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CASE STUDY 1- LITHUANIA 

 
Case Submitter: 

First name:  Jurgita 

Family name: Staniulienė 

Organization: Lithuania / State Tax Inspectorate under the Ministry of Finance of the Republic 
of Lithuania 

Telephone:  +370(0)52687510 

Email: jurgita.staniuliene@vmi.lt 

 

 

Background - Description of the Case: 
 
General Information about the case 

 
The tax administrator initiated an investigation into the transactions of Company LT, which operates 
as an authorised retailer of well-known brand new passenger cars, trucks, and related spare parts, 
as well as a provider of technical maintenance services. The primary transactions under review were 
those with the associated foreign Company B, which owned 100% of Company LT’s shares. 
Company B acted as a wholesaler, purchasing vehicles and spare parts from the manufacturer and 
reselling them to Company LT. Company LT acquired all its goods exclusively from Company B and 
sold them to end customers. 
 
Initially, Company LT selected the resale price method as the most appropriate transfer pricing 
method and designated itself as the tested party. To substantiate that the purchase prices of 
vehicles were at arm’s length, Company LT presented resale gross margins for passenger cars, 
trucks, and spare parts based on the group management’s view of appropriate gross margin levels 
for comparable retail activities in the industry (Table 1).  
 
Table 1: Controlled purchase transactions 

Goods 

1st year 2nd year 

€m  Gross 

margin,% 

€m Gross 

margin,% 

Trucks 36.1 5.2 243.1 1.1 

Passenger cars 20.5 5.6 34.6 5.5 

Spare parts 9.4 24.1 9.5 16.8 

Total: 66.0 - 287.2 - 
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The company LT argued that a taxpayer should not be expected to incur disproportionately high 
costs to perform an exhaustive search for comparable uncontrolled transactions. 
 
During the audited period, Company LT’s EBIT margin was negative (–0.47%) or low (0.77%). 
Following an examination of the functions performed, risks assumed, and assets used by both 
Company LT and Company B, the tax administrator noted that Company LT’s functions were limited 
and controlled by Company B, its risks were low or not independently controllable, and it did not 
own any significant intangible assets.  
 
Because Company LT had not provided a benchmarking study to demonstrate that the pricing of 
vehicles and spare parts acquired from Company B complied with the arm’s length principle, the 
tax administrator conducted its own benchmarking analyses. Company LT was selected as the 
tested party, the TNMM was applied as the transfer pricing method, and the EBIT margin was used 
as the profit level indicator. 
 
Table 2 presents the calculated EBIT margins for the Company’s LT main transactions and the arm’s 
length ranges. 
 
Table 2: EBIT margins and arm’s length ranges (ALR),% 
Goods (services) / Year 1st year 2nd year 

Trucks EBIT -0.97 -0.79 

Passenger cars EBIT -2.14 1.62 

Spare parts EBIT 18.08 10.00 

Maintenance services EBIT -10.03 2.89 

EBIT for truck transactions (including 

spare parts and services) 
-0.24 0.18 

EBIT for passenger car transactions 

(including spare parts and services) 
-1.25 2.55 

ALR for truck transactions 1.19-4.80 1.03-5.57 

ALR for passenger car transactions 1.64-4.86 1.98-4.99 

 
During the selection of comparable companies, it was observed that most market participants were 
engaged in complex activities, supplying vehicles and spare parts while also providing maintenance 
services. The investigation established that Company LT’s vehicle distribution activities also included 
maintenance services closely linked to the supply of spare parts, i.e., the Company LT was 
contractually bound to provide warranty maintenance services, and approximately two-thirds of the 
spare parts were consumed in these maintenance service activities, including the performance of 
warranty repairs. 
 
To compare Company LT’s profitability (EBIT margin) with that of market participants, the tax 
administrator divided Company LT’s activities into two business segments — truck distribution and 
passenger car distribution transactions, each including related spare parts and maintenance services 
— and conducted two separate benchmarking studies. 
 
The main issues in calculating the EBIT margin of the truck distribution and passenger car 
distribution transactions were determining how to allocate the costs for the specified controlled 
transactions and how to divide the spare parts and maintenance service transactions between the 
two business segments. 
The following sequence was applied in calculating the EBIT margin: 

1. Revenue and cost of goods sold related to spare parts were allocated based on accounting 
data. 

2. Maintenance services revenue and costs were allocated based on the revenue generated 
from the truck and passenger car transactions. 

3. Indirect costs were allocated based on the proportion specified in step 2. 
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Taxpayer’s Position 
 
Company LT agreed to the segmentation of distribution activities into two business lines, the 
application of the TNMM, and the calculation of the EBIT margin. However, Company LT refused to 
include maintenance service activities in the EBIT margin calculation on the grounds that these 
activities were not related to the controlled transactions. Instead of using revenue as the allocation 
key for indirect costs, the company proposed using the number of employees in each division. It 
should be noted that approximately 60% of the Company’s LT employees worked in the 
maintenance service segment. Therefore, if an allocation key is based on the number of employees, 
the service segment bears the majority of indirect costs. 

 
 

Questions (relating to the case): 
 

1. Do you agree with the segmentation of transactions proposed by the tax administrator? 

2. What is the most appropriate allocation key for indirect costs? 

3. Should maintenance service activities be treated as separate activity, unrelated to truck and 

passenger car distribution? 

4. If maintenance services are excluded, would benchmarking studies that include maintenance 

service activities still be acceptable, given that, no adjustments can be made due to the 

absence of both sufficient data and alternative comparables? 
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CASE STUDY 2 - FINLAND 

 
Case Submitter: 

First name: Tiia 

Family name: Granfors 

Organization: Finland / Finnish Tax Administration 

Telephone: +358408200845 

Email: tiia.granfors@vero.fi 

 

Background - Description of the Case: 
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Questions (relating to the case): 

 

1. Does XZS Ltd perform all the functions regarding DEMPE of the Group's IP?  
2. Are the local XZeus entities, such as XZeusFin, (legal or beneficial) owners of any intangibles 

or performing any DEMPE functions of intangibles? 
3. How valuable is XZS's IP?  
4. Which TP method(s) could be applicable for the royalty transaction under IPLA? 

a. Could royalty rate of 8.5% under the IPLA be at arm’s length? 
b. Could royalty rate determined by TNMM in IPLA be at arm’s length?  

5. Is the remuneration of the local operating XZeus entities for the services provided under the 
IPSA at arm’s length?  
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CASE STUDY 3 - BELGIUM 

 
Case Submitter: 

First name: Jean-Sébastien 

Family name: Noville 

Organization: Belgium / Federal Public Service Finances of Belgium 

Telephone: +32470835469 

Email: jeansebastien.noville@minfin.fed.be 

 

 

Background - Description of the Case: 
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Questions (relating to the case): 
 

1) What would you do as a tax auditor in regard of this case ? 

2) Would you agree with the use of a TNMM using EBIT / Sales as the PLI for a procurement 
activity ? 

3) If not, what would you suggest as a more appropriate method and/or PLI  ? 
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CASE STUDY 4 - SWITZERLAND 

 
Case Submitter: 

First name: Jakob 

Family name: Lanz 

Organization: Switzerland / Swiss Federal Tax Administration FTA 

Telephone: +41584624670 

Email: jakob.lanz@estv.admin.ch 

 

Background - Description of the Case: 
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Questions (relating to the case): 
 

1. What is the set-up regarding the burden of proof in your country? 

2. How would you analyze the transfer pricing set-up? 

a. What additional data would you ask for, if any? 

b. What transfer pricing method would you choose to test the pricing? 

c. Which comparability issues would you consider within your method? How would you 
take them into account? 

d. In case you end up with a range of comparable values: Would you apply statistical 
tools to narrow the range? How would you narrow the range? 

 

 
 


