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Summary 
 
Which is better, to achieve 30% Local Content measured by actual economic value retained 
within the domestic economy, or 50% Local Content measured by expenditure with nationally-
registered suppliers?   The mandatory definitions and reporting requirements of state regulators, 
and the voluntary metrics and reporting standards of companies, vary widely; from crude 
measures such as the country address on an invoice, to verified certificates proving that goods 
are of domestic origin.  This article unpacks the complexities of different metrics for reporting 
Local Content and assesses their pros and cons.  Comparison is made between Brazil and 
Kazakhstan regarding application of Rules of Origin.  The article draws attention to some 
important missing metrics.  
 
Introduction  
 
Whether for reasons of compliance or 
reputation, oil, gas and mining companies 
and government regulators increasingly 
communicate their performance in Local 
Content, and like to demonstrate how the 
figures and trends are ever upwards.  But just 
how much credibility should be placed in 
these figures, and on these trends?    
 
This article investigates different metrics for 
defining and reporting on Local Content, 
and contrasts each for their accuracy, 
comprehensiveness and ease of 
administration.    
 
But let us begin by laying to rest a myth or 
three about Local Content reporting.    
 
Myths of Local Content Reporting 

The most obvious myth associated with 
reporting Local Content is the presumption 
that the higher the level of Local Content 
recorded, the better.  The question here is 
‘better for whom’?  In practice, higher levels 
of Local Content may well impact the 
interests of other stakeholders.  For example, 
higher levels of Local Content can, 
depending on circumstances, lead to:   

 
 the erosion of commercial value for 

investors and developers and/or greater 
risks to project delivery and operational 
performance. 

 a fall in levels of inward investment and 
technology transfer by international 
suppliers and contractors; 

 a decline in the international 
competitiveness of domestic industry; 

 loss or delay in the accumulation of 
national (State) revenues; 

 unsustainable dependency of a local 
economy on the oil, gas or mining 
company for jobs and orders books.  

 
These trade-offs are discussed and 
modelled in other articles in this seriesi.  In 
contrast, this paper focuses solely on the 
impact of Local Content reporting per se.   
 
There are two particular myths associated 
with the reporting of Local Content statistics, 
which deserve attention.  
 
The first is that reporting higher levels of 
Local Content necessarily means that 
performance is improving.   In practice, a 
high level of reported Local Content, be 
that at the local community level or 
regionally or nationally, can simply be a 
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Figure 1     Inherent Variability in Local Content  
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An apparent upwards 
linear trend over time 

may actually reflect no 
more than the different 
levels of Local Content 
able to be achieved in 

capital versus operational 
expenditure    

 

reflection of the type of metric being 
deployed.   
 
To illustrate, it seems likely that in Kazakhstan, 
application of the current formula for 
reporting Local Content in the purchase of 
goods of domestic originii (which requires a 
certificate proving such origin) will lead to a 
fall in the reported levels.  Until the formula 
was introduced, subsoil 
development companies 
were reporting Local 
Content using their own 
formulae.  Invariably these 
metrics did not require a 
certificate proving the 
origin of goods or services.   
 
Further, some company 
metrics were based on 
‘committed’ expenditure, 
not ‘actual’ expenditure as 
required under the new formula, ie on the 
planned value of goods and services, not 
the actual value of goods ordered or  
services delivered.    
 
Lastly, the regulatory effort involved in 
certifying goods and producers is a 
significant bureaucracy hurdle, and may 
well result in a period of under-reporting 
whilst the system of certification matures. 
(This last error can of course be removed if 
the Local Content data reported are 
derived exclusively from that sub-set of 
expenditure for which such certificates 
exist).   

 
Taking these considerations 
together, a developer who 
reported 45% aggregate 
Local Content in 2008 for the 
purchase of goods, and two 
years later under the new 
reporting regulations reported 
23%, may have actually 
achieved a higher level of 
Local Content in 2010, not 
lower.      In summary, when 
metrics are undergoing 
revisions, to simply report the 
headline figures for Local 
Content without explaining 
the context, carries a 
significant potential for error.  
 
 

But what about ‘trends’?   Surely, even if 
revising a metric introduces ambiguities over 
time, an increasing or decreasing trend in 
Local Content using the ‘same’ metric 
should be reliable.  Again, however, this is 
not necessarily so, and leads us to the 
second myth: that an averaged linear trend 
in Local Content is a reliable indicator of 
performance.    

 
The problem is that the 
development and 
operation of oil, gas and 
mining concessions are 
characterised by periods 
of elevated capital 
expenditure.  Thus an 
apparent upwards linear 
trend over time may 
actually reflect no more 
than the different levels 
of Local Content able to 

be achieved in capital versus operational 
expenditure.     
 
Figure 1 shows a typical flow of capital and 
operational expenditure across a twenty 
four year concession.  Plotted against these 
flows is the headline Local Content figure for 
all expenditure on bought-in goods and 
services (capital and operational 
expenditure combined).  In this scenario 
there is no assumed increase in the 
capability or competitiveness of domestic 
suppliers over time.  In other words, the real 
rate of improvement in performance is zero.   
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Figure 2   ‘Real’ vs ‘Inherent’ Trends in Local Content 
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The apparent upwards average linear trend 
seen in Figure 1 is a consequence of both 
proportionately less expenditure going to 
domestic suppliers during periods of capital 
investment,  and this capital spend begin 
committed early in lifespan of the 
concession.  As is common in these 
industries, especially in emerging economies 
with undeveloped manufacturing 
capacities, during periods when capital 
projects are being executed, a higher 
overall share of annual expenditure will go 
on equipment and materials purchased 
from specialist foreign suppliers, such as 
rotating equipment, ‘long-lead’ items that 
require the manufacture of parts to 
specification, and exotic materials and 
drilling and excavation equipment where 
the supplier market is limited.  
 

Figure 2 presents a modified scenario.  It 
shows what happens if Local Content 
performance improves by 5% year-on-year 
as a result of vendor development 
programmes delivered by the developer, 
lead contractors and State agencies.   Note 
that the ‘real’ trend in Local Content 
performance here is the variance between 
the two averaged trends, and that in Figure 
1 the ‘real’ trend is actually flat. 
 
A final observation on trends is to 
understand how ‘scale’ can affect results.  
From years five to six in Figure 1 we see a 

significant jump in Local Content from 21% 
to 42%; and in contracts in years fourteen 
and fifteen, a dramatic fall from 44% to 18%.    
 
These trends, apparent only when looked at 
from a medium-term perspective, have little 
to do with how successful the company, 
local industry or state agencies might be in 
building industrial capability and 
competitiveness.  The initial rise in years five 
to six is simply a consequence of shifting 
from a project delivery to operational 
mode, with a relatively higher proportion of 
expenditure subsequently going on local 
site-based services and orders for locally-
produced materials.   
 
Likewise, the sharp fall across years 14 to 15 
results from the onset of a new period of 
capital investment, with early expenditure 

by the developer on 
expensive ‘long-lead’ 
equipment and exotic 
materials, procured 
directly from foreign 
manufacturers.   
 
With regard to both of 
these myths, what can be 
concluded is that to report 
Local Content is more than 
simply the reporting of the 
figures themselves.  It is 
about understanding, and 
above all explaining, 
precisely what it is that the 
metric is measuring, and 
what is happening in the 
wider economic or 
business environment that 
might be influencing the 
figures and trends. 
 

A Typology of Local Content Metrics  
 
Tables 1a/1b and 2a/2b present a typology 
of Local Content metrics.  These metrics are 
currently used, or being considered, by 
regulators and companies in the oil, gas 
and mining sectors. The inventory is non-
exhaustive, but includes some of the more 
common metrics, as well as those with 
potential to influence other regulators 
around the world in the future, such as the 
certification-based metrics being adopted 
in Brazil and Kazakhstan.   
  

inherent + real trend 

inherent trend 
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Table 1a  A Typology of Local Content Metrics  
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Table 1b  A Typology of Local Content Metrics  continued 
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Table 2a    A Typology of Supplier Development ’Input’ Metrics 
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Table 2b    A Typology of Supplier Development ’Output’ Metrics 
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Table 1 lists metrics that measure Local 
Content.  Table 2 lists metrics to measure the 
development of local suppliers through on-
the-job training, management supervisions, 
quality control, investment, education etc.    
 
Each table classifies the metrics under three 
headings:  
 
 in-house, meaning the workforce on the 

payroll of the development or operating 
company; 
 

 services and goods, metrics that can be 
applied to either the provision of services 
or supply of goods, and 
 

 specific metrics that apply only to one 
or the other of goods or services.  
 

The inventory of supplier development 
metrics in Table 2 is further classified into 
input metrics, such as training hours and 
capital investment, and output metric, such 
as improvements in labour productivity and 
price competitiveness. 
 
The inventory of output metrics in Table 2 
covers only a narrow set, but this includes 
some important examples along with two 
new metrics that the author considers are 
being overlooked and yet should form a 
central part of any company’s or authority’s 
long-term reporting on Local Content (see 
later in this paper).  For a more 
comprehensive list of outcome metrics, the 
reader is referred to a report by the World 
Business Council for Sustainable 
Development prepared by the Dalberg 
consultancy firmiii.  
 
A comparison of selected metrics from the 
two tables follows, analysed from the 
following perspectives:  their key feature; the 
stage of procurement at which they apply; 
the relevant expenditure categories; 
confidence in the data; simplicity to 
administer; and economic accuracy.  
 
In-House Local Content : Headcount vs 
Wage Value 
 
A simple measure of Local Content within a 
development or operating company is the 
number of nationals employed as a 
proportion of total full time equivalent (FTE) 
employees.    Such a metric is common in 

concession agreementsiv to define Local 
Content targets for national professional 
and non-professional staff.  The targets 
derived from this metrics may include 
anticipated performance over time, for 
example 70% of nationals in managerial 
positions in year one of the concession, and 
90% in year five.  A variant on headcount is 
to report the proportion of total manhours of 
work undertaken by national citizens in 
different job types or grades.     
 
With headcount metrics, ambiguity can 
arise in the definition of both ‘nationals’ and 
‘employees’.  One rule of thumb is to 
include individuals who have national 
citizenship and are on the company payroll, 
thus including full and part-time agency 
staff.   
 
An alternative to headcount as a measure 
of in-house Local Content is to measure the 
actual value paid by the company to 
employees and other pay-rolled staff.  Most 
usual is to use a gross wage or gross salary 
measure.  This metric combines base salary, 
associated social taxes paid by employee 
and employer, and employee benefits and 
expenses, including pension contributions, 
housing, personal and vehicle allowances, 
and bonuses.   
 
Both headcount and gross wage metrics 
are relatively simple to administer, 
calculated as they are from information 
already collected by human resources and 
financial accounts departments.  As such, 
confidence in these data should also be 
reasonably high.   
 
These attributes are important, but as 
reliable measures of economic value 
contributed to the domestic economy, both 
metrics are prone to a number of 
inaccuracies as follows.   
 
Headcount, when used to report Local 
Content in expenditure on human resources 
in a company that uses expat labour, can 
be particularly misleading.  For example, it 
would not be unusual for the headcount of 
national citizens in an oil and gas operating 
company to be 85% across all grades, but 
assume only 15% of the total payroll bill (plus 
social taxes and benefits).   

w
w

w
.lo

ca
Lc

on
te

nt
so

lu
tio

ns
.c

om
   

   
   

   
   

   
   

   
   

   
   

   
   

   
   

   
   

   
   

   
   

 S
ol

ut
io

ns
 B

rie
fin

g 
#

 5
 



9 | P a g e  
 

Reporting Local Content 
as gross wages to 

national citizens and 
ignoring expat salaries is 
likely to carry material 
inaccuracies.  In one 
study the in-country 

allowances and social 
taxes paid to and on 
behalf of expats was 
three times the gross 

wages paid to all 
national employees. 

The common answer to this problem is to 
report gross salary paid to national citizens, 
as introduced above.  But this too can be 
misleading.  Although expatriate base 
salaries are often paid into foreign bank 
accounts, and thus accumulate overseas, 
expat allowances for housing, transport and 
personal expenses, as well as expat social 
taxes, will accrue to the domestic economy. 
These expenditures should not be 
underestimated. In one anonymous 
economic assessment of Local Content in 
the upstream oil sector undertaken by the 
author, the in-country allowances and social 
taxes paid to and on behalf of expatriates 
were three times the total 
gross wages and social 
taxes paid to and on behalf 
of all national citizens in the 
same companyv.   
 
When discussing in-house 
metrics for Local Content, 
an important distinction 
needs to be drawn 
between the mining and oil 
and gas development 
sectors.  Whereas a few 
hundred to a thousand FTE 
employees would be 
typical in an oil or gas 
development or operating 
company; in the mining 
sector, these figures can be 
ten times larger, depending 
on the extent to which labour to operate 
the mines is in-house or sub-contracted.      
 
Defining ‘Local’ Supplier? 
 
Regarding the reporting of Local Content 
within procurement expenditure, a 
controversial topic is what is meant by a 
‘local’ suppliervi. Common definitions 
include: 
 the address given in vendor registration 

information;  
 the address on a purchase order or 

invoice; 
 the share of equity owned by nationals, 

eg > 50%; 
 whether the supplier is incorporated in-

country; 
 whether the supplier is tax-registered in-

country, eg for corporate tax or 
withholding tax; 

 whether the supplier is a producer or 
provider of goods or services of 
‘domestic origin’ (see later).   

 
With regard to regional or community 
suppliers, more refined definitions can 
include: 
 regional/local address in vendor 

registration; 
 regional/local address on invoice 
 suppliers and contractors who source 

the majority of materials or labour from 
the province, district or local 
communities located closest to the 
operation. 

   
In establishing such 
metrics, the regulator or 
company is then left with 
the choice of whether to 
require reporting of the 
number of such suppliers 
or the $ value of 
expenditure.  
 
Probably the most time 
consuming such metric to 
define, and most prone to 
error, is to where a local 
supplier is described by 
the proportion of equity 
owned by national 
citizens.   In theory, 
information on equity 
share is readily 

forthcoming through investigation of annual 
financial accounts, web-sites and the state 
office of company incorporation.  Yet, in 
practice few operating companies are 
willing to invest the resources involved to 
undertake this type of detailed research.   
 
Furthermore, there are few opportunities for 
short-cuts here.  For example, it cannot be 
assumed that a supplier who is incorporated 
within the country is necessarily majority-
owned by nationals; and nor can it be 
assumed that a supplier incorporated in a 
foreign country is not majority owned by 
nationals.  In general then, such realities 
prohibit regulators from accurate reporting 
to politicians the extent to which nationally 
owned firms are participating in 
procurement.   
 
Measuring Local Content as equity 
participation is far from being the only 
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Figure 3   The Misleading Nature of Certain Local Content Metrics  
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source of potential error in this class of 
metric.  Defining a ‘local’ supplier by 
applying the company address in vendor 
registration information, or from a purchase 
order or invoice, is administratively simply, 
but carries even greater potential for 
inaccuracy, if intended to convey how 
much expenditure is retained in the 
domestic economy.   
 
Inaccuracies in using the office address is 
more likely when reporting on the purchase 
of goods than the contracting of services.   
With goods, especially finished 
manufactured equipment and materials, a 
local address on an 
invoice may simply 
reflect the office 
location of an importing 
agent.   These agents 
(the so called ‘Mr 10%s’) 
are often wholly 
indigenous and reliable 
suppliers of equipment 
and materials, but the 
goods involved are 
essentially imported.  The 
proportion of the sales 
price retained in the 
domestic economy 
comprises only the 
commission paid to the 
agent and the import 
duties.  Even if the import 
agent offers additional 
services, such as storage 
and in-land freight, a company reporting 
100% Local Content for these goods on the 
basis that the supplier’s office is located in 
in-county, is reporting information that is 
potentially misleading.  
 
To illustrate how misleading such reporting 
can be, Figure 3 compares how Local 
Content might be reported for a 
hypothetical purchase of spare parts and 
their fitting and testing.   
 
In the example, a purchase order for US$4 
million has been raised for the supply of 
machine spare parts under a call-off 
contract.  Two scenarios are compared.  In 
the first, the supplier’s main office is located 
in-country.  This supplier imports goods that 
are already finished and packaged.   He 
provides a storage facility, and transports 
the parts on demand to the end user.  Fitting 

and testing services are performed through 
a sub-contract between the agent and the 
foreign original equipment manufacturer 
(OEM).   
 
In a second scenario, the supplier’s main 
office is located overseas, but he has made 
recent investment in local capability to 
store, transport, fit and test the parts.   These 
in-country capabilities contribute 42% of the 
actual total purchase agreement.  The 
goods are deemed by regulators to be of 
‘domestic origin’ because more than 40% of 
the value of the sales has originated in-
country.   

 
Figure 3 clearly shows how inaccuracies can 
arise from reporting Local Content using 
simple metrics such as country address on 
key documentation.   In both scenarios 
each scores 100% Local Content with 
respect to the in-country location of the 
suppliers’ main office as recorded in the 
company’s vendor registration data-base.  
But with regard to using the address on an 
invoice, the supplier in scenario #2, who is 
invoicing from its overseas office, records 
zero percent Local Content, whilst the local 
import agent in scenario #1 scores 100%.  
The same inverse relationship occurs with 
equity ownership, where the supplier in 
scenario #1 is 100% owned by nationals, 
and in scenario #2 is 100% foreign 
ownership.  
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Different Local Content 
metrics can generate, not 

only relatively different 
results, but lead to 

diametrically opposite 
conclusions.  Crucial then 

is for the statements 
communicated around 
these data to be a true 
and fair interpretation of 

the metric in question 

And the ambiguities run deeper still.  With 
respect to measuring Local Content in terms 
of goods of ‘domestic origin’, in scenario #2 
all of the purchase agreement value is 
counted as Local Content because the 
proportion of this agreement assumed to be 
of domestic origin is greater than the 
threshold of 40%.  This is so, despite only 42% 
of the actual purchase agreement price 
staying in the domestic economy.   
 
In contrast, in scenario # 1, although 22% of 
the contract value stays in the domestic 
economy as a combination of commission 
to the agent and payment for storage and 
freight costs,  Local Content is reported as 
zero percent because 22% is below the 40% 
threshold for goods to be defined as being 
of domestic origin.  
 
Importance of Description and Context 
 
Figure 3 demonstrates how different Local 
Content metrics can generate, not only 
relatively different results, but lead to 
diametrically opposite conclusions.  What is 
crucial then is for the 
statements and 
messages 
communicated around 
these data to be a true 
and fair interpretation of 
the measurement in 
question.  
 
To illustrate, the following 
statement:  “We spent 
$950 million on 
procurement this year, of 
which 47% was local 
content” is not 
altogether uncommon in 
company reports.   The 
statement is, however, rather meaningless if 
reported without clarity on the definition of 
Local Content being used, and what is 
meant by the term “spent”.    Reporting 
aggregate figures for Local Content in this 
way also raises the question of how the 47% 
figure is spread between operational and 
capital expenditure and across different 
expenditure categories. 
 
Table 3 below gives the actual information 
upon which this generalised statement 
might have been based. 
 

Table 3  Illustrative Data on Local Content 
 
 Year 2010 

US$m 
total 

US$ spent with 
suppliers tax-
registered in-

country (US$m) 

Local 
Content 

% 

Committed Expenditure (contract awarded) 
Services $700m $425m 61% 
Goods $250m $22m 9% 

Total $950m $447m 47% 
Actual Expenditure (invoiced) 
Services $450m $280m 62% 
Goods $130m $55m 42% 

Total $580m $335m 58% 
 
These data are sufficient to support a far 
more meaningful statement than in the 
previous communication, for example: 
 
“In 2010, $950m was committed for 
expenditure on goods and services, of 
which $447m (47%) was awarded to 
supplier’s tax-registered in-country. Of this 
$447m, $425 is for the future provision of 
local services, and $22m for the future 

supply of goods from local 
suppliers. The relatively low 
figure of $22m is explained 
by the period of capital 
refurbishment anticipated 
for 2011.  A more routine 
figure for standard 
operations would be 
around 40%, as evidenced 
by actual expenditure 
against invoices from local 
tax-registered suppliers in 
2010”.  
 
When reporting Local 
Content, it is far safer and 
clearer to precisely 
communicate the metric 

being applied, and, where necessary, 
provide context so that the real trends are 
transparent.   As a rule of thumb: avoid using 
the term ‘Local Content’ when reporting 
Local Content, and instead just say what it is 
that you mean.  
 
Rules of Origin and Local Content 
 
A suite of more complex metrics for Local 
Content derive from Rules of Origin.   Rules 
of Origin are the principles applied to 
determine whether a product is eligible for 
preferential treatment in trade.  These rules 
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As a rule of 
thumb, avoid 
using the term 

‘Local Content’ 
when reporting 
Local Content.  
Instead, just say 

what it is that 
you mean 

 

are now being applied by 
some regulator to design Local 
Content targets and reporting 
requirements.  The same rules 
have also informed the Local 
Content metrics used in the 
investment criteria of national 
development banks, for 
example, the 60% Local 
Content requirement of the 
Brazilian national development 
bank – BNDES - for extending 
finance for fixed investments in 
machinery and equipmentvii.  In turn these 
investment criteria have influenced Local 
Content reporting regulations, most notably 
in Brazil and Mexico.  
 
Rules of Origin have and continue to be 
debated at length by the World Trade 
Organisation, the European Union, NAFTA 
and Governments in bi-lateral trade 
agreements and negotiations.  A common 
point of contention are the methods and 
thresholds for determining whether an 
imported product has undergone what is 
termed a ‘substantive transformation’ in-
country, such that the good is eligible for 
trade preferences.    
 
One such determinant is the level of ‘value 
addition’ achieved in the exporting country.  
Generally the methods for calculating value 
addition are one of two types: ‘build-up’ 
methods and ‘build-down’ methods.  The 
distinction here is important, and lies at the 
heart of much of the current discourse on 
the ambiguities and administrative 
complexities of Local Content reporting.  
 
‘Build-up’ methods aggregate, piece-meal, 
the value added to the domestic economy 
from in-country industrial activity, essentially 
the cost of labour and direct manufacturing 
costs, but excluding the cost of imported 
materials.     
 
If one applies the logic of ‘build-up’ 
methods to the gross salary metric reviewed 
earlier in this paper, this would suggest 
adding the base salary of nationals, to 
employer and employee tax contributions 
and employee benefits of nationals, and 
then also adding in the allowances and 
benefits paid to expat (but excluding expat 
base salaries and bonuses).  In other words 

the figure for Local Content is 
‘built up’ from the individual local 
components. 
 
In contrast, ‘build-down’ 
methods seek to identify the non-
originating – foreign – content, 
then deducting this from the 
overall transaction price.  
Continuing with the above 
example, a ‘build-down’ method 
applied to measure in-house 
Local Content would take the 

entire employee wage bill and all taxes and 
benefits as the starting point, and then 
deduct that portion paid to expats as base 
salary and bonuses.   This would theoretically 
leave the originating value being 
contributed to the domestic economy, ie 
the proportion that is Local Content.  
 
Under Rules of Origin for trade preferences, 
there then takes place a critical second 
step.  A threshold is applied to the 
originating portion (whether this be derived 
from a build-up or build-down method).  This 
threshold is the point at which a good is 
considered to have undergone ‘substantive 
transformation’ in-country.   The critical rule 
is that trade preferences are then applied to 
the entire transaction value of the exported 
good, not only the proportion that is of 
domestic origin.    
 
The significance of this second step in 
reporting Local Content in oil and gas 
expenditure is demonstrated by the 
different ways in which examples of 
formulae from Brazil and Kazakhstan have 
utilised Rules of Origin methods (refer to 
Table 4).   In the Brazil example, both steps in 
the process are followed as a ‘build-down’ 
method to calculate Local Content in 
goods and servicesviii.  In the Kazakhstan 
example, the formula for reporting Local 
Content applies the first step of calculating 
domestic origin, but not the second step, 
with a ‘build-up’ method used for goods 
and a ‘build-down’ method for servicesix.  
 
It is not altogether clear why in the Brazil 
example the formula uses the two step 
process applicable under Rules of Origin.   
Since there is no tangible trade advantage 
to achieving some arbitrary threshold of 
‘substantive transformation’, there is no 

w
w

w
.lo

ca
Lc

on
te

nt
so

lu
tio

ns
.c

om
   

   
   

   
   

   
   

   
   

   
   

   
   

   
   

   
   

   
   

   
   

 S
ol

ut
io

ns
 B

rie
fin

g 
#

 5
 



13 | P a g e  
 

Table 4    Metrics to Measure Goods and Services of Domestic Origin - Examples from Brazil and Kazakhstan 
 

An example from Brazil An example from Kazakhstan 
Step 1 – Calculate % Local Content in Goods and Services  
Screening of components for Evaluation 
 
Sub-set of components subjected to evaluation, based on Pareto’s 
80/20 rule (inputs ranked by value) with remaining 20% and certain 
bulk materials assumed to be 100% Brazilian without need for 
evaluation 

 
Build Down Method - Nationalisation Index for Goods (INB) 

 
Value of direct and third-party imported components as CIF (cost, 
insurance, freight) or FOB (free on board) plus foreign freight and 
insurance; including import duties, IPI (tax on industrial products) 

and ICMS (state VAT) 
__________________ 

Sales price 
 

Correction factor to take account of overheads incurred outside 
Brazil  
 
Build Down Method - Nationalisation Index for Services (INS) 
 

Imported human resources (value of foreign man hours) + 
Imported capital goods used to provide services (rental, leasing) +  

Intermediary imported goods/consumables  
________________________ 

Service price 
 

Build Down Method - Local Content metrics for Goods (used in 
calculation of CT-KZ Certificate of Origin)  
 

“Cost of the foreign raw material and other components” 
__________________________ 

Sales price 
 
This metric is only applied in the context of calculating the % 
Domestic figure in preparation of a CT-KZ Certificate confirming 
that goods are produced in the Republic of Kazakhstan. 
 
 
Build Up Method - Local Content metric for Services 

 
(CT-KZ % in goods used to provide services)  

+  
(share of salary fund by citizens of Kazakhstan pursuant to primary 

contract)  
+  

(value of sub-contracts performed by legal entities of RoK with > 
95% national citizens) 

________________________ 
Service price 

 

Step 2 – Classification of Local Content as Goods or Services of Domestic Origin 
Goods and Services Origin Verification 
 
Goods  
If INB >  40%, then goods are 100% Brazilian, and total sales price 
counts towards Local Content targets  
 
Services  
If INS > 80% then services are 100% Brazilian, and total service price 
counts towards Local Content targets 

Goods of Origin Certification  
  
Goods  
 
% share of Kazakh content in goods, as specified in the CT-KZ 
Certificate  
 
If there is no CT-KZ Certificate of Origin, Kazakh Content is 0%, 
regardless.    

Under Rules of Origin, 
trade preferences are 
applied to the entire 
transaction value of 
the exported good, 

not only the proportion 
that is of domestic 

origin.  Applying this 
logic to reporting Local 

Content can be 
misleading. 

obvious reason for assuming that goods that 
are over 40% domestic origin should be 
reported as 100% Local Content.  Indeed, 
other formulae used in the Brazil oil and gas 
industry forego this second step. 
 
Arguably, the central tenet of reporting 
Local Content in procurement expenditure 
is to communicate the value being 
contributed by this expenditure to the 
domestic economy.   As 
such, the single step 
approach being adopted 
in Kazakhstan would seem 
more credible.  
 
With regard to the choice 
of ‘build-up’ versus ‘build-
down’ methods, in both 
Brazil and Kazakhstan 
reporting regulations 
require use of a ‘build-
down’ method to calculate 
Local Content in goods.  In 
Brazil, the metric involves 

deducting the ‘CIF’ IncoTerm (cost 
insurance, freight) dollar figure from the 
sales price, along with import taxes and 
overseas overhead costs. In Kazakhstan, the 
same principles are at play, but the precise 
metric remains unclear. 
 
The main difference in choice of methods is 
in the calculation of Local Content for the 
contracting of services.  In Brazil, the 

method is to build-
downwards, ie to deduct 
the foreign labour 
component from the total 
contract price. In 
Kazakhstan, at the time of 
writing, the applicable 
method was to identify the 
gross salary and benefits of 
nationals utilised in contract 
delivery, and add this to the 
total value of sub-contracts 
awarded to those nationally-
registered service providers 
with greater than 95% of 
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national employees, by headcount.  In 
other words, a build-up method.  
 
IncoTerms and Local Content 

International Commerce Terms (IncoTerms) 
are published by the International Chamber 
of Commerce and widely used in 
international transactionsx.   The core 
Incoterms relevant to calculating the non-
originating component of procurement 
expenditure on goods under a ‘build-down’ 
method are ‘FOB’ (free on board) and ‘CIF’ 
(cost, insurance, freight).    
 
In calculating Local Content, if a supplier 
has paid for goods FOB, then the 
subsequent port-to-port freight costs and 
associated insurance would need to be 
added to the FOB price before deducting 
this from the total sales price.   This explains 
why CIF is favoured as the metric for 
calculating Local Content under a ‘build-
down’ method, since CIF includes the non-
originating costs up to the port of entry.    
Figures 4a and 4b below compare how FOB 
with CIF can be used in the calculation of 
Local Content. 
 
Figure 4a   Goods Paid as FOBxi 

 
 
 
Figure 4b  Goods Paid as CIFxii 
 

 
 
 
The attraction of using a ‘build-down’ 
method to calculate, especially if derived 
from FOB or CIF IncoTerms, is their relative 
administrative simplicity. FOB and CIF 
information is identifiable in the buyer’s 
internal documentation, and can readily be 
deducted from total sales price to generate 

a reasonably accurate figure for Local 
Contentxiii.  This said, there is a non 
insignificant drawback to using Incoterms to 
calculate Local Content.  Invariably, 
reporting Local Content using FOB and CIF 
means suppliers are asked to disclose the 
results of their price negotiations with sellers, 
information which can be commercial 
sensitive.   In Brazil, this limitation is being 
addressed through an independent third-
party system of certification, with Local 
Content reported on an aggregated basis.  
 
Measuring Supplier Development 
 
With reference to the first myth discussed in 
the introduction of this paper, higher levels 
of Local Content do not necessarily imply 
that a country or region’s industrial base is 
becoming stronger or more competitive.  
Whilst it may indeed mean that more direct 
and indirect jobs are being created, and 
local order books look more healthy, these 
data say little about whether national 
employees or local suppliers and service 
contractors are developing their capabilities 
and capacity and as a result wining more 
work and growing as long-term viable 
businesses.  
 
Metrics that measure the ‘development’ of 
local suppliers are as equally diverse as 
those available to measure ‘content’.   
These metrics can be divided into two 
categories: input metrics and output 
metrics.  
 
Input Metrics for Measuring Supplier 
Development 
 
Input metrics are essentially proxy indicators 
for measures of outcome or performance.  
For example,  a development or operating 
company would expect the future earning 
power of employees who have received 
vocational training, or the future growth 
prospects of community-based based 
suppliers who have benefited from vendor 
development programmes, to be at least 
equal to the cost of providing the training or 
delivering the programmes.    
 
Likewise, levels of capital investment in local 
suppliers to build capability made by an 
operating company, or leveraged from 
international contractors or third-party 
financial institutions, can also be claimed as 

FOB – Free On Board Freight/Ins  Freight/Ins 

Foreign Content Local Content 

CIF – Cost, Insurance, Freight Freight/Ins 

Foreign Content Local Content 
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There is a simpler 
alternative to conducting 
resource-intensive market 

surveys to measure 
whether local suppliers are 

becoming more 
competitive.  This is for 

companies to report on 
the trends in local suppliers 
being awarded contracts 

on an internationally 
competitive basis 

a proxy indicator for the growth-potential of 
these suppliers.   
 
These are the most simple supplier 
development metrics, and, as is discussed in 
Solutions Briefing # 3 of this series, may have 
a role to play in the evaluation of tenders as 
a means to incentivise lead contractors to 
support and development 
local suppliersxiv.  
 
Output Metrics for 
Measuring Supplier 
Development 
 
Output metrics to measure 
local supplier development 
are more meaningful, but 
to-date companies have 
had difficulty in identifying 
metrics that are sufficiently 
robust and yet simple and 
resource-efficient to 
administer.     
 
Most robust would be those 
that measure actual 
improvements over time in the core 
parameters of firm competitiveness, for 
example:  
 supplier costs,  
 delivery times,  
 labour productivity,  
 quality,  
 volume capacity, and  
 HSE performance,  
 
To calibrate performance, these results 
obtained would need to be benchmarked 
against international norms.  Such metrics 
can be applied, but require a significant 
commitment of resources in order to 
undertake the necessary surveys at the level 
of individual suppliers.    One efficiency 
measure here would be to combine this 
type of survey with conventional market   
testing, for example, when preparing for a 
new capital project.   
 
Other useful output metrics, equally 
dependent on local market surveys, are to 
investigate what new contracts local 
suppliers have won as a result of being 
contracted by, or supplying to, the oil, gas 
or mining company in question, and how 
their revenues have grown over time as a 
result.   Positive trends in these two metrics 

would be meaningful since they 
demonstrate whether local suppliers are 
becoming more competitive and growing.  
However, confidence in the results would 
need to be predicated on a clear cause-
and-effect linkage between the new 
contracts being won and the vendor 
support programmes of the company and 

its lead contractors.   
 
Believability in the data 
would be less where 
evidence that local 
firms are becoming 
more marketable and 
expanding their 
business is only partially 
linked to having been 
contracted to the 
company in question, 
ie where the bulk of 
new revenues have 
actually come from 
contracts or orders 
executed for clients in 
the wider place. 
 

The Missing Metrics 
 
These are not inconsequential limitations, 
and there is clearly a need for simpler 
metrics that negate the need for resource-
intensive surveys or proof of a cause-and –
effect linkage.   One set of alternatives is for 
the oil, gas or mining company to report on 
trends in the number and type of local 
suppliers who: 
 make it through pre-qualification 

processes;  
 are selected for tender lists, and  
 are awarded contracts on an 

internationally competitive basis.     
 
These three metrics can work well as 
indicators of successful local supplier 
development, but only if there is an openly 
competitive tendering processes in 
operation and no anti-competitive 
preferencing of local suppliers (for example 
through cost advantages or excessive 
targets. In such cases a positive trend in the 
numbers and value of local suppliers making 
it through pre-qualification or being 
awarded contracts on an internationally 
competitive basis, would be solid evidence 
that local industry is becoming more 
competitive.   
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These would seem to be helpful and 
administratively efficient metrics.  Yet few 
regulators require companies to report 
against them, and few companies disclose 
this information on a voluntary basis.  These 
missing metrics can be summarised  as 
follows: 
 
1. Competitive Pre-Qualification: 

 
 % of vendors in master sub-contractor lists 
and tender lists that comprise nationally-
registered suppliers (by different 
procurement categories) 

 
Data source: Company tender tracking system, eg 
PROCON 

 
2. Competitive Contract Award 

 
# and $ value of contracts awarded to 
nationally-registered vendors on an 
internationally competitive basis 

 
Data source: Contracts Plan/Company vendor register 
 
Conclusion 
 
This paper has sought to demonstrate that 
the choice of metrics for measuring and 
reporting Local Content in oil, gas and 

mining expenditure is large and the 
potential ambiguities involved in their 
application, many.  
 
Some of the emergent principles for 
accurate and efficient reporting are as 
follows: 
 
 Report both relative and absolute 

figures, to avoid communicating 
misleading information. 

 If there are ambiguities due to changing 
metrics, report two sets of data using the 
old and new metrics 

 As far as possible disaggregate the 
information reported, so that low or high 
levels of Local Content are not hidden 
within aggregate figures 

 Accurately describe the metrics being 
used to generate the reported figures, 
and not only the figures themselves. 

 Report the total data population that is 
the basis for reporting, alongside the 
proportion of expenditure not included 
in this population. 

 Beware applying Rules of Origin without 
adaption, these were designed for a 
different purpose 
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