LECTURE PRACTISE QUESTION
Carlisle Fisheries Limited has three divisions. The fishing division operates a fleet of 10 trawlers, the processing division processes the fish; the marketing division packages the fish into 2kg packets which it sells to wholesale distributors for £12.00.
The processing division has a yield of £500kg, of processed fish from 1,000kg of raw fish caught by the fishing division. The marketing division has a yield of 300 2kg packets from every 500kg of processed fish provided by the processing division. The reason for this seemingly inconsistent figure is that packaging is now included.
The cost data for the divisions are as follows:
£
Fishing division
Variable cost per kg of raw fish		0.20
Fixed costs per kg				0.40
Processing division
Variable cost per kg of processed fish	0.80
Fixed cost per kg				0.60
Marketing division
Variable cost per 2kg packet		0.30
Fixed cost per packet			0.70
Fixed costs per unit are based on the expected yields above. Carlisle Fisheries Limited has chosen to process internally all raw fish bought in by the fishing division. Other fish processors in the area purchase raw fish from the boat operators at £1 per kg. Carlisle Fisheries has also chosen to process internally, all fish into the 2kg packets sold by the marketing division. Several fish marketing companies in the area purchase fish at £5 per kg.
Required:
1. Calculate the transfer prices that will be used for internal transfers from both fishing to processing, and from processing to marketing under each of the following transfer pricing methods:
a. 200% of variable cost, where variable cost is the cost of the transferred in product (if any), plus the divisions’ own variable cost;
b. 150% of full cost;
c. Market price.
2. Give TWO examples of goal congruence problems that may arise if Carlisle Fisheries uses the 150% of full cost transfer pricing method.

Draft Solution to Question 1(a)
When transfer price is based on 200% of unit variable cost
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Draft Solution to Question 1(b)
When transfer price is based on 150% of unit total cost
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Draft Solution to Question 1 (c)
When transfer price is based on the unit market price
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