Introduction to NAPESCO
NAPESCO (NATIONAL PETROLEUM SERVICES CO. K.S.C.C.) is a service company in the field of petro chemical in Kuwait. My colleague and I have chosen this company as it is a listed company in Kuwait stock market to discuss its financial position and its listing opportunity in Dubai stock market. 
National Petroleum Services Company (NAPESCO) was established in 1993 to provide a broad range of services to the Middle East Oil and Gas industry. NAPESCO mission is to understand clients’ needs and develop effective solution, which satisfy their requirements and serve to meet their challenges. NAPESCO is committed to delivering reliable creative solutions and superior service to all clients.
NAPESC in the oil field focuses on cementing, stimulation, coiled tubing, nitrogen services and industrial cleaning as well as environmental and industrial products and services.
National Petroleum Services Company was established in 1993 primarily as high pressure pumping service provider with cementing service as a heart/core of the organization. After successfully establishing the main stream of the business, NAPESCO quickly developed its portfolio of services to add coiled tubing, acid stimulation and nitrogen services. At NAPESCO, for a task from the laboratory through to the higher management a single focal point is maintained throughout the campaign ensuring free and accurate communication thereby enhancing the customer relationship. Commitment from services group to the management has placed NAPESCO at the top in providing CTU-Stimulation and Cementing.  NAPESCO´s services cumulatively offer 100 years of multi service company experience that provides a comprehensive array of options to a specific problem. An optimum tangible solution is targeted to benefit our client with performance assured service at all times.  In spite of some “teetling” problems NAPESCO has been the favored company in Kuwait known for its ability to provide indigenous solutions. The mission statement as generated by the management "Reliable, value added solutions as defined by our clients" has emerged NAPESCO from in house solution provider to an efficient profit center.







Financial Statement Analysis
Our analysis came up with the following results as we studied the company’s financial statements attached to this report.
NOTE: You may face some numbers that you’d doubt their accuracy in the year of 2006. That was due to a conflict between the executive management board members.

Step I: Identifying industry characteristics
Our product NAPESCO is a company that started running business on 1993 and its core business is such as cementing coil tubing pumping, stimulation and other miscellaneous associated services related to drilling operations related to the oil and Gas sectors.
Here are some of the services along with its details:
Cementing: Oil well cementing is the process of placing cement in the annulus between the casing and the formation. The major objective of primary cementing is to provide zonal isolation in the wellbore of oil, gas and water wells to prevent fluids such as water or gas in one zone from oil in another zone. To achieve this objective, a hydraulic seal must be inserted between the casing and the cement, and between the cement and the formations, while at the same time preventing fluid channels in the cement sheath. This requirement makes primary cementing the most important operation performed on the well. Without complete zonal isolation in the wellbore the well may never reach its full producing potential.
Stimulation: The success of any stimulation treatment depends on the correct identification of the well problem so that proper treatment and technique can be selected. The most common well stimulation involves use of acid successes also depends on how effective this reactive fluid is placed.

Coiled tubing: Coiled tubing is the fastest growing segment of the well service industry today. The interest in coiled tubing services has been fueled by: The economics of the operation, which are often far superior to conventional work over rigs due to: 
· Faster rig-ups. 
· Rapid running speeds. 
· Ability to work through existing completions on live wells.
· Carry on well treatment without the pressure of rig.

Human Resources & Technology: Technology: In NAPESCO industry the amount technology plays a huge factor into dominating the market and it is obvious to everyone that companies who enter into this industry with a solid R&D infrastructure could very well dominate the worldwide market if allowed to do so. Human Resources - Defiantly human resources plays an effective factor also rather than the technology, and here we talk about the skills of the man power who is supervising and controlling the technology tools in order to do the job and maximize the efficiency of the time versus tasks accomplished.
Management: Nevertheless the management acting an effective role into this industry since they build the whole strategy of the company in all aspects. 
Market Research: Market size - The drilling services market is comprised of local (51% Kuwaiti ownership or greater) firms and international companies for each line of business. However the market for directional drilling and electronic submersible pumps are dominated by international companies. The following table summarizes our key finding and analysis.
PART OF THE SUMMARY MARKET DRILLING SERVICES

	Line of  
	Current size
	Future size
	Number of vendors

	Cementing
	7,000,000
	50,000,000
	4

	Drilling Rigs 
	25,000,000
	300,000,000
	3

	 Coil tubing
	1,000,000
	8,000,000
	5

	Stimulation
	5,000,000
	20,000,000
	5



All number in the above table are rounded and estimated.
Competition - Concerned to the oil industry, market share is divided mostly between 4 major companies and are:
1. Halliburton
2. Dowell Schlumberger
3. BJ Services
4. NAPESCO
And it is good to mentioned that NAPESCO is the only local listed company among others.





Step II: Identifying company strategy
Vision

The company’s vision is to become the market leader in our chosen businesses throughout the Middle-East region, yielding maximum return on investment for our shareholders and adding value for our stake holders. NAPESCO shall maximize its market share in its current markets and expand regionally, either directly, through partnerships or through strategic acquisitions. It shall utilize Best Practices in QHS&E, Management Processes and Information technologies to ensure no harm to our people, no harm to the environment and to create a practical management model that can be replicated in new operations. It shall provide reliable, value added solutions to our customers, through the introduction of new technologies and unique solutions imported from its technology partners and through technology development programs. The company will strive to attract and retain qualified professionals through a rigorous recruitment process and develop them within a structured Grading and Competency System. It shall adopt a comprehensive partnership culture with all employees, promoting team spirit and aligning their personal aspirations with that of the company´s vision. As a national company, it shall adopt aggressive training programs for indigenous employees and provide community services through public relations initiatives.

Diversification
Product wise: NAPESCO is aiming toward expansion into the service they provide and they achieve that expansion if you compare between their activities from establishment day until 2009, however the management believe in focusing in their main line of business and not to distract their investment into other businesses.
Market wise: Management in NAPESCO is concentrating on the Oil and Gas sector since the projection of those two sectors seems to be very attractive. And again focus into their core business.
Geographical wise: NAPESCO is aiming toward leading the market within the Middle East and then to become one of the biggest companies in their line of business all around the world.
Company Propositions: As we mentioned before that technology and human resources play the game into this industry, NAPESCO has went aggressively toward R&D to insure that they are in line with the latest technology which could help them in the competing between value of service and cost. Other factors that concern to cost, NAPESCO has a great procedures to Sub-contracts part of the complete job to make sure that the sub-contractor provide the same value that NAPESCO provide to its clients.


Step III: Analyzing the financial statement

CFFOTCL: Cash flow from operations to current liabilities
NIAPONS: Net income as a percentage of net sales
(1) Liquidity

As the current ratio indicates the ability of the company to cover its current liabilities, it increased to 6.23 in 2006 from 4.13 in 2005. This means the company is improving itself in covering all its current liabilities. However, the improvement was declined down to 2.25 which is even half of the current ratio of 2005. This fail was due to the management conflict and replacement in 2006.
Cash flow from operations to current liabilities ratio indicates the company’s ability to cover the obligations from recurring operations. In 2005 the company has done well and able to cover the operating activities. However, due to the management replacement, it falls freakingly down in 2006. The company’s ability to cover its operating activities increases to covering almost 93% of its operating activities in 2007.
Receivable turnover ratio indicates the company’s ability to collection of the receivables of the company. The collection was fair enough in 2005 and 2006, however, in 2007 this ability dropped down to half of 2005 and 2006 due to focusing on the company’s business recovery after the replacement of management.
Debt ratio is the percentage of the assets financed by creditors and the size of the equity relevantly. This was increasing at almost a constant rate, however, still within the safe side where in 2007 the stock holders contributed 63% of the funds to the business.

(2) Profitability
	
	



Net income as percentage of sale is the ability of the company’s management to control cost and a direct measure of the profitability. This was 0.18 in 2005, decreased to 0.14 and finally up to 0.23 in 2007. This decreased in 2006 as the issue of the management in 2006. However, the company has done well in 2007 where this reflects a good management control during this year.
Earnings per share are the measure of the profitability of the share relative to the amount of shares in the company. As you see the illustration graph, it indicates that the management replacement in 2006 was not much reflected here. This may have decreased little compared to other ratios. However, in 2007, the increase was encouraging. The increase reflects the good management of 2007.
Return on assets indicates the productivity of the assets. It falls much in 2006 due to the management replacement too. However, in 2007, it even gets better than 2005. The new management was successful in improving their productivity upon their assets.
Return on equity is the return against the stockholders equity. It, in 2006, falls much but not as return on assets. However, in 2007, it got increased to reach its value of 2005 approximately. This also reflects the new management role in improving the company’s work.








Step III: Forecasting


RT: Receivable Turnover
DR: Debt Ratio
Forecast Upon Regression:
As you may see in the table above, the R-Square of almost all regression models was extremely down which led to inaccurate results. However, the information of DR and RT gave 94.9% and 99.2% R-Square respectively. Hence we consider the forecast of receivable turnover and debt ratio.
The receivable turnover decreased from 2005 to 2007 because the company focused on recovery instead of receivables collection. This is considered as a “hiccup” which won’t remain in the company’s future life. Since this decrease was at a constant rate based on this hiccup, the forecast will, obviously, continue to decrease until it reaches -1.76 in 2012 which won’t be true! Therefore, depending on other information might be useful regarding this ratio. 
The same goes for the debt ratio. Three years of historical data is not enough to forecast five years. We see that its R-Square is high enough to depend on the forecast, but as we mentioned, this three-year data cannot be relied on since they were taken in such bad years of management replacement period.
Forecast Upon Information:
We believe that oil and gas sectors are expanding within the region in future. NAPESCO is going to compete on all coming up projects in this field. That was actually based on facts.
The company’s forecast will be positive based on some confidential information that cannot be added to this report. However, this table of information will be disclosed during the presentation of the analysis.
Step IV: Estimate Firm Value
According to the numbers that we have gotten through the previous steps in our analysis, and upon the information to be disclosed within our forecasting step, we believe that the market price of NAPESCO is underestimated.





















S.W.O.T Analysis
Based on an interview with Eng. Essam Al-Saloussy, Business Developer in NAPESCO, and Eng. Mubarak Al-Jassim, Management Director in NAPESCO, we came up with the following S.W.O.T analysis.
Strengths:
· NAPESCO is the only Kuwaiti company in the region
· No any other Kuwaiti competitors in the region
· NAPESCO is the only company benefitting from such feature
· NAPESCO is the only local company in Kuwait
· This helps to have more opportunities from the government
· The government might have a regulation to only use local providers
· The company’s sector is involved with the government
· Financial crisis do not much affect the company’s business
· This also assists the company’s continuity
· The main income of the government comes from this field
Weaknesses:
· Assets Limitations
· NAPESCO cannot get into large businesses
· Sometimes deals as a contractor
· NAPESCO is new
· Many international competitors in the region
· Many “hiccups” due to insufficient management compared to international companies
· Management efficiency requires more time to develop
Opportunities:
· Oil and gas are the main source of energy 
· This leads to expansion in gas and oil sectors
· More discoveries and explorations
· The government might have a regulation to only use local providers
Threats:
· Takeover
· Management can be taken over, hence management is interrupted where business failure may occur
· Competition
· Local competitors may occur since this field is highly profitable
· Profits get lower
· Entrance of a new local company, hence benefits of being Kuwaiti company will be less as government will share its involvement
Conclusion and Suggestions
Although it did not diversify its work load correctly, NAPESCO has done great during 2007. In order to be stable in business, threats must be considered.
Management takeover or replacement is the most that must be considered as any change would easily create a hiccup that reflects drops in business. What happened in 2006 must be avoided in the future as how it affected the company’s growth.
Limitations on assets must be considered too in order to grow easily. Also, taking a look at international competitors is useful to eliminate the shortcoming of being new in this field. Being a contractor shows the company’s weakness as being unable to do a large job. Therefore, increasing the ability of assets to produce more is really important which also reflects the management efficiency.
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Year Long Term Credit Risk

Current Ratio CFFOTCL Receivables turnover Debt Ratio NIAPONS Earning Per Share Return on Assets Return on Equity

2005 4.13 1.39 4.88 0.25 0.18 16.02 0.18 0.16

2006 6.23 0.68 4.07 0.29 0.14 14.04 0.06 0.08

2007 2.25 0.93 2.97 0.37 0.23 30.54 0.22 0.15

2008 2.32 0.53 2.06 0.42 0.24 32.86 0.20 0.12

2009 1.38 0.30 1.10 0.48 0.26 38.20 0.22 0.11

2010 0.44 0.07 0.15 0.54 0.28 43.53 0.24 0.11

2011 -0.50 -0.17 -0.81 0.60 0.31 48.87 0.27 0.11

2012 -1.44 -0.40 -1.76 0.66 0.33 54.20 0.29 0.10

R-Square 22.36% 41.73% 99.24% 94.96% 29.94% 64.94% 7.14% 1.05%

Short Tern Liquidity Measure Profitability
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