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The new normal 
A fresh look at  
transfer pricing 
benchmarking for the 
oilfield equipment and 
services industry 
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For oilfield equipment and services 
(OFES) companies, the pressure is on.  
Amid tumbling oil prices and global tax policy shifts, the extractives industry is in the spotlight. The need for 
efficiently reporting and documenting intercompany dealings—known as transfer pricing—has never been greater. 
At the same time, many companies are reducing tax department budgets and headcount. 

To help companies succeed in this new environment, PwC has leveraged our global network of dedicated energy 
transfer pricing specialists to create a thorough set of comparable company benchmarks aligned with the primary 
intercompany activities of OFES companies.  

We believe in a dynamic approach to 
benchmarking to allow for changing 
industry and market conditions. Our method 
combines established comparables with 
leading practices for translating the results 
into analyses that reflect current OFES 
industry and market realities.

More and more, leading industry participants are leveraging our approach to achieve cost-efficient, sustainable 
results for their transfer pricing documentation. Let us help you do the same. 

A new world for the OFES industry 

Over the last year, oil prices have been in a freefall—declining by more than 60%. With some industry analysts 
suggesting that we haven’t experienced the worst price volatility in the market yet—and a few even positing that 
prices could fall further before stabilizing—this downturn could last an additional 12 months or more. Natural gas 
prices in many regions, such as the United States, are also predicted to remain at current levels. 

With oil revenues making up a significant part of many countries’ total gross domestic product (GDP)—particularly 
in the developing world—already we are seeing evidence that the current depressed pricing environment is putting 
more pressure on governments to minimize the consequent impact on their tax receipts.  
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Transfer pricing 
compliance at  
the crossroads 

Given the interconnected, 
inherently cross-border nature 
of the industry and the dollars at 
stake, the extractives industry—
and, in particular, multinational 
OFES companies—were on the 
radar screen of tax authorities 
around the world even before 
the Organisation for Economic 
Co-operation and Development 
(OECD) released its Base 
Erosion and Profit Shifting 
(BEPS) Action Plan in July 2013.  

Currently receiving significant 
attention internationally from 
both governments and the 

media, the BEPS initiative 
includes proposals addressing 
several areas of critical 
importance to OFES companies 
and raises questions as to 
whether the established 
methodologies for structuring 
and pricing transactions 
between related parties in the 
industry will continue to be 
respected from a tax perspective. 

By the very nature of the 
business, OFES companies rely 
on complex global transactions 
and supply chains to move 
people and equipment around 
the world to capitalize on new 
opportunities and address 
critical situations. Routinely, 

multiple entities within the same 
enterprise—from field offices 
and contract manufacturers to 
equipment lessors and global 
and regional headquarters, 
among many others—must come 
together to successfully deliver a 
project.  

Local tax authorities see each 
company as a distinct 
organization and recognize that 
transfer pricing directly impacts 
how much income will be subject 
to tax in their respective 
jurisdictions. As a result, they 
are understandably scrutinizing 
intercompany charges.
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To date, almost 100 
countries have 
established rules 
related to transfer 
pricing with most 
requiring some form 
of documentation for 
intercompany 
charges.  

As part of the BEPS initiative, on 
September 16, 2014, the OECD 
issued guidance intended to 
replace the existing Chapter V 
(Documentation) of its Transfer 
Pricing Guidelines for 
Multinational Enterprises and 
Tax Administrations (OECD 
Guidelines).  

Although the stated objective of 
the exercise was to provide for a 
uniform approach and  
standard for transfer pricing 
documentation applicable across 
jurisdictions, in reality the 
guidance has the potential to 
drive the opposite result 
depending upon how it is 
implemented by individual tax 
authorities. 

Several countries with a large OFES industry presence already have 
announced their intention to adopt the new guidance. This development, 
combined with the speed with which personnel and assets can move 
across borders in the OFES industry, makes it imperative that OFES 
corporate tax professionals take immediate, proactive steps to assess their 
readiness to comply with the new documentation requirements and 
understand how their existing documentation, structures, and policies 
may be received in the new environment. 

Historically, to comply with the transfer pricing requirements in the 
jurisdictions in which they operate, OFES industry participants generally 
have relied on profitability benchmarks that establish a range of expected 
arm’s length returns for the functions performed by their local operating 
entities and regional and global hubs. 

In certain circumstances, this approach may be sufficient to support the 
transfer pricing results of entities performing routine functions on an 
intercompany basis. The volatile conditions in the oil and gas industry, 
however, may present certain unique challenges and opportunities due to 
particular market pressures and conditions that can often cause 
profitability swings that do not match trends in the general economy. 

To provide consistency and 
efficiency in a dynamic field 
that is experiencing 
heightened scrutiny, PwC 
has conducted comparable 
company analyses and 
developed functional 
benchmarks for routine 
functions typically 
performed in the OFES 
industry on an  
intercompany basis. 
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Function Weighted-average 
results available 

North America1 Rest of world2 

Primary Sets for OFES Industry 

Manufacturing 2011 - 2013 (3-year) 
2009-2013 (5-year) 

X X 

Distribution 2011 - 2013 (3-year) 
2009-2013 (5-year) 

X X 

Oilfield Services 2011 - 2013 (3-year) 
2009-2013 (5-year) 

X X 

Headquarters Services Sets 

Administrative Services 2011 - 2013 (3-year) X X 

Engineering Services 2011 - 2013 (3-year) X X 

Sales and Marketing 2011 - 2013 (3-year) X X 

Human Resources 2011 - 2013 (3-year) X X 

IT Services 2011 - 2013 (3-year) X X 

Procurement Services 2011 - 2013 (3-year) X X 

Management Services 2011 - 2013 (3-year) X X 

 

 

                                                             
1  North American searches can be segmented between the United States and Canada. 
2  Rest of World searches can be segmented by region (e.g., APAC, Europe, Americas). If a specific country is preferred (e.g., France, Korea, 

Russia), PwC also has the ability to tailor each set according to local country rules and requirements, and through the use of local country 
databases. 
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Our refined techniques for 
benchmarking routine functions 
in the industry may be especially 
useful for periods, such as 2015, 
when depressed economic 
conditions in the industry do not 
reflect the performance of the 
general economy. 

Because we know the inner-
workings of the OFES industry, 
we can leverage our experience 
and expertise to refine and 
customize the standard set to 
suit our clients’ individual facts 
and circumstances and account 
for the complexities and ongoing 
shifts within the broader 
economic environment. 

Current industry conditions 
present several issues for 
benchmarking routine functions. 
For some functions, the best 
available comparables are from 
companies outside the oil and 
gas industry. Because companies 
in the industry tend to perform a 
variety of integrated functions, it 
may not be possible to find a 
sufficient number of 
independent companies to 
comprise a sufficient sample for 
reliable benchmarking for a 
single isolated function.  

For instance, the functional 
profiles of manufacturing 
companies tend to be industry 
agnostic—meaning that the 
functions they perform, tangible 
and intangible assets they 
employ, and risks they bear 
generally are similar to those 
across the oil and gas and 
industrial products sectors.  

Similar situations often exist 
with distributors of durable 
goods and providers of select 
back office and administrative 
services that are often associated 
with headquarters operations. 
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The use of non-industry 
comparables tends to produce 
relatively stable profit 
benchmarks for these particular 
functions even when the oil and 
gas industry is experiencing 
rapid growth or decline 
conditions. In our experience, 
certain tax authorities—
including the IRS—have asserted 
on examination that comparable 
companies must be drawn from 
industry participants despite the 
lack of precise functional 
comparability. Our approach is 
designed to address this issue.  

For example, one alternative is 
to establish that the functional 
entity is operating under an 
intercompany arrangement that 
insulates it from unusual risks—
including risks arising from 
volatile economic conditions and 
industry shifts. This approach 
could apply to an entity 
operating as a service provider 
for related parties.  

If the terms of the intercompany 
contract or the conduct of the 
parties over time demonstrates 
that the functional entity is 
shielded from risks arising from 
volatile industry conditions, 
then the entity may be expected 
to report functional profits that 
do not vary with industry 
conditions—either up or down—
and the appropriate benchmark 

could be derived from non-
industry comparables.  

Alternatively, if the functional 
entity is not insulated from risks 
arising from volatile industry 
conditions, then the focus must 
shift to the most appropriate 
means of developing appropriate 
benchmarks to reasonably 
reflect the relevant industry 
conditions for the period in 
question.  

In this case, the non-industry 
functional comparables may still 
serve as appropriate 
benchmarks, because 
established techniques are 
available to adjust the 
comparables’ profitability results 
to reflect significant trends seen 
in the oil and gas industry.  

For example, one useful 
technique may be to identify a 
subset of the selected 
comparables using criteria that 
match certain economic 
indicators in the oil and gas 
industry—such as sales declines 
beyond a particular threshold—
that are known to impact firm 
profitability.  

Other approaches, similar to 
those broadly accepted by the 
IRS as comparable company 
‘down economy’ adjustments 
during the general economic 

downturn in 2008 and 2009, 
may also be considered. 

Country risk ratings are another 
area of focus. Due to the 
concentration of petroleum 
resources frequently in 
politically unstable and 
socioeconomically volatile 
regions, the additional risk of 
doing business in these 
countries may be a key 
consideration in evaluating the 
appropriate return for a local 
operating entity.  

At present, there is no definitive 
guidance from the OECD on the 
mechanism for calculating a 
country-risk premium (or 
discount). Instead, companies 
and tax authorities historically 
have relied upon adjustments 
predicated on select economic 
indicators. Companies may be 
best advised to evaluate multiple 
risk factors on a case-by-case 
basis in determining the 
appropriate country-risk 
premium. 

These refined, flexible 
approaches may better align the 
benchmarking results with 
industry profitability trends, 
thereby reducing potential tax 
inefficiencies created by more 
static methods. 
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Talk to us 

To put our insights and expertise to work for you, please reach out  
to any one of our experienced OFES transfer pricing team. We invite 
you to engage with us in an informed, business-oriented dialogue 
about how our approach can deliver value for your organization. 

Contacts  

Kathryn O'Brien 
(202) 414-4402 
kathryn.obrien@us.pwc.com 

Dale Bond 
(713) 356-4156 
dale.bond@us.pwc.com 

Terri Ziacik 
(713) 356-4911 
terri.l.ziacik@us.pwc.com 

Liz Sweigart 
(713) 356-4344 
elizabeth.a.sweigart@us.pwc.com 

Greg Ossi 
(202) 414-1409 
gregory.j.ossi@us.pwc.com 

 

 

 


