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Item 2.02  Results of Operations and Financial Condition.

The information set forth under Item 4.02 is incorporated into this Item 2.02 by reference.

 

Item 4.02. Non-Reliance on Previously Issued Financial Statements or a Related Audit Report or Completed Interim Review.

Dril-Quip, Inc. (the “Company” or “we”) received comment letters from the Division of Corporation Finance of the Securities and Exchange 
Commission (“SEC”) on June 3, 2024 related to their review of both the Company’s Registration Statement on Form S-4 filed with the SEC on May 1, 
2024 and the Company’s Annual Report on Form 10-K for the fiscal year ended December 31, 2023 (the “2023 Form 10-K”). As a result of one of the 
SEC's comments to the 2023 Form 10-K, we became aware of an error in the classification of certain inventory write-downs from 2021. We misclassified 
inventory write-downs from 2021 totaling approximately $67 million, including $19.3 million related to the 2018 global strategic plan and approximately 
$47.7 million due to the discontinuation of certain product categories under the 2021 global strategic plan. The Company classified these charges as 
“Restructuring and other charges”; however, these charges should have been classified in “Cost of sales” in the Consolidated Statement of Income (Loss) 
for the fiscal year ended December 31, 2021, in accordance with ASC 420-10-S99-3. As a result, “Cost of sales” was understated and “Restructuring and 
other charges” was overstated by $67 million for the fiscal year ended December 31, 2021 (the “Affected Period”). Since the error is related to 
misclassification on the Consolidated Statement of Income (loss), there was no impact on “Income (loss) before income taxes”, “Net income (loss)”, or 
“Adjusted EBITDA” (earnings before interest, taxes, depreciation and amortization, as well as other significant non-cash items and other adjustments for 
certain charges and credits.)

On July 8, 2024, after considering the recommendations of management and discussion with the Company’s independent registered public 
accounting firm, PricewaterhouseCoopers LLP (“PwC”), the Audit Committee of our board of directors (“Audit Committee”) concluded that the 
consolidated financial statements for the Affected Period should no longer be relied upon due to the error described above. Any previously issued or filed 
reports, press releases, earnings releases and investor presentations or other communications describing the Company’s consolidated financial statements 
and other related financial information covering the Affected Period also should no longer be relied upon.

Additionally, the Audit Committee concluded that management’s report on internal control over financial reporting as of December 31, 2023 should 
no longer be relied upon, and the PwC opinion on the consolidated financial statements for the fiscal year ended December 31, 2021, as well as PWC’s 
opinion on the effectiveness of the Company’s internal control over financial reporting as of December 31, 2023, should no longer be relied upon. 
Management has also concluded that, in light of the findings described above, the Company's disclosure controls and procedures as of December 31, 2023 
were not effective.

The Company intends to complete and file restated consolidated financial statements for the Affected Period and to update that its disclosure 
controls and procedures were not effective for the material weakness described below by amending its 2023 Form 10-K and its form 10-Q for the quarter 
ended March 31, 2024 (the “Amended Reports”), on July 8, 2024 following the filing of this Form 8-K. The SEC comment letters also included other 
immaterial disclosure errors that will be addressed in the Amended Reports.

The Company will disclose a material weakness in its internal control over financial reporting in such reports relating to the findings described 
above as it did not design and maintain effective controls over the financial statement classification of inventory write-downs related to restructurings. 
Specifically, the Company did not design controls to accurately address the income statement classification as an attribute for consideration during the 
review and analysis process specific to inventory write-downs for accurate accounting and disclosure. The Company’s management and the Audit 
Committee have discussed the matters disclosed in this Item 4.02 with PwC.
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