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Value chain analysis - the next generation of 

transfer pricing

Value chain analysis drives your worldwide tax position

Speaker:

Steef Huibregtse 
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VCA Technique 1:

How to analyze and align the operating model

Alignment Between Gross Margin, Operating Margin, and FTEs

Illustrative

Misalignment is visible when expressed as the ratio of country and total group for gross margin, operating margin, and

FTEs. The higher the delta, the greater the need to provide explanations to the Tax authorities.

Gross Margin (GM) Rat io

Country GM to Total Group GM

Operat ing Margin (OM) Rat io

Country OM to Total Group OM

Full  T ime Em ployee ( F T E ) Rat io

Country FTEs to Total Group FTEs
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VCA Technique 2:

Basic Approach to divide the residual profit

Legal Entities

Residual: Other: Cost Plus:
Cost Plus or Percentage of 

Operating Margin:

IP Owner 

Match making

Finance Activities 

(cash pool)

Contract manufacturing 

Contract R&D

Local sales or marketing

offices

Support Services (admin, legal, HR etc.)

Starting Point

Determine EBIT%

Key People Functions

Allocation of EBIT% Allocation of People

Functions and 

EBIT%

Residual

Investment Center Profit Center

✓Capital market/customer driven activities

✓Mostly performed for stakeholders/MNE as a whole

✓Core Activity

e.g., IP Owners

✓Capital market/customer driven activities

✓Mostly performed for external customers

✓Mostly core

e.g., Distribution Centers

DEMPE Functionso + Filter Match-Making

Source: TPA Global. - a Development Enhancement Maintenance Protection Exploitation Functions.
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VCA Technique 3(B):

Balanced Scorecard Approach

Exemplary Balanced Score Card

Determination of contribution to value add

Functions Sub-Function Characterization

Function 1 Sub-Function 1 Routine

Function 1 Sub-Function 2 Non-routine

Function 1 Sub-Function 3 Non-routine

Function 2 Sub-Function 1 Routine

Risks

Risk 1 _ Non-routine

Risk 2 _ Routine

Scoring (absolute)

Scoring as split 

ratio to be applied 

to the residual 

gross margin

Determined based on interviews

Fact review

2013 - 2016

UK DE CH

X

X

X

X

X

X

2017

UK CH

X

X

X

X

X

X

Weight
(characterization)

1

2

3

1

2

1

Score 2010 - 2016

UK DE CH

1 0 0

0 2 0

0 0 3

1 0 0

2 0 0

1 0 0

5 2 3

50% 20% 30%

Score 2017

UK CH

1 0

0 2

0 3

1 0

2 0

1 0

5 5

50% 50%

Determined based on the literature and

discussions with the company
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VCA Technique 4(A):

Canvas Approach BMO Strategy

The Business Model Canvas

Key Partners Key Activities

Key Resources

Cost Structure

Value Propositions Customer

Relationships

Channels

Customer Segments

Revenue Streams
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How to perform a VCA? - The Nespresso canvas
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Holistic view

Transactional view

Years Income stream

1 x

2 x

3 x

4 x

5 x

Inbound 
Logistics

Operations
Outbound 
Logistics

Marketing & 
Sales

Services & 
After Sales 

Support

Discounted Cash Flow of intangibles

Multiple years 

connected 

between 

transactional, 

holistic and fair 

market value of 

intangibles

How does the VCA connect to a more transactional transfer pricing 
approach?
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How digital transformation impact the level and place where profits 
are generated in the value chain? - The Tesla Motors canvas
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How do the tech giants structure their value chain? - How local 
participants drive premium platform profits
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Q&A
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Highly platformized market: Hospitality

What is the Covid-19 impact on 
the platforms?

a. Significant negative impact

b. Significant positive impact 

c. No impact
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Semi-platformized market: Banking/Fintech

Which of the three models 
will dominate in the 
future?

a. Traditional model

b. Using advanced IT

c. Integrated IT backbone

d. All of the above
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Soon to be platformized market: Healthcare

What if Apple starts managing 
Electronic Patient Files for 500+ 
hospitals? What would be your 
go to place as a patient?

a. Hospital

b. General practitioner

c. Pocket doctor
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The five forces as identified by the Porter’s

model are listed below:

• Bargaining power of suppliers

• Threat of substitute products or suppliers

• Rivalry among existing competitors

• Threat of new entrants

• Bargaining power of buyers

I/C CP+(Flagship 

store)

Kick back 

for IP

Suppliers for 

hardware

10% gross

margin paid

Bermuda Irish

Ireland

Apple owned 

store

Foxconn and 

Others

Third party

authorised

resellers
Customers

Apple Inc: Define the 3 value drivers
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How BEPS explains the profit allocation on the 'return on 
investment' metrics?

• The metrics on a successful business are still measured on the return on investment (ROI)

• The Base erosion and profit shifting (BEPS) relevant criteria is used to allocate corporate profits to countries

• It takes into account the functions, assets and risks being handled by one MNE group entity and the presence of significant people on its

payroll to allocate portions of the gross margin out of the total profit a MNE is making.

• Pillar 1 mainly focuses on the allocation of taxing rights and seeks to undertake a coherent and concurrent review of the profit allocation

and nexus rules. However, it aims to cover not only highly digital business models but also consumer-facing businesses.



16 tpa-global.comTransforming the World of Tax

How beyond BEPS (i.e. pillar I) the profit allocation follows the 
'return on data’ metrics?

The new metrics on being successful in the platform economy run on: 

(i) the growth of the number of participants on the platform 

(ii) the growth of the revenue achieved by the platform owner per participant and 

(iii) on the presence of multiple business models, which would extend your shell life as a platform owner.

Such metrics are referred to as ‘return on data’ (ROD) rather than ROI. There is a clear relationship between 

ROI and ROD, which runs as follows:

ROD = ROI + a premium platform profit
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How to tax the value chain of Google?

Activities by MNEs Activities by local third-party actors

HQ Sourcing 
of data

R&D Supply chain 
/ own 
servers 

Manufactu
ring of 
data

Sales & 
Marketing of 
data

Use of 
platform 

Buy 
through 
platform

Supply 
through 
platform 

ISP 
supporting 
platform 
access & 
traffic

Server parks 
handling 
data storage 
& retrieval 

Media 
agents 
with 
sponsore
d links 

Media 
agents 
buying 
data 

Transport
ation 
facilitator
s 

Financial 
services

Development 
platform x x

Creating data x x x x x x
Collecting 
data x x x x

Cleansing

data x x x x

Profiling of 
data x x x

Creation of 
datasets x x x

Storage & 
retrieval of 
data

x x x x x

Consumption 
of data x x x x x x x

Monetize & 
deployment 
of data

x x x x x x x x

Sub total 5 2 9 5 5 3 1 1 1 1 4 3 2 0 0

Total 29 9-13
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How regulators look at the tax integrity risk analysis 

banks run on tax related issues

Source: https://www.toezicht.dnb.nl/binaries/50-237752.pdf

https://www.toezicht.dnb.nl/binaries/50-237752.pdf
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CbCr report - the first step by tax authorities to 'tax data analytics' 
of a multinationals' value chain?
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Trends affecting how value is created

Netflix: Big data and analytics
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Key takeaways 

1. Describe your business model and value chain.

2. Explain who is doing what (governance).

3. Document your operational transfer pricing.

4. Apply a reasonable allocation of global profits to your group companies.

5. Have a pre-defined set of dispute resolution tools ready.

6. Convert your in house tax workflows into digital to avoid business disruptions.

7. Agree with the board on communication to relevant stakeholders.
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Q&A
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VCA Technique 3(A):

Appendix: Fully Integrated Approach (Process Contribution Analysis)

Design to build (products)

Key functions performed (and entities responsible for performing)

Unit Unit Unit Unit License HQ OPCOs

Order to cash

Demand to supply (operational infrastructure)

Purchase to pay (vendor)

Finance to manage

Total # of FTEs in each unit

Total cost for each unit

Primary Business Processes


