatory requirements,
as well as to implement internal control and audit mech-
anisms. In addition, effective interaction and communi-
cation between the bank’s divisions is key to reaching a

consensus on transfer pricing methodology and resolving
potential conflicts (Fig. 4).

Regarding the impact of transfer pricing on the prof-
itability of banking products and services, correctly set
transfer prices can significantly increase the efficiency of
asset and liability management, optimize costs and reve-
nues of divisions, and also ensure more accurate pricing
of banking products and services. This, in turn, helps to
increase the profitability margin and overall profitability of
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Estimation of portfolio management costs. At this stage, all costs associated with asset
management are analyzed, including portfolio manager salaries, research and analysis
costs, operating costs, and direct costs associated with buying and selling assets.

2. Determining the base reimbursement rate. A base rate is set to cover the direct and
operational costs of managing the portfolio. This rate can be fixed or variable
depending on the volume of asset management.

3. Determination of the incentive part of the compensation. To motivate effective asset
management, an additional incentive part of compensation is established, which can

be based on the achievement of certain performance indicators, such as exceeding the
basic income of the portfolio above a certain index or reaching a certain level of
return.

4. Calculation of the total transfer price. Based on the determined costs and rates, the
total transfer price for asset management products is calculated, which includes the
base reimbursement rate and the incentive part.

5. Monitoring and adjustment. Regular monitoring of the efficiency of asset
management and the compliance of established transfer prices is carried out with the
aim of making adjustments in case of changes in market conditions or internal

portfolio mana

ement costs.

Figure 3 — Pricing algorithm for asset management products

the bank. However, if the transfer pricing process does not
take into account all costs or does not reflect the true value
of resources, this can lead to an underestimation of the
profitability of certain products or services, as well as dis-
tortions in financial reporting and management decisions.

Conclusions

Analysis of the risks and issues associated with trans-
fer pricing revealed potential challenges for the banking
sector, including risks of non-compliance with regulatory
requirements, conflicts of interest between divisions, and
challenges in motivation and efficiency of asset manage-
ment. The strategy for solving identified risks and prob-
lems, based on transparency, an adequate algorithm for
setting and adjusting transfer prices, the implementa-
tion of internal control and audit systems, as well as the

86

development of communication and motivation of inter-
nal divisions, opens the way to increasing the efficiency of
financial management and optimizing the profitability of
banking products and services.

The conclusions of the study emphasize the importance
of transfer pricing as a tool of strategic management and
controlling in banks. The correct application of transfer
pricing can not only contribute to increasing the efficiency
of internal financial management, but also ensure greater
adaptability of the bank to external challenges, strength-
ening its financial stability and competitiveness in the
market. Thus, transfer pricing in banks acts not only as an
element of financial strategy, but also as an important tool
for ensuring transparency, effective risk management and
optimizing profitability, which requires constant analysis,
adjustment and improvement.
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Creating a - Development of clear rules and procedures that take into account
[ehieeiories o both internal costs and market conditions.
pricing - Application of mixed pricing methods for different types of
methodology: products and services.

2 bllcnizniois s - Periodic review and audit of transfer prices for compliance with
of the internal market conditions and internal costs.
o it B o Monitoring of regulatory changes and adaptation of pricing
system: procedures in accordance with new requirements.

S blauaunionsas A - Organization of regular meetings to discuss pricing
communication and methodology, distribution of costs and revenues.
LULIEI e . Establishing a mechanism for resolving conflicts and
between units: disagreements between units.

- Incorporating incentives for divisions based on achieving
Vet performance and profitability goals.

work effectively: + Taking into account the results of the divisions' activities when
distributing profits and determining bonuses.

5. Application of IT - Use of specialized software for calculation of transfer
solutions to automate the prices, monitoring of deviations and performance
process of transfer pricing: analysis.

- Organization of trainings and seminars for improving
the qualifications of employees in the field of transfer
pricing and risk management.

6. Continuous training and
development of personnel:

Figure 4 — Stages of the pricing process

References

1. Andrus O. Transfer pricing in Ukraine: problems and development prospects. Modern problems of economy and
entrepreneurship. 2018. Issue 22. P. 6-13.

2. Bazov V.P. Transfer pricing: international legal doctrine and practice. Legal Ukraine. 2020. Ne 3 (207). P. 34—46.

3. Bilyk Yu. L. Tax control of transfer pricing in banks of Ukraine: master’s thesis. 2020. URL: https://essuir.sumdu.edu.
ua/handle/123456789/81557 (access date: 03/30/2024).

4. Bodnaryuk V. A. Transfer pricing in Ukraine at the current stage. The current state and priorities of the modernization of
the financial and economic system: theories and proposals. 2023. URL: https://doi.org/10.36059/978-966-397-307-4-5
(accessed 30/03/2024).

5. Savchenko T. G. Tax control of transfer pricing in banks of Ukraine: thesis. 2020. URL: https://essuir.sumdu.edu.ua/
handle/123456789/82487 (access date: 03/30/2024).

6. Savchenko T. G., Savchenko T. H. Transfer pricing in commercial banks: thesis. 2007. URL: http://essuir.sumdu.edu.
ua/handle/123456789/51449 (date of access: 03/30/2024).

7. Serzhanov V.V, Molenda A.R. Motives for the use of transfer pricing by enterprises. Scientific
Bulletin of Uzhhorod University. “Economy” series. 2023. No. 1(61). P. 121-127. URL: https://doi.
org/10.24144/2409-6857.2023.1(61).121-127 (date of access: 30/03/2024).

8. Cherevko O. I. Transfer pricing: theoretical aspects and practical application. Economy and the region. 2014. Ne 2
(45), April. P. 91-96.

9. Yankovska V. A. Organization of internal audit in banks. Economy. Finances. Right. 2017. Ne 7. P. 11-13.

87



