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Agenda

Day 1 Day 2
\ \

Knowledge Presentation &
Introduction Requirements Module 1 Module 2 Module 3 Critique

Introduction to Supply Knowledge Supply Market Evaluation of Major Evaluation of Industry [l Presentation & Critique
Market Analysis requirements for Overview Players Trends & Forces of Report
effective Supply Breakout 1: Each team Breakout 2: Each team Breakout 3: Each team
Management will complete a supply will evaluate major will evaluate trends and
market overview for its players for its Category forces in the supply
Category market
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Seminar Introduction & Overview

N\

To develop an in-depth understanding of the supply markets

for products/services/capital equipment purchased

To identify and evaluate key players in the supply
market

!

To analyze industry trends and forces

To prepare a Supply Market Analysis report to use in
sourcing and negotiation

To enhance the credibility of buyers/commodity managers
with the power of knowledge
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Prices

It’s unwise to pay too much.
But it’s worse to pay too little.

When you pay too much you lose a little money,
that is all.

When you pay too little you sometimes lose everything, because the thing you bought
was incapable of doing what it was bought to do.

The common law of business balance prohibits paying a little and getting a lot.
It can’t be done.

If you deal with the lowest bidder, it is well to add something for the risk you run.
And if you do that, you will have enough to pay for something better.

There is hardly anything in the world that someone can’t make a little worse and sell a
little cheaper -- and people who consider price alone are this man’s lawful prey.

John Ruskin
(1819-1900)
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Anklesaria Cost Management Toolkit

Anklesaria’s Strategic Sourcing Process

Strategy
> Assess Internal » Prepare for » Initiate Contract
Needs Sourcing Event Management
» Analyze Supply » Conduct Sourcing » Manage Contract
Market Event * Supplier Performance (KPIs)
* Supply Market Overview * Contract Pricing (Price
* Profile Suppliers > Select Supplier(s) Discipline™)
* Evaluate Trends and Forces * Value Improvement Program
Award Contracts (AIM & DRIVE?)

» Understand Costs » Negotiate and Award » Close Contract
* Total Cost of Ownership Contract
* Should Cost Model
* Price Discipline™ Models
e AIM & DRIVE®

» Develop Strategy
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The Temple of Knowledge

Sourcing /
Negotiation Strategy
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Price intelligence Cost Models Contract T&Cs Leverage

Product / Service Knowledge

Key Players Demand/Supply Production Processes

Technology Quality Industry Trends Country Risk

Price Trends

Life Cycle Costs

Supplier Capability
Life Cycle

Economic Conditions Ethics
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Phases of Supply Market Analysis

Module 1

Supply
Market
Overview

Identify Key
Questions

Gather
Industry
Information

Create
Market
Profile

Identify
Major
Players

Module 3
Evaluation of
Industry Trends
and Forces

Module 2

Evaluation of
Major Players

Obtain
Company
Information

Create Key
Player
Profiles

Evaluate
Financial
Health

Analyze
Country Risk

Conduct
SWOoT
Analysis

Recommendations
' and Report

Identify and
Interpret Indexes

Analyze Price
Drivers

Develop Market
Meter™

Analyze Market
Forces

Develop

Recommendations
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‘ 4 5 6
S

Knowledge Presentation &
Introduction Requirements Module 1 Module 2 Module 3 Critique

Introduction to Supply Knowledge Evaluation of Major Evaluation of Industry  presentation & Critique
Market Analysis requirements for Players Trends & Forces of Report
effective Supply
Management
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Supply Market Overview

Module 1: Supply Market Overview

Module 1

Supply Market
Overview

s

Identify Key
Questions

Gather
Industry
Information

Create
Market
Profile

Identify
Major
Players
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Identify key questions

Is your supply market global or regional or both?

What is the size (S) of the market?

What is the structure of the market?
= Sjze (S/ volume) by region/geography

= Key industry sectors served

= Key growth areas (region/industry sector)

@ Who are the major players in the market?
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Module 1: Supply Market Overview

Information sources to answer the key questions

workdsteel

Trade Associations

e £.g.: Corrugated.org
e World Steel Association
e MEPS.co.uk

Company Financial Reports
and Presentation

Government Publications

e E£.g: Securities and Exchange
Commision

e Statistical Yearbooks

e Furostat

)

ASK AN EXPERT

Subject Matter Experts
(internal and external)

. w——— e

i

Banking/Credit Associations
Investment Reports

e E.g.: Credit Suiss
® Morning Star

TRESWodd [ndinlyy Begott 13711
fron & Stee! Manufocturing
In the US

Published studies/ reports/
articles

e £.g: Standard & Poor
* |BIS
e Datamonitor
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Module 1: Supply Market Overview

Characteristics of a good supply market profile

Any other information pertinent to
the category procuring from the
supply market

Highlights expected growth in
volume & revenue in addition to the
current and past trends

Provides a brief yet succinct
overview of the supply market

= Size of the market in = Forecast of absolute = Government regulations
terms of volume & growth figures (volume & = Supply market capacity &
revenue revenue) utilization

= Supplier spread in terms = Percentage change in = |P/ Technology
of numbers and market growth to highlight
share volatility in the supply

= Consumer industries and market
geographies

ANKLE
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Module 1: Supply Market Overview

Industry market profile example: Downhole Drilling

Global Market Size & Forecast ($ B) Market Share by Geography
20.00 3. 3% CAGR North
14.3% America
15.00 = Latin
America
10.00 = Europe
= Middle East
5.00 & Africa
APAC
0.00
2020 2021 2022 2023F 2024F 2025F 2026F
Market Share by Product Type
Drilling
7%
= Completion
39%
= |[ntervention
'/ = Production
Formation &
Evaluation
Source: Beroe
Copyright® 2023
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Module 1: Supply Market Overview

Reviewing key questions

Is your supply market global or regional or both? v

What is the size (S) of the market? v

What is the structure of the market?

= Sjze (S/ volume) by region/geography \/
= Key industry sectors served
= Key growth areas (region/industry sector)

@ Who are the major players in the market? v
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Evaluation of Major
Players
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Supply Market Overview

Module 2

Evaluation of
Major Players

e

Obtain
Company
Information

Create Major
Player Profiles

Evaluate
Financial
Health

Analyze
Country Risk

Conduct
SWOT
Analysis
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Module Objectives

@ Develop company profiles for major players

Evaluate the financial health of major players

=  Cross-sectional analysis

=  Trend Analysis

To get an adequate understanding of the dynamics of the supply market, analyze
the top 5-10 companies for the last 3 years.

In the case of a highly volatile industry, analyze companies for the last 5-7 years.

Evaluate country risk (This is applicable only if players are in multiple
geographies and especially necessary if they are in high risk regions.)

Conduct a SWOT analysis of major players
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Module 1: Supply Market Overview

Example of major players in the Downhole Drilling industry

Revenue: $8.51 Billion (2021 FY) S G H U E L L E R
Market Cap: $5.25 Billion (20 Feb 2023) B L E C K M A N N
OILFIELD
EQUIPMENT

Revenue: €292.81 Million (2021 FY)
P H O E N I x Market Cap: € 1.09 Billion (20 Feb 2023)

TECHNOLOGY SERVICES

Revenue: CAD 349.92 Million (2021 FY)
Market Cap: $ 373.81 Million (20 Feb 2023)
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Module 2: Evaluation of Major Players

Key areas to cover when developing players’ profiles

? 5! Geographic Coverage/

¥ 4 [ ocations Market Share

Product and Service

Offerings M., | Stock Performance

o Capacity & Utilization Leadership

Certifications & Policies . Contacts
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Module 2: Evaluation of Major Players

Sources to obtain Company Information

Investor Presentations

Company Website and Analyst Reports

Company Financial ‘sﬁ? Request :

Reports and Presentation ) fMore Request for Information
). . Information

|
B T 1T
Trade Associations Business Journals
e E.g.: Corrugated.org e F£.g:SEC
e World Steel Association e Yahoo Finance
e MEPS.co.uk e Factiva
Copyright® 2023

Duplication prohibited without written consent




Module 2: Evaluation of Major Players

Annual Reports

Business — includes a description of: m. s

General

. NOV Inc. ("NOV™ or the “Company™) is a leading independest equpment and technology provides to the glabal enegy sdustey. Originally founded in
> b u S I n eSS 1862, NOV and m predocessor compasies have sport 160 yoars belping transform oif sad gas field development aed improving its cost-effectiveness,
efficiency, safery, and eavironmental imgact. Over the past few decades, the Company s pioneered and refined key techaologies to improve the economic
viahility of frontier resources, including uncoaventional and deepwater ol and gas. More cecendy, by applvieg its deep expertise and chnology, the
company has belped advance the ransiion jowaed sustsinable smeegy

> markets

NOV's extensive peopcietary techoology ponfoo suppons the indestry’s fulll-field drilling, rompletion, and production seeds. With smmatched cross-
segmene capabilities, scope, and scale, NOV continues 1o develop mnd Inoroduce technotogies that further enhance the scosomics and efficiencies of snergy
prodkction, with a focus oo sutomation, predicive analytics, asd conditon-based mainienance.

> I n d u St ry CO n d It I O n S a n d NOV serves mapor-diversified, national. aod Indepeadent service compases, coatractors, 2od ensrgy peoducess (n 61 coumries, operating under three

segmenss: Wellbore Techaologies. Completion & Productica Solugions, and Rig Technologies.

competition Source: NOV Annual Report

> major events of the prior year (mergers, acquisitions, technological
advancements, etc)

> risk factors

* Management’s Discussion and Analysis covers
> comparison of each year’s performance with the two prior years
> some of the details behind financial statements

> results of individual business segment operations (official record in notes to
financial statements)
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Module 2: Evaluation of Major Players

Financial Statements

NOV INC.
CONSOLIDATED STATEMENTS OF LOSS
(In millions, except per share data)

- - Years Ended December 31,
* Financial Statements and Supplementary Data =" =
1:114 1:091 1:517
641 590 1,100
5,524 6,090 8,479
» Income Statement -
951 929 1,188
430 414 750
4,750 5,656 7,634
774 434 845
> Balance Sheet . - -
— 513 2,209
(134) (2,425) (6,279)
) . (7;) (3‘7') (lgg)
> Statement of Shareholders’ Equity & wm @
(230) (2.779) (6,462)
15 (242) (369)
(245) (2,537) (6,093)
» Cash Flow Statement o — e
Net loss attributable to Company per share:
Basic $ (0.65) S (6.62) S (15.96)
. . Diluted S (0.65) S (662) S (15.96)
> Notes to financial statements ke S IR —
Basic 386 384 382
Diluted 386 384 382

(all notes to financials statements including business O —
segmentation and geographical segmentation summaries) Source: NOV Annual Report

* Exhibits and Financial Statement Schedules
(Sometimes the Financial Statements are grouped together under this item.)
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Module 2: Evaluation of Major Players

Create company profiles (example: National Oilwell Varco)

General info:

2021 Revenue by Business Segments (SMM)
* Business Segments:
» Wellbore Technologies — provides the critical technologies,
equipment, and services required to maximize customer oil
and gas drilling efficiencies and economics.

» Completion & Production Solutions - provides critical $1739, 31%
technologies to optimize the well completion process and T
production phase of a well’s lifecycle.

» Rig Technologies - is the global leader in the engineering,
packages and related capital equipment for oil and gas wells

manufacturing, and support of advanced drilling equipment

» Headquarter: Houston, Texas, USA
* Leadership: Clay C Williams, Chairman of Board & CEO = Wellbore Technologies ® Completion & Production Solutions = Rig Technologies

2021 Sales by Region (SMM)

3

65, 6%

Stock Performance

ADNVANCED CHARTING

en 2253 PriorClose 2284 wheizn 207, 4% 316, 6%

NOV-S12%° DNAOIN. S&PS00-028%° Energy -379% 222, 316,

. . 49 6%. . .
= United States = Norway = Saudi Arabzlla/’ m Brazil = China = Canada = Other Countries

Source: NOV Financials, Wall Street Journal
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Module 2: Evaluation of Major Players

Major Player Profile Example: National Oilwell Varco

Financial overview (2021 FY)

Stock Symbol: NOV

Market Capitalization: $8.51 Billion (20 Feb 2023)
Revenues: $5.25 Billion (2021 FY)

Operating Profit/Loss: -5125 Million (2021 FY)
Net Profit/Loss: -5250 Million (2021 FY)

Net Operating Cash Flow: $S291 Million (2021 FY)

$9,000
$8,000
$7,000
$6,000
$5,000
$4,000
$3,000
$2,000
$1,000

S0

5-year Revenues (in SMM)

20%
15.7% 15%
10%
5%
0%
-5%
-10%
-15%
-20%
-25%
-30%
-35%

2017 2018 2019 2020 2021

N Revenue ==% Change

5-year Operating Profit (in SMM)

176.2% : 94.5%

2021

-3075.8%

I Operating Profit  e=9% Change

200%

-300%

-800%

-1300%

-1800%

-2300%

-2800%

-3300%

$1,000
$800
$600
$400

$200

Source: NOV Financials

5-year Net Operating Cashflow Profit
(in SMM)

200%
150%
100%
50%
0%
50%

68.6%
-100%

2017 2018 2019 2020 2021

m Net Operating Cashflow = ===9% Change
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Module 2: Evaluation of Major Players

Evaluate Financial Health of Major Players

*  Cross-Sectional Analysis
= Computes key ratios for a company and compares them to the ratios of peers and
the industry. Four key areas of financial health are:

> Liquidity: measures a company’s ability to satisfy its short-term obligations as they
come due.

> Activity: measures the speed with which various accounts are converted into sales or
cash (a.k.a. turnover ratios).

> Profitability: measures the returns a company makes on items such as sales, assets,
and shareholder equity.

> Debt: measures a company’s financial leverage, i.e. the amount of debt a company
uses to generate profits.

*  Trend Analysis
= Evaluates a company’s growth rates in key areas and compares those rates to peers
and the industry. The following trends are typically analyzed:
> Revenue
> Profitability: Operating profit & Net profit
> Cash: Net operating cash
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Module 2: Evaluation of Major Players

Find Necessary Information in Financial Statements...

«  Company Financial Statements consist of:
= |ncome Statement OR Statement of Operations
= Balance Sheet
=  Statement of Cash Flows

* Financial statements are typically reported in the company’s annual (or
quarterly) report. To obtain financial statements:

= Search within the “Investor Relations” or “About Us” section of a Company
website,

= Search the stock exchange website of the country they are traded in (or
equivalent governing body), or

= |ssue a Request for Information (RFI)

Copyright® 2023
Duplication prohibited without written consent



Module 2: Evaluation of Major Players

Income Statement

* Income Statement (also known as Profit & Loss Statement or
Statement of Operations)

»  Provides a summary of a company’s incomes and expenses (operating results) for a
specified period
»  Typically covers a one-year period

»  Quarterly statements are also available for publicly held corporations
Example of Basic Structure
STATEMENTS OF INCCHE
YEAR 3 YEAR 2 YEAR 1
Fevenues £12,580.2 £ 10,900.4 & 8,290.3
Cost of =ales 6, 740.2 S5,6850.1 4,524.2
Gro=s=s profit &6,835.0 5,657.3 3,270.1
Selling, general and administrative
eXpenses 3,624.6 3,296.3 3,034.0
Other (income) expense, net 1,100.3 (20.0) 18.0
Operating profit 2.,122.1 2,166.0 2,013.1
Intere=st exXpense, net 118.7 124.1 142 .8
Income before income taxes 2,102.4 1,980.8 1,870.3
FProvi=sion for income taxes 680.3 820.8 o82.0
Het income £ 1,720.1 £ 1,421.3 £ 1,190.3
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Module 2: Evaluation of Major Players

Income Statement Example — National Oilwell Varco

NOV INC.
CONSOLIDATED STATEMENTS OF LOSS
(In millions, except per share data)

Turnover; Revenue

Revenue
Sales
Services
Rental

Total

Cost of revenue

Cost of Goods Sold

Operating Profit / EBIT

Sales
Services (Earnings before interests
Beutal and taxes)
Total 5,656
Gross profit 774 434 845
Selling, general and administrative 908 968 1,30 Profit / Ea rnings before
Goodwill and indefinite-lived intangible asset i — 1,378 3,612 tax
Long-lived asset impairment — 2,209

(2,425)
(84)

Operating loss
Interest and financial costs
Interest income

Net Profit / Earnings after

Equity loss in unconsolidated affiliates (260) (13) tax
Other income (expense), net (23) (17) (90)
Loss before income taxes (230) (2,779) (6,462)
Provision (benefit) for income taxes 15 (242) (369)
Net loss (245) (2,537) (6,093)
Net income attributable to noncontrolling interests 5 = 2
Net loss attributable to Company $ (250) $ (2,542) $ (6,095)
Net loss attributable to Company per share:
Basic $ (0.65) § (6.62) S (15.96)
Diluted $ (0.65) $ (6.62) S (15.96)
Cash dividends per share $ 005 § 005 § 0.20
Weighted average shares outstanding:
Basic 386 384 382
Diluted 386 384 382

The accompanying notes are an integral part of these statements.

ANKILESARIA
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Module 2: Evaluation of Major Players

Balance Sheet

. Presents a summary statement of the firm’s financial position on a given date
* The statement balances a company’s assets (what it owns) against its financing

. Financing is in the form of Liabilities (what it owes) and Equity (what was
invested by owners)

Example of Basic Structure

Year 2 Year 1 Year 2 Year 1

ASSETS LIABILITIES & EQUITY
Cash 211.4 336.7 Accounts payable 748.1 718.1
Accounts Receivable 1,638.6 1,525.1 Current portion of long-term debt payable 839.2 826.9
Inventories 501.2 481.4 Accruals 23.5 269.1
Marketable securities 100.5 85.4 Short-term bank loans 80.3 90.5
Total current assets 2,451.7 2,428.6 Total current liabilities 1,691.1 1,904.6
Property, plant, and equipment 2,142.3 2,138.6 Long-term debt 2,358.6 2,365.4
Goodwill 2,886.8 2,750.7 Issued debt securities 288.0 330.6
Other intangible fixed assets 1,119.8 1,094.3 Deferred tax liabilities 604.1 596.0
Investments in associates 638.6 514.1 Other noncurrent liabilities 645.4 541.2
Other noncurrent assets 105.6 90.1 Total liabilities 5,587.2 5,737.8
TOTAL ASSETS 9,344.8 9,016.4 Stock 3,010.5 3,010.5
Retained earnings 747.1 268.1
Total stockholder's equity 3,757.6  3,278.6
TOTAL LIABILITIES & EQUITY 9,344.8 9,016.4
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Module 2: Evaluation of Major Players

Balance Sheet Example — National Oilwell Varco

Assets:

Easily converted to cash within 1
NOV INC. year, includes: cash, inventory, trade
CONSOLIDATED BALANCE SHEETS T —
(In millions, except share data) .

December 31,

2021 2020
ASSETS
Current assets:
Cash and cash equivalents $ 1,591 S 1,692
Receivables, net 1,321 1,274
Inventories, net 1,331 1,408
Contract assets 461 611
Prepaid and other current a 198 224
Total current assets 4,902 5,209
Property, plant and equipment, net 1,823 1,927
Lease right-of-use assets, operating 361 371
Lease right-of-use assets, financing 176 195
Goodwill 1,527 1,493
Intangibles, net 503 527
Investment in unconsolidated affiliates 50 51
Other assets 156
Total assets S 9,929
Assets with life exceeding 1 year,
includes: goodwill, property, plant &
equipment etc.
Copyright® 2023
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Module 2: Evaluation of Major Players

Balance Sheet Example - National Oilwell Varco

Liabilities & Equity:
Obligations that must be paid within 1
year, includes: accounts payable, notes

L S AND STOCKHOLDERSY' | payable, short term bank loans etc.

Current liabilities:
Accounts payable $ 612 § 489
Accrued liabilities 778 863
Contract liabilities 392 354
Current portion of lease liabilities Obligations that may be paid 99 110
Cuoent peton Shiong-tens de beyond 1 year, includes: long term 3 o
Accrued income taxes 24 51
Total current liabilities debt, deferred taxes, deferred 1,910 1,867
Long-term debt employee benefits etc. 1,708 1.834
Lease liabilities 576 612
Deferred income taxes 66 78
Other liabilities 226 259
Total liabilities 4,486 4,650

Commitments and contingencies

Stockholders’ equity:
Common stock - par value $.01; 1 billion shares authorized; 392,
and 388,255,374 shares issued and outstanding at Decembe

Owners’ claims on the firm’s assets post
all liabilities, includes: Common shares,
retained earnings etc.

and December 31, 2020 4
Additional paid-in capital 8,685 8,591
Accumulated other comprehensive loss (1,546) (1,509)
Retained eamings (2,146) (1,876)

Total Company stockholders' equi 4,997 5,210
Noncontrolling interests 67 69
Total stockholders’ equity 5.279
Total liabilities and stockholders’ equity $ 9,550 J $ 9,929
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Module 2: Evaluation of Major Players

Cash Flow Statement

Example of Basic Structure

Year 3 Year 2 Year 1

° Presents a Summary statement Net income 21,538,000 24,589,000 17,046,000
. ) . Operating activities, cash flows provided by or used in:
Of the flrm S CaSh ﬂOW g0|ng Depreciation and amortization 2,790,000 2,592,000 2,747,000
into and out of the company Adjustments to net income 4,617,000 621,000 2,910,000
Decrease (increase) in accounts receivable 12,503,000| 17,236,000
Increase (decrease) in liabilities (A/P, taxes payable) 131,622,000, 19.822,000| 37,856,000
° The statement reports the Decrease (increase) in inventories
ﬁrm'S CaSh ﬂOW prOV|ded Increase (decrease) in other npn.aratmg iac.h-\ntles (173,057,000) (33,061,000) (62,963,000}
Net cash flow from operating activities 13,000 31,799,000 (2,404,000}
th rough th ree aCtiVitieS: Investing activities, cash flows provided by or used in:
operating, investing, and Capital expenditures (4,035,000)| (3,724,000 (3.011,000)
financing Investments (201,777.,000) (71,710,000} | (75.649,000)
Other cash flows from investing activities 1,606,000| 17,009,000 (571,000}
Net cash flows from investing activities (204,206,000) (58.425.000)|(79.231,000)
Financing activities, cash flows provided by or used in:
Dividends paid (9.826.000)| (9.188.000) (8.375.000)
Sale (repurchase) of stock (5,327,000} (12,090,000} 133,000
Increase (decrease) in debt 101,122,000, 26,651,000| 21,204,000
Other cash flows from financing activities 120,461,000 27,910,000 70,349.000
Net cash flows from financing activities 206,430,000 33,233,000 83,311,000
Effect of exchange rate changes 645,000 (1,840,000) 731.000

Net increase (decrease) in cash and cash equivalents| $2,882,000 54,817,000 52,407,000
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Types of Cash flows

Cash flows from operating activities- Represents the net cash flow from
business operations. It includes net income adjusted for non-cash
expenditures like depreciation, amortization, etc. and changes in net working

capital.

Cash flows from investing activities- Includes cash flows associated with

purchase and sale of both fixed assets and business interests

. Cash flows from financial activities — Includes cash flows that result from debt
and equity financing such as sale of stock, repayment of debt, repurchase of

stock, payment of dividends, etc.
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Module 2: Evaluation of Major Players

Cash Flow Statement Example - National Oilwell Varco

NOV INC.
CONSOLIDATED STATEMENTS OF CASH FLOWS
(In millions)
Years Ended December 31,
2021 2020 2019
Cash flows from operating activities:
Net loss S (245) $ (2537) § (6.093)
Adjustments to reconcile net loss to net cash provided by
operating activities:

Depreciation and amortization 306 352 533
Deferred income taxes 11 (65) (426)
Stock-based compensation 78 105 130
Loss on extinguishment of debt 7 8 26
Equity loss in unconsolidated affiliates 5 260 13
Goodwill and indefinite-lived intangible asset impairment — 1,378 3612
Long-lived asset impairment — 513 2,209
Provision for inventory losses 73 367 659
Other, net 16 16 16

Change in operating assets and liabilities, net of acquisitions:
Receivables
Inventories
Coutract ssots Represents the net cash flow from business
Prepaid and other current assets ) . . )
Accounts payable operations. It includes net income adjusted
Accrued liabilities

for non-cash expenditures

Contract liabilities
Income taxes payable

Net cash provided by operating activities
Cash flows from investing activities:

Purchases of property, plant and equipment (201) (226) (233) . .
Business acquisitions, net of cash acquired 52) (14) —a——— Includes cash flows associated with
Other, net 57 96 98 .
Net cash used in investing activities €— (156) (1a2) G15) purchase and sale of both fixed assets and
Cash flows from financing activities: . .
Borrowings against lines of credit and other debt 60 36 511 b usiness interests
Payments against lines of credit and other debt (183) (217) (1,000)
Financing leases (26) (31) (32)
Cash dividends paid (20) (19) (77)
Debt issuance and extinguishment costs (7) 8) (36) I
Other (13) (20) 13)
Net cash used in financing activities € (IE) (259) (647) InCIUdeS CaSh fIOWS that reSU|t from debt
Effect of exchange rates on cash (7) (2) (8) . H .
Increase (decrease) in cash and cash equivalents (101) 521 (256) and eqUIty flnanclng SUCh as Sale Of Stock,
(?ashandcash equfvalems. beginningvufperiod 1,692 l.l>7l 1.437 repayment of debt' etc.
Cash and cash equivalents, end of period S 1591 § 1692 § 1,171

Supplemental disclosures of cash flow information:
Cash payments during the period for:
Interest S 7% 3 83 § 85

Income taxes S (78) $ @ S 144

AN K I ES ARIA Source: NOV Financials, the above picture shows only few items of entire cashflow statement
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Module 2: Evaluation of Major Players

Conducting Ratio Analysis

Steps for Ratio Analysis

1.
2.
3.
4.
5.

Identify and compute key ratios
Conduct peer comparison

Identify significant variances, if any
Investigate reasons for variances

Evaluate ratios and assign financial health ratings
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Liquidity Ratios

* Current Ratio- measures a company’s ability to meet its short-term obligations.

It is calculated as follows:

Current Assets (a) 4,902 257
Current Liabities (a) 1,910

Current Ratio =

* Quick Ratio- is similar to the current ratio except that it excludes inventory from

current assets.

ok Ratio — Current Assets (a) — Inventory (a) 4,902 — 1,331 _ 187
Quick Ratlo = Current Liabilities (a) B 1,910 B

(a) from Balance Sheet

The higher the value of these ratios, the more liquid the company. The ideal ratio depends
upon the nature of the industry.
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Activity Ratios

O Inventory Turnover Ratio- measures the efficiency or speed at which a company

converts its inventory into sales

Cost of Goods Sold (b) 4,742
Inventory (a) 1,331

Inventory Turnover = 3.56

365 365

fnventory Turnover (Days) = Inventory Turnover 356

=102

(a) from Balance Sheet
(b) from Income Statement

* Alow inventory turnover ratio (relative to the industry) indicates that the company is having
difficulty in selling its inventory.

* Alow inventory turnover ratio could be due to obsolete products, poor quality, unreliable

delivery, poor planning, etc.
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Module 2: Evaluation of Major Players

Activity Ratios

(J Receivables Turnover Ratio- measures the average amount of time needed to

collect receivables

Sales (b) _ 5525

Recievables T = B
eclevanbtes TUrnover = counts Receivable (a) 1,782

365 B 365
Recievables Turnover 3.1

Recievables Turnover (Days) = =118

(a) from Balance Sheet

(b) from Income Statement

Receivables turnover ratio is meaningful when compared to the Company’s credit terms.

If the average collection period consistently exceeds the credit term extended it means that
customers are not paying on time. This reduces a company’s operating cash flows and could

also indicate potential quality issues.
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Profitability Ratios

O Operating Profit Margin- measures the percentage of profit earned on each
sales dollar after deducting operating expenses from gross profit

Operating Income (b)  —125

= = — 0]
Sales (b) 5,525 2:3%

Operating Profit Margin =

O Net Profit Margin- measures the percentage of profit on each sales dollar after

all expenses, including taxes, have been deducted.

Net Profit after Taxes (b) _ —245

— = — 0
Sales (b) 5,525 A%

Net Profit Margin =

(b) from Income Sheet
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Profitability Ratios

(J Return on Assets (ROA)- also called Return on Investments (ROI). It measures the

overall effectiveness of management in generating profits with its available assets

Net Profit after Taxes (b)  —245

= = —2.59
Total Assets (a) 9,755 >

Return on Assets =

0 Net Operating Cash Margin- measures the amount of cash generated from

operating activities for every dollar of sales

Net Operating Cash Flow (¢) 291
Sales (b) 5,525

Net Operating Cash Margin = = 5.3%

(a) from Balance Sheet, (b) from Income Sheet, (c) from Cash Flow Statement

High Return on Assets could indicate that the Company is either outsourcing a significant
portion of its activities OR utilizing its assets very efficiently
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Debt Ratios

L Debt to Equity- expresses the relationship between capital contributed by

creditors and that contributed by owners

Total Liabilities (a) _ 4,691

Debt to Equity = = = 0.91
ebt to BQLY Total Stockholder's Equity (a) 5,134

d Times Interest Earned (Interest Coverage)- measures the firm's ability to meet
interest payments. This ratio also serves as an indicator of a firm's capacity to
take on additional debt

Earnings before Interest and Taxes  (b) _ —125

= = —13.89
Net Interest Expense (b) 9

Times Interest Earned =

(a) from Balance Sheet, (b) from Income Sheet

* Also known as EBIT, Operating Income

High Debt to Equity ratio indicates that the Company is highly leveraged. The ideal ratio
depends upon the nature of the industry.
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Cross Sectional Analysis Example

Evaluate the financial health of major players

Peer comparison: evaluate performance of major players against each other

Duplication prohibited without written consent

3-yr Avg.
National Qilwell M Phoenix Energy Peer Group Industry
Bleckmann Qilfield - Average
Varco ) Services Average
Equipment

Liguidity Ratios

Current Ratio 2.69 2.14 1.98 2.27 1.10

Quick Ratio 1.88 1.62 1.48 1.66 0.80
Activity Ratios

Inventory Turnover Ratio 3.68 1.99 6.16 3.94

Inventory Turnover (Days) 99.55 184.81 59.96 114.77

Receivables Turnover Ratio 3.24 4.08 3.40 3.57 5.60

Receivables Turnover (Days) 112.85 92.54 110.09 105.16 I 6518
Profitability Ratios

Operating Profit Margin (%) -5.50% 5% 2.77% 0.81% 5.60%

Net Profit Margin (%) -39.36% 2% 1.20% -11.95% 1.10%

Return on Assets (%) -24.26% 1% 1.33% -7.26% 1.00%

Net Operating Cash Margin (%) 9.65% 21% 18.30% 16.23%
Debt Ratios

Debt to Equity 0.98 1.49 0.82 1.10 2.98

Times Interest Earned (TIE) -38.00 1.4 3.41 -11.06 1.00

ANKLES ARIA Source: Company Annual Reports
GROLTP Copyright® 2023



Module 2: Evaluation of Major Players

Cross Sectional Analysis - Rating for NOV

. . Weighted _
Rating Weights Scores Rationale
Scores
e Ab Both Current and Quick ratio are above peer grou
Liquidity ONE 10% 7 0.7 peer group
Average average
.. Bel Inventory turnover is less that peer group avg while
Activity IO 25% 4 1 e _ pEEr group ave
Average receivable turnover is slower than peer group average
L NOV has made losses over the last few years while the
Profitability 40% 3 ) ) )
other peers in the industry made profits
Bel Debt to equity ratio is lower than peer group while the
Debt SO 25% 4 1 o . .
Average times interest earned is negative due to the losses
Below Overall company rating is "Below Average" based on
Overall 3.9 ) ) )
Average the Cross-sectional Ratio Analysis

Scoring Guide
Significant Variances and Explanations
1-2 Weak
Profitability -=NOV had major loss in 2019 and 2020 while the losses in 3-4 Below Average
2021 went back to 2018 levels 5 Average
6-7 Above Average
8-9 Strong
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Module 2: Evaluation of Major Players

Conducting Trend Analysis

Evaluates trends in key metrics over multiple time periods

Steps for Trend Analysis

1.
2.
3.
2.
5.

Calculate trends in key items (Ratios, Revenue, Operating Profit, Net Profit)
Conduct peer comparison

Identify significant variances, if any

Investigate rationale for variances

Evaluate trends and assign financial health ratings
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Trend Analysis Example - Ratios

Module 2: Evaluation of Major Players

Current Ratio

Inventory Turnover (Days)

4 250
3 c— 200
150
2 \
100
! 50
0 0
2018 2019 2020 2021 2018 2019 2020 2021
== National Oilwell Varco === National Oilwell Varco
Schoeller-Bleckmann Oilfield Equipment Schoeller-Bleckmann Oilfield Equipment
== Phoenix Energy Services == Phoenix Energy Services
Net Profit Margin (%) Debt to Equity
20.0% 2
0.0% N / s
201 2019 2020 021
-20.0% 1 /
-40.0% 05 /\/_
-60.0%
0
-80.0% 2018 2019 2020 2021

=== National Oilwell Varco

Schoeller-Bleckmann QOilfield Equipment

HNKJ__,EB ARIA Source Company Annual Reports

e National Oilwell Varco
Schoeller-Bleckmann Oilfield Equipment

e Phoenix Energy Services
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Trend Analysis- Rating Ratio Trends for NOV

Weighted

Ratio Category Rating Weights Scores Rationale

Scores
o Both Current and Quick ratio are above peer group
ove
Liquidity Trends 10% 8 0.8 average over the last 4 years but are trending
Average
downwards
Activity ratios are close to the average of the peer
Activity Trends Average 25% 5 1.25 |group and have been trending upwards over the last
year
Profitability 40% 3 NOV has made losses over the last 4 years with 2019
Trends and 2020 being big loss making years.
Below Debt to equity ratio is below peer group average and
Debt Trends 25% 4 1 . q v y STotp &
Average has stabilised over the last two years
Below Overall company rating is "Below Average" based on
Overall 4.25 . .
Average the Trend Ratio Analysis
Scoring Guide Rating Below Average
1-2 Weak NOV made massive losses in 2019 and 2020 but they have
3-4 Below Average witnessed a slight recovery in 2021
5 Average . A : . - .
6—7 Above Average !Debt to equity has been stabilizing whlle their ability to cover their
8_9 Strong interest expense has been far below industry average.
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Module 2: Evaluation of Major Players

Trend Analysis Example — Revenue, Profits

Revenue (USD) Operating Profit (USD)

S9B $300M
$78 \ $100M N
358 -5100M 2018 2019 2020 21
$38 -$300M
$1B -$500M
-518 2018 2019 2020 2021 -$700M

e National Oilwell Varco e National Oilwell Varco

Schoeller-Bleckmann Qilfield Equipment Schoeller-Bleckmann Oilfield Equipment
e Phoenix Energy Services e Phoenix Energy Services

Net Profit after Taxes (USD)

M Rating
$1000M 201 2019 2020 021
~$2000M NOV revenues are much higher than the peer group
$3000M chosen
-$4000M After a poor 2019, NOV Net losses and operating
-$5000M profits have reduced.
-$6000M

=== National Oilwell Varco

Schoeller-Bleckmann Qilfield Equipment

e Phoenix Energy Services

ANKLESARTA source: company el repors
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Module 2: Evaluation of Major Players

Evaluating Overall Financial Health

Using the information from ratio and trend analyses, determine the overall financial

health ratings

Example of Overall Rating — NOV

Cross Sectional Ratio Analysis Below Average

Ratio Trend Analysis Below Average

Revenue, Profits Trend analysis Above Average
Overall Financial Health Rating Average
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Analyzing Country Risk

A country risk evaluation is conducted for those countries where major players are

located.

Objectives

Determine viability of investments in international
suppliers/markets by examining

= Political stability of source country
= Economic health of source country

® Financial maturity and robustness of source country

Use findings from country risk analysis in supplier SWOT analysis
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Example of Country Risk Analysis: NOV

Country risk analysis performed
for countries of operation for
National Oilwell Varco

UNITED STATES
United States WeIIb.ore, . Low
Completion, Rig
ot Wellbore, Low
v Completion, Rig
Polfical Risk 1707 @ Poffical Viokence Risk 0
- : y . . Wellbore, .
Shoritem @ : [ aaalE - Saudi Arabia . . Medium
S _ X Completion, Rig
) opriafion Risk . .
Bxproprition Risk @ Brasil Wellbore, Medium-High

Megium/longTem 0 1 =la— 4 , Completion, Rig
[a—
A

A

Wellbore,

Currency Inconvertibdity and Transker Restriction Risk @ China . . Low-Medium
i im Classioation OEC 1 P B ! Completion, Rig
Premium Classiication OECD 0 —
T —— ~ Wellbore
Canada . Low
Completion, Rig
%aness Environment RikAlo G 0 . _ Wellbore,
VL eee— G United Kingdom . . Low
Completion, Rig
Singapore Wellbore, Low
. Completion, Rig
[ Wellbore .
UmtgdArab . Low-Medium
Emirates Completion, Rig
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https://credendo.com/en/country-risk/united-states

Conducting a SWOT Analysis

A SWOT analysis

* isastrategic planning tool used to evaluate the Strengths, Weaknesses,

Opportunities, and Threats involved in a business decision.

* can be conducted for several different objectives such as evaluating a supplier’s

financial health, introducing a new product, or creating a sourcing strategy.

* isused to evaluate a supplier’s capability in key sourcing areas including: Technology,
Geographic coverage/locations, Financial health, Leadership, Country risk,

Product/Service offering, Business
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Module 2: Evaluation of Major Players

Conducting a SWOT Analysis

» What does the
company do well?

» How does it stand
apart from its
competitors?

» What internal
resources does it
have?

» What kind of tangible

assets does it own?

S

Strengths

(Internal)

» Which areas need
improvement to
compete against the
strongest competitor?

» What does the
business lack?

> Are its resources
constrained or
limited?

» Is the company
location a challenge?

W

Weaknesses
(Internal)

» What opportunities
exist in the market
that the company
benefit from?

» Can it take advantage
of its core capabilities
& market perception?

» Has the market
undergone major
change recently?

(External)

» What threatens the
company’s market
position?

» Which factors need to
be controlled to
prevent the risks from
materializing?

» Are there any
deteriorating trends
(revenue, profit etc.)?

Copy