
SUGGESTION FOR CASE 6 2 BIRCH PAPER COMPANY

online for free. Solution case Harvard Business Study Birch Paper company. 2) What bid is in the best interest of the
Birch paper Company? The bid which is.

However, Thompson used a cost-based transfer price instead. Does this problem call for some change, or
changes, in the transfer pricing policy of the overall firm? This will not pose a problem as the market price
reflects the demand and supply situation of the market and is adjusted automatically by the demand and
supply. Does this problem call for some change, or changes, in the transfer pricing policy of the overall firm?
Northern Division should accept the bid of the Thompson division even though the bid from West Paper
seems at first to be the best choice. This causes the division to over-emphasize on profits and encourages goal
incongruence. But of course, this method must be discussed with Northern. Which bid should Northern
division accept to minimize the cost and maximize the profit in the best interest of Birch Paper Company? The
transfer price system is dysfunctional because it focuses too much on individual sectors making profit and
return on investment. In the controversy described, how, if at all, is the transfer price system dysfunctional? I
believe he should accept the bid from Thompson because not only will it result in the lowest cost, but also it
will encourage buying from within the company. Southern Division could be more optimalizing its capacity
and reduced its excess inventory by taking the order from Eire Paper company. Kenton should be permitted to
choose the alternative that is in Northern division's own interests. If the Thompson division isnt able to sell the
box, there is a lot of time and money waste. The transfer price policy gives him the right to deal with either
insiders or outsiders at his discretion. Hence, Thompson, if unwilling to follow the market price blindly, could
use the two-step pricing to calculate their transfer price. This would result in the lowest profits. The
profit-center transfer pricing should be adjusted based on the cost-based transfer pricing. The costs will be the
out of pocket costs for both liner and corrugating medium. So it is in the best of the Birch company to choose
for the bid of the Thompson division. It was mentioned that Southern quoted the market price to Thompson
even though they are operating on excess capacity. Besides this, each division manager is free to choose from
which supplier he wants to buy, so the division manager of the Nothern Division will choose to buy from the
Wester Paper company. The costs of the Birch Paper Company will be the lowest by accepting the bid of the
Thompson division. In the controversy described, how, if at all, is the transfer price system dysfunctional?
This is inconsistent with the expectation that the division must meet the market price if they wanted the
business. Market price should be used as it reflects how well is the division doing as compared to competitors.
Besides the lowest costs, there are more reasons why choosing the bid of the Thompson division is in the best
interest of the company. Deciding based on transfer price will not induce goal congruence as the situation is
not ideal. Should Mr. Birch Paper Company gave a decentralizing responsibility and authority for each
division based on profit and return on investment. This is the lowest bid so this is the best for the Nothern
Division. The top officials believed that in the past few years the concept of decentralization had been
successfully applied and companys profits and competitive position had improved. The bid the Northern
Division will accept is the bid of the Wester Paper company. Page 1 of 2 Case Birch Paper Company 1. Own
Supplies Total As shown in the calculations above, Northern should accept the bid from Thompson division as
it has the lowest cost if all transfer prices within the company were calculated at costs. The underlying
problem of the transfer price system could be that each division is judged based on profits and return on
investment. If the vice president did not take any action, Northern division would most likely to choose Eire
Paper to provide the order and it would cause a more inefficiency in Thompson division In the controversy
described, how, if at all, is the transfer price system dysfunctional?


