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CREATING TRANSFER PRICING OPTIONS FOR EXISTING JV

2. Combination of cost-plus and discounted market pricing-

Description of the JV

Sanitized case

Description of pricing to JV parent

Spot price-10% +10%

What you need to believe/ 
solve for

• Metals and Mining Company with significant 
investment in JV

• JV is Company’s principal supplier and

THE CLIENT
Case studies 

Financial 
investor

Metals trading 
company

Metal refining 
and smelting 

JV
Input Output

50 : 50
60%

• Combination of cost -plus pricing and 
discounted market pricing

Base case price

Input price
+

Fixed processing fee 
that includes R% 

return

p p10% 10%

+40% of excess  
(Spot - base case)

-40% of deficit 
(Base case - spot)

• Is there enough transparency/ 
liquidity in the spot market?

• Will financial investor be willing 
to cap upside?

• Should the base case return be 
based on current processing 
costs or best-in -case benchmark 
(creating incentive to improve 
efficiencies )? Should it

JV is Company s principal supplier and 
Company is JV’s largest customer

• Friction between Company and Partner 
around existing transfer pricing set-up

THE NEED Summary analysis 
of options 

Restructure price Change deal terms 
around volume

• 50/ 50 JV between PE Firm and 
commodities trading company in 
refining and smelting a base metal

• Commodities trader off -takes 60% of 
output. Balance sold to third parties

• When spot price is within 10% of the base 
case price (input price + fixed processing fee 
which includes a  pre -set return), parent pays 
base case price

• When spot price exceeds base case price by 
more than 10%, parent pays base case price 
plus 40% of the excess

• When spot price falls below base case price 
by more than 10% parent pays base case

efficiencies )? Should it 
incorporate proposed future 
investments?

• Is there a risk of over -leveraging 
JV to increase ROE on bound 
returns ?

• How easy/ difficult will it be to 
obtain approval from tax 
authorities?OUR SOLUTION

around existing transfer pricing set up
• Critical to resolve issue in the near term to 

prevent termination of otherwise successful 
– and important – partnership

Summary comparison of transfer pricing options based on evaluation of ~24 JV analogs 

1. Comparable 
uncontrolled pricing

2. Combination of 
cost-plus and 
discounted market

3. Indexed pricing 4. Netback pricing 

Description • Average contract 
price of ten best 
customers by volume

• Highest and lowest

• Cost-plus base case 
price if spot price 
within 10% of cost-
plus

• Based on external price 
indices

• Independently audited

• Downstream market 
price in specified 
destination less 
distribution costs

around volume

Details on next slide

by more than 10%, parent pays base case 
price minus 40% of the deficit

• Analyzed relevant transfer pricing analogs 
(criteria for screening analogs based on 
unique features of JV industry, and JV deal 
terms)

• Created a range of transfer pricing options, 
modeled their NPV and risk impact over the

• Highest- and lowest-
margin contracts 
excluded

• Product price is 
negotiated with third 
parties according to 
product specifications

plus
• Otherwise add/ 

deduct fraction of 
difference between 
spot and cost-plus

distribution costs
•

fair return across 
upstream and 

over commodity cycle

Attractiveness 
to Company

?

modeled their NPV and risk impact over the 
cycle; and evaluated each based on 
attractiveness to Company, acceptability to 
Partner, and ease of implementation/ 
ongoing management

• Counseled Company in negotiating a 
favorable transfer pricing set-up with Partner

Pros/ Cons

Acceptability 
to partner

Ease of 
implementation

+ Perceived as 
equitable

± May lead to lower

– Need to modify JV 
agreement
Need for much

?

?

?  on existence of 
suitable index
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± May lead to lower 
price due to volume 
discounts

± …

– Need for much 
greater price 
transparency

+ …


