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REFERENTIAL DATA

National Oilwell Varco (NOV)

Market Capitalization: $11.8 billion

Sector and Industry: Energy Sector, Oil & Gas Equipment & Services (Industry ETF: OIH)
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NOV Stock Price vs. S&P 500

NOV Price % Change S&P 500 Level % Change

+56.4%

+10.5%
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BUSINESS SUMMARY

Company was created by a private equity deal merging National Oilwell and Varco in 1996. The company has built 
scale and broadened its offering by acquiring small, specialized equipment makers and servicing companies.

As the price of oil has fallen, new offshore drilling projects have been delayed or cancelled, biting into the most 
profitable portion of NOV’s business. Now, market participants are beginning to believe it will have to cut its dividend 
(~6% yield).
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NOV provides capital equipment, consumable equipment, and services for the production of oil and gas. 
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BSM CONE VS VALUATION RANGE
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Call Option

Best-Case

Valuation

Worst-Case

Valuation

Avg. of

Best-Worst

Put Option

“Strangle”

1.23 / 1.78 c1.42 (4/26 midday)

0.59 / 1.25 c0.84 (4/26 midday)

$3.03 / share / structure
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NOTES ON “STRANGLE” STRATEGY

This is a speculative strategy and an investors SHOULD take profits before expiration

 Premium on one “leg” will likely be wasted so you need a large enough move to pay for both legs

 Read about the Strangle on pp. 205-207 of The Intelligent Option Investor

In terms of IOI’s “Balanced Investing Meal” a Strangle is definitely in the category of 
a spicy hors d’oeuvers or an after-dinner mint

This strategy is a manifestation of low investment conviction and indicative of high 
valuation uncertainty

If holding to maturity, a “Straddle” is a better structure (put and calls bought at same 
strike price)

 Straddles are an enormous waste of money in most cases and they are NOT recommended

 Read about the Straddle on pp. 208-209 of The Intelligent Option Investor
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VALUATION SCENARIOS
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Stock Price

Potential Price Range Based on Historical Price-to-Sales

1-year Trading Range

Scenarios Key

ST Rev Growth | ST OCP Margin | Med-Term Growth

Case / Scenario Value

-11% | 2% | 5% 5 

-11% | 2% | 15% 8 

1% | 2% | 5% 10 

1% | 2% | 15% 14 

PSR Implied Low 22 

-11% | 10% | 5% 26 

252-day Low 26 

-11% | 10% | 15% 38 

1% | 10% | 5% 49 

252-day High 56 

1% | 10% | 15% 71 

PSR Implied High 84 

https://intelligentoptioninvestor.com/
https://intelligentoptioninvestor.com/


11

VALUATION

WATERFALL

IOI analyses focus on three main valuation 

drivers: revenue growth, profitability, and 

medium-term cash flow growth. We estimate 

a best- and worst-case scenario for each of 

these drivers resulting in a total of 23 = 8 fair 

value scenarios. Profitability is measured by 

Owners’ Cash Profit (OCP) margin.

A wide spread of lowest and highest fair 

values indicates a firm whose value is 

uncertain. Risk depends on the stock price’s 

relationship to the valuation range.

Best-case scenarios are represented with a 

solid line; worst-case scenarios, with a dotted 

one.
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THANK YOU
Erik Kobayashi-Solomon

www.IntelligentOptionInvestor.com

@IOI_Erik
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