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NOV reported Q2 2019 results that beat consensus estimates and provided a view of the oilfield 

services environment that may show improvement going forward. Earnings fell from $24 million 

in the year-ago quarter to a loss of $5.4 billion in Q2 2019. However, adjusted for a sizeable 

goodwill and long-lived asset impairments, the loss was limited to $0.04 per share, better than 

the expected loss of $0.07. Sales were 1% higher than in the year-ago quarter and slightly better 

than consensus estimates at $2.132 billion, as analysts expected sales of $2.130 billion. During 

the conference call, management stated that they are more confident that Q1 2019 was the 

bottom as most of its business units are witnessing increased demand in offshore markets. 

NOV’s quarterly results and management’s optimism led shares to surge 11% on the day.  

The price of oil seemed to be on a roller coaster ride as it rose from $56/bbl in the beginning of 

2018 to above $72/bbl in early October 2018 and dropped below $48/bbl by the end of 

December 2018. The drastic decline in the commodity caused E&P companies to hold off 

investing in capital drilling projects, causing NOV and other service companies to lower 

expectations going into 2019. Today, the price of oil improved to $54/bbl, but it is still 17% 

lower than this time last year. While challenges remain, NOV’s performance and guidance 

suggests that the worst may be in the past.  

Q2 2019 results were negatively impacted by large impairments. $3.2 billion goodwill and 

intangible asset impairments were deemed necessary due to deteriorating market conditions, 

while $2.2 billion of asset write-downs from impairment testing resulted in charges for customer 

relationships, patents, and property, plant and equipment. Excluding these impairments, NOV’s 

segment results were as follows: 

Rig Technology: 

• Sales were 3% higher y-o-y to $671 million.  

• The segment backlog of $3.2 billion declined 9% y-o-y. 93% of the backlog is destined 

for international markets, signaling improvement in markets outside the U.S. and Canada. 

North American markets remain under pressure, as U.S. onshore rig counts are down 

10% from a year ago to 946 rigs.  

• Adjusted EBITDA of $74 million, or 11% of sales, was lower than a year ago of $84 

million, or 12.9% of sales, due to higher demand of lower-margin aftermarket business.  
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• Q3 2019 sales guidance calls for sequential growth of 1% - 3% from Q2 2019. Compared 

to the prior year quarter, Rig Technology segment sales are expected to grow 6.4% - 

8.5% y-o-y. 

Wellbore Technologies:  

• Sales grew 7% y-o-y to $850 million.  

• North American customers who previously deferred deliveries of oilfield service 

equipment in Q1 2019 took receipt during Q2 2019. In addition, international and 

offshore markets are showing improved demand. However, capital continues to be 

constrained in all markets and inventories of drill pipe have fallen below record low 

levels, signaling a need for customers to resume ordering soon. 

• Adjusted EBITDA of $134 million, or 15.8% of sales, compares to $133 million, or 

16.8% of sales.  

• Q3 2019 sales in the Wellbore Technologies segment are expected to decline 1% - 3% 

sequentially and y-o-y. Q3 2019 adjusted EBITDA margins are expected to be lower by 

10 bps on a sequential quarter basis, and higher by 10 bps on a year-over-year basis.  

Completion and Production Solutions:  

• Sales fell 10% to $663 million. 

• Segment backlog increased 28% y-o-y to $1.2 billion, mostly weighted toward offshore 

markets. NOV feels confident that the offshore business bottomed in Q1 2019. However, 

most of the backlog (82%) is destined for international markets, which takes a little 

longer to build out the capital equipment as they are in the process of adopting the 

advanced technologies from the successful shale revolution in North America. 

• Adjusted EBITDA of $52 million, or 7.8% of sales, was lower than last year at $94 

million, or 11.9% of sales.  

• Q3 2019 sales are expected to rise sequentially and y-o-y by upper single-digits. In 

addition to continued demand for this segment’s services, there has been a noticeable 

increase in demand from customers willing to comply with the IMO 2020 regulations that 

are about to go into effect in 5 months. 

NOV’s results, and the subsequent positive market reaction, provides a bit of déjà vu. It was one 

year ago today that NOV beat expectations and questioned whether operations hit a bottom, only 

to see the price of oil surge upward and crash at year-end. The same variables for NOV share 

appreciation exist today. Namely, if the price of oil goes up, and stays up, E&P companies will 

return to sustainable spending for drilling rig equipment, drilling pipe, completion materials, etc. 

Therefore, the price of oil and E&P budgets continue to indicate the direction of NOV’s 

operating results and its share price movement. When oilfield service companies recognize 

sustained demand, NOV will be one of the biggest beneficiaries, as its products are often 

superior to the competition. Case in point, in June 2019, NOV sold two 20,000 psi blowout 

preventers, the first of its kind, to Transocean, which will be put in service in 2021. Even though 

Transocean has the capability to manufacture its own blowout preventers, they may be playing it 

safe after the blowout preventer from its since-acquired subsidiary failed to stop the massive 
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amounts of crude oil that spilled from the Deepwater Horizon oil well in the Gulf of Mexico in 

2010.  

Considering NOV’s guidance for next quarter, and incorporating the latest consensus estimates 

that NOV will have a break-even quarter in Q4 2019 with further improvements continuing 

through 2020, our model suggests a target price of $30, or 25% upside. We reiterate our Buy 

rating on NOV for the Valuation 50.  
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Disclaimers: 

FOR PROFESSIONAL FINANCIAL/INSTITUTIONAL USE ONLY. 

Applied Finance refers to Applied Finance Capital Management and its Affiliated Companies.  

The Valuation 50 is an investment strategy designed to track the performance of a basket of stocks selected by Applied 
Finance.  The Valuation 50 is a copyrighted product of Applied Finance and may not be reproduced or used in any manner whatsoever 
without the prior express, written consent of Applied Finance. 

Performance numbers represent past performance and may not be indicative of future returns. Performance is gross of fees and assumes 
reinvestment of all dividends and capital gains. Past performance is no guarantee of future results.  
 

References to stocks held in the Valuation 50 are for informational purposes only and do not constitute an offer to buy or sell any security. 

The information and data contained in this presentation were obtained from sources deemed to be reliable, but Applied Finance makes no 
guarantee as to the accuracy or completeness of any such information or data. 
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