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NOTIFICATION OF LATE FILING
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SEC FILE NUMBER

CUSIP NUMBER

(Check one): o Form 10-K o Form 20-F o Form 11-K ý Form 10-Q o Form 10-D
o Form N-SAR o Form N-CSR

For Period Ended: March 31, 2005
o Transition Report on Form 10-K
o Transition Report on Form 20-F
o Transition Report on Form 11-K
o Transition Report on Form 10-Q
o Transition Report on Form N-SAR
For the Transition Period Ended:

Read Instructions (on back page) Before Preparing Form. Please Print or Type.
Nothing in this form shall be construed to imply that the Commission has verified any information contained

herein.

If the notification relates to a portion of the filing checked above, identify the Item(s) to which the notification relates:

PART I � REGISTRANT INFORMATION

Key Energy Services, Inc.
Full Name of Registrant

Not Applicable
Former Name if Applicable

6 Desta Drive, Suite 4400
Address of Principal Executive Office (Street and Number)

Midland, Texas  79705
City, State and Zip Code
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PART II � RULES 12b-25(b) AND (c)

If the subject report could not be filed without unreasonable effort or expense and the registrant seeks relief pursuant to Rule 12b-25(b), the
following should be completed. (Check box if appropriate)

  (a) The reason described in reasonable detail in Part III of this form could not be eliminated without unreasonable effort or
expense

o

  (b) The subject annual report, semi-annual report, transition report on Form 10-K, Form 20-F, Form 11-K, Form N-SAR or
Form N-CSR, or portion thereof, will be filed on or before the fifteenth calendar day following the prescribed due date; or the
subject quarterly report or transition report on Form 10-Q or subject distribution report on Form 10-D, or portion thereof, will
be filed on or before the fifth calendar day following the prescribed due date; and

  (c) The accountant's statement or other exhibit required by Rule 12b-25(c) has been attached if applicable.

PART III � NARRATIVE

State below in reasonable detail why Forms 10-K, 20-F, 11-K, 10-Q, 10-D, N-SAR, N-CSR, or the transition report or portion thereof, could not
be filed within the prescribed time period.

The Registrant was unable to file its Quarterly Report on Form 10-Q for the period ended March 31, 2005 within the prescribed time period.  As
previously reported, the Registrant has been unable to complete and file its Annual Report on Form 10-K for the year ended December 31, 2003
and its Annual Report on Form 10-K for the year ended December 31, 2004 due to its ongoing restatement process.  The Registrant will file its
Annual Report on Form 10-K for the year ended December 31, 2003 as soon as practicable.  As soon as the Registrant files the Annual Report
on Form 10-K for the year ended December 31, 2003, it will immediately begin work on the Annual Report on Form 10-K for the year ended
December 31, 2004.  The Registrant currently estimates that it will take 60 to 90 days after filing the 2003 Annual Report on Form 10-K to
complete the filings for the fiscal year ended December 31, 2004 and the first three quarters of 2004.  As soon as the Registrant files the Annual
Report on Form 10-K for the year ended December 31, 2004, it will immediately begin work on the Quarterly Report on Form 10-Q for the
period ended March 31, 2005.  The Company can make no assurances as to when the filings will be made.  Please see the attached additional
pages.

SEC 1344 (03-05) Persons who are to respond to the collection of information contained in this form are not required to respond
unless the form displays a currently valid OMB control number.
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(Attach extra Sheets if Needed)

PART IV � OTHER INFORMATION

(1) Name and telephone number of person to contact in regard to this notification

Newton W. Wilson, III 432 620-0300
(Name) (Area Code) (Telephone Number)

(2) Have all other periodic reports required under Section 13 or 15(d) of the Securities Exchange Act of 1934 or Section 30
of the Investment Company Act of 1940 during the preceding 12 months or for such shorter period that the registrant
was required to file such report(s) been filed ? If answer is no, identify report(s).

o Yes    ý No

Annual Report on Form 10-K for the period ending December 31, 2003; Quarterly Report on Form 10-Q for the period ending March 31, 2004;
Quarterly Report on Form 10-Q for the period ending June 30, 2004; Quarterly Report on Form 10-Q for the period ending September 30, 2004;
Annual Report on Form 10-K for the period ending December 31, 2004

(3) Is it anticipated that any significant change in results of operations from the corresponding period for the last fiscal year
will be reflected by the earnings statements to be included in the subject report or portion thereof?

ý Yes    o No

If so, attach an explanation of the anticipated change, both narratively and quantitatively, and, if appropriate, state the
reasons why a reasonable estimate of the results cannot be made.

The Registrant has not yet completed the financial statements to be included in its Annual Report on Form 10-K for the year ended December
31, 2003.  When it finishes those financial statements, it plans to prepare and complete its 2004 financial statements as soon as practicable. 
Please see the attached additional pages for information presently available concerning changes in results from 2003 2004 to 20042005.

Key Energy Services, Inc.
(Name of Registrant as Specified in Charter)

has caused this notification to be signed on its behalf by the undersigned hereunto duly authorized.

Date June 3, 2005 By    /s/ Newton W. Wilson, III
Newton W. Wilson, III, Senior Vice President and
General Counsel

INSTRUCTION: The form may be signed by an executive officer of the registrant or by any other duly authorized representative. The name and
title of the person signing the form shall be typed or printed beneath the signature. If the statement is signed on behalf of the registrant by an
authorized representative (other than an executive officer), evidence of the representative's authority to sign on behalf of the registrant shall be
filed with the form.

ATTENTION
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Intentional misstatements or omissions of fact constitute Federal Criminal Violations (See 18 U.S.C. 1001).
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ADDITIONAL INFORMATION (PART IV, ITEM 3)

As previously disclosed, Key Energy Services, Inc. (the �Company� or the �Registrant�) has not yet completed the financial statements to be
included in its Annual Report on Form 10-K for the year ended December 31, 2003.  When it finishes those financial statements, it plans to
prepare and complete its 2004 and 2005 financial statements as soon as practicable.  Until the 2003 financial statements have been completed,
the Registrant cannot reasonably estimate its results for 2005, since certain items such as:

�  depreciation expense for the first quarter of 2005 will be based on the values of fixed assets as of the end of
2003;

�  non-cash interest expense for 2005 will be based on the prior period adjustments to eliminate improperly
capitalized deferred costs in prior years; and

�  income taxes;

are not determinable until all other costs have been determined.

The Registrant has provided select financial data for each of the quarter ended March 31, 2005, and each of the quarters ended March 31, June
30, September 30, and December 31, for 2004 and 2003, respectively.  The Registrant undertook to provide this information to investors in
connection with obtaining consents from the holders of the Company's 6 3/8% senior notes due 2013 and its 8 3/8% senior notes due 2008.  Set
forth below is select operating items data for the quarters ended March 31, 2005 and 2004, respectively, using such information disclosed in
connection with the Registrant�s bond consent.  This information is subject to revision pending the outcome of the restatement.  

Quarter Ended Quarter Ended
3/31/05 3/31/04

(In thousands -
Unaudited)

(In thousands -
Unaudited)

Select Operating Data:
Revenues
Well servicing (1) $ 218,712 $ 194,395
Pressure Pumping 30,504 18,059
Fishing and Rental Services 20,367 18,694
Other 242 (249)
Total revenues $ 269,825 $ 230,899

Costs and Expenses
Well servicing $ 148,736 $ 132,930
Pressure Pumping 19,237 13,675
Fishing and Rental Services 12,808 11,792
General and administrative (2) 36,295 26,699
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Interest (3) 14,007 9,936
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3/31/05 12/31/04
(In thousands -

Unaudited)
(In

thousands �
Unaudited)

Select Balance Sheet Data:
Current Assets
Cash and cash equivalents (4), (5) $ 93,011 $ 19,261

Accounts receivable, net of
allowance for doubtful accounts 197,149 212,351
Inventories 20,405 18,500

Prepaid expenses and other current
assets 34,624 20,197
Total current assets $ 345,189 $ 270,309

Current Liabilities
Accounts payable 59,132 59,872
Other accrued liabilities 79,493 71,304
Accrued interest 6,396 9,729
Current portion of long-term debt
and capital lease obligations 3,971 4,326
Total current liabilities $ 148,992 $ 145,231

721,495 284,252
Selling expenses 528,529 359,075
Total operating expenses 1,250,024 643,327

Income from operations 1,552,660 2,665,057

Other income/(expense)
Interest income 87,441 391,180
Interest expense (739,953 ) (578,487 )
Commercial leasing income 368,783 303,183
Cost of commercial leasing (221,462 ) (214,007 )
Other income/(expense) (6,166 ) 38,295
Total other
income/(expense), net (511,357 ) (59,836 )

Income before income tax
expense 1,041,303 2,605,221

Income taxes expense 297,976 646,302
Net income before allocation
to non-controlling interests 743,327 1,958,919

Less: Net income
attributable to the
non-controlling interest 7,434 19,389

Net income attributable to
China Ruitai 735,893 1,939,530
Comprehensive income
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Net Income before
allocation to non-controlling
interest 743,327 1,958,919
Foreign Currency
Translation Adjustment 191,863 67,027
Comprehensive income 935,190 2,025,946
Less: Comprehensive
income attributable to
non-controlling interests 9,466 19,389
Comprehensive income
attributable to China Ruitai $ 925,724 $ 2,006,557

Earnings per share-Basic
and diluted $ 0.03 $ 0.07

Weighted average number of
common shares outstanding
-Basic and diluted 26,000,000 26,000,000

(Note: The cost of sales includes hot steam purchased from a related party, but the precise amount could not
reasonably be determined, see Note 12)

See notes to consolidated financial statements.

3

Edgar Filing: KEY ENERGY SERVICES INC - Form NT 10-Q

8



CHINA RUITAI INTERNATIONAL HOLDINGS CO., LTD. AND SUBSIDIARIES
Consolidated Statements of Cash Flows

(Unaudited)

Three months ended March 31,
2011 2010

Cash flows from operating activities:
Net income before allocation to non-controlling interests $ 743,327 $ 1,958,919
Adjustments to reconcile net income before non-controlling
interests to net cash provided by/(used in) operating activities
Depreciation 612,956 564,625
Amortization of land use rights 28,067 27,122
Bad debt provision 134,208 (280,793 )
Changes in operating assets and liabilities:
Restricted cash (4,977,691 ) 879,900
Accounts receivable (2,917,333 ) (3,477,901 )
Notes receivable (60,033 ) (556,011 )
Advances to suppliers (1,212,063 ) 201,892
Inventories (1,226,621 ) 575,753
Other receivables 104,922 (284,794 )
Accounts payable (994,087 ) 770,749
Notes payable (3,642,213 ) (1,613,150 )
Other payables 128,592 1,191,228
Advances from customers 281,773 491,841
Income taxes payable 297,976 281,188
Net cash (use in)/provided by operating activities (12,698,220 ) 730,568

Cash flows from investing activities:
Advanced payment to purchase equipment (285,451 ) -
Purchase of property and equipment (101,520 ) (609,265 )
Net cash used in investing activities (386,971 ) (609,265 )

Cash flows from financing activities:
Proceeds from bank loans 10,158,740 6,003,851
Repayment of bank loans (10,158,740 ) (7,910,301 )
Proceeds from loan from a related party 4,856,285 -
Repayment in loan from a related party (1,250,157 ) (347,609 )
Repayment in loan from employee (175,403 ) (118,513 )
Net cash provided by/(used in) financing activities 3,430,725 (2,372,572 )

Effect of foreign exchange rate fluctuation on cash and cash
equivalents 132,008 29,931
Net decrease in cash and cash equivalents (9,522,458 ) (2,221,338 )

Cash and cash equivalents- beginning of period 25,286,619 10,174,528
Cash and cash equivalents-end of period $ 15,764,161 $ 7,953,190

Supplementary disclosure of cash flow information:
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Cash paid for interest expense $ 739,953 $ 578,487
Cash paid for income tax $ - $ 365,239

See notes to consolidated financial statements

4
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CHINA RUITAI INTERNATIONAL HOLDINGS CO., LTD. AND SUBSIDIARIES
Notes to Unaudited Consolidated Financial Statements

1. ORGANIZATION AND DESCRIPTION OF BUSINESS

China Ruitai International Holdings Co., Ltd. (“China Ruitai” or the “Company”) was initially organized under the laws of
the State of Delaware on November 15, 1955 as Inland Mineral Resources Corp. The Company subsequently changed
its name to Parker-Levitt Corporation, and in 1997 changed its name to Commercial Property Corporation.  In 2006,
the Company changed its name to Shandong Ruitai Chemical Co., Ltd. On March 12, 2007, the Company changed its
name to China Ruitai International Holdings Co., Ltd. Since February 26, 2007, the Company’s fiscal year end is
December 31.

On August 29, 2007, the Company entered into a Share Exchange Agreement with Pacific Capital Group Co., Ltd.,
(“Pacific Capital Group”), a corporation incorporated under the laws of the Republic of Vanuatu, and the Shareholders
of Pacific Capital Group (the “Shareholders”). Pursuant to the Share Exchange Agreement, the Shareholders agreed to
transfer all of the issued and outstanding shares of common stock in Pacific Capital Group to the Company in
exchange for the issuance of an aggregate of 22,645,348 shares of the Company’s common stock, thereby causing
Pacific Capital Group to become a wholly-owned subsidiary of the Company and TaiAn RuiTai Cellulose Co., Ltd.
(“TaiAn Ruitai”), Pacific Capital Group’s majority-owned operating subsidiary, a Chinese limited liability company, to
become a majority owned subsidiary of the Company. The parties closed the share exchange contemplated by the
Share Exchange Agreement on November 8, 2007.

Pacific Capital Group was incorporated on November 23, 2006 under the laws of the Republic of Vanuatu as a
holding company, for the purposes of seeking and consummating a merger or acquisition with a business entity. On
April 26, 2007, following the approval by the relevant governmental authorities in the People’s Republic of China (the
“PRC”), Pacific Capital Group acquired a 99% ownership interest in TaiAn Ruitai, which was formed in the PRC on
November 10, 1999 with registered capital of $2,391,840. As a result of the transaction, TaiAn Ruitai became a 99%
majority-owned subsidiary of Pacific Capital Group.

TaiAn Ruitai is the only one of these affiliated companies that is engaged in business operations. China RuiTai and
Pacific Capital Group are holding companies, whose business is to hold an equity ownership interest in TaiAn Ruitai.
TaiAn Ruitai is engaged in the production, sales, and exportation of deeply processed chemicals, with a primary focus
on non-ionic cellulose ether products. TaiAn Ruitai’s assets exist solely in the PRC, and its revenues are derived from
its operations therein.

2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Basis of presentation

The accompanying unaudited consolidated financial statements of the Company have been prepared in accordance
with accounting principles generally accepted in the United States of America (“GAAP”) and include the financial
statements of the Company and its subsidiaries. All significant intercompany transactions and balances have been
eliminated on consolidation.

In addition, the Company’s unaudited consolidated financial statements have been prepared on a going-concern basis
which contemplates the realization of assets and liquidation of liabilities in the normal course of business. As of
March 31, 2011 and December 31, 2010, the Company had significant negative working capital, which raises
substantial doubt about the Company's ability to continue as a going concern. The ability of the Company to continue
as a going concern is dependent on the Company obtaining necessary financing or achieving a consistently profitable
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level of operations. If the Company is unable to obtain adequate capital, it could be forced to cease operations.

In order to continue as a going concern, the Company will need, among other things, additional capital resources.
Management’s plan is to obtain such resources for the Company by obtaining capital from management and significant
shareholders sufficient to meet its minimal operating expenses and seeking equity and/or debt financing. However
management cannot provide any assurances that the Company will be successful in accomplishing any of its plans.

5
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CHINA RUITAI INTERNATIONAL HOLDINGS CO., LTD. AND SUBSIDIARIES
Notes to Unaudited Consolidated Financial Statements

The accompanying financial statements do not include any adjustments that might be necessary if the Company is
unable to continue as a going concern.

The accompanying unaudited consolidated financial statements as of March 31, 2011, and for the three months ended
March 31, 2011 and 2010 have been prepared in accordance with GAAP for interim financial information and with
the instructions to Form 10-Q and Rule 8-03 of Regulation S-X applicable to smaller reporting companies. In the
opinion of management, all adjustments necessary for a fair statement of the results for the interim periods have been
made, and all adjustments are of a normal recurring nature (or a description of the nature and amount of any
adjustments other than normal recurring adjustments). The unaudited consolidated interim financial statements should
be read in conjunction with the Company's audited consolidated financial statements and notes thereto for the year
ended December 31, 2010 that are included in the Company’s 2010 Annual Report on 10-K filed with the Securities
and Exchange Commission.

Principle of consolidation

The consolidated financial statements include China Ruitai, Pacific Capital Group and TaiAn RuiTai. All
inter-company transactions and balances have been eliminated in consolidation.

Non-controlling interest represents the ownership interests in the subsidiary that are held by owners other than the
parent. In December 2007, the Financial Account Standards Board (“FASB”) issued “Non-controlling Interests in
Consolidated Financial Statements — an amendment of ARB No. 51”, ASC Topic 810-10. ASC 810-10 requires that the
non-controlling interest is reported in the consolidated statement of financial position within equity, separately from
the parent’s equity and that net income or loss and comprehensive income or loss are attributed to the parent and the
non-controlling interest.  If losses attributable to the parent and the non-controlling interest in a subsidiary exceed
their interests in the subsidiary’s equity, the excess, and any further losses attributable to the parent and the
non-controlling interest, is attributed to those interests.

Use of Estimates

The preparation of consolidated financial statements in conformity with U.S. GAAP requires management to make
estimates and assumptions that affect the amounts reported and disclosed in the financial statements and the
accompanying notes. Actual results could differ materially from these estimates. Management evaluates the estimates
on an ongoing basis, including those related to accounts receivable and useful lives of property and equipment, fair
values of warrant to purchase our common stock, and income taxes. We base our estimates on historical experience
and on various other assumptions that are believed to be reasonable, the results of which form the basis for making
judgments about the carrying values of assets and liabilities.

Accounts Receivable

Accounts receivable represent amounts earned and are collectible from customers.  Accounts receivable are stated at
the amount the Company expects to collect.  The Company maintains allowances for doubtful accounts for estimated
losses resulting from the inability of its customers to make the required payments and uses the specific identification
method to record such allowances.  Management of the Company considers the following factors when determining
the collectability of accounts receivable:  a customer’s credit-worthiness, past collection history, and changes in a
customer’s payment terms. Allowance for doubtful accounts is made based on any specifically identified accounts
receivable that may become uncollectible.
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Inventory

Inventories are stated at the lower of cost or market value. Actual cost is used to value raw materials and supplies.
Finished goods and work-in-progress are valued using the weighted-average-cost method. Elements of costs in
finished good and work-in-progress include raw materials, direct labor, and manufacturing overhead. Provision for
diminution in value on inventories is made using specific identification method.

6
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CHINA RUITAI INTERNATIONAL HOLDINGS CO., LTD. AND SUBSIDIARIES
Notes to Unaudited Consolidated Financial Statements

Revenue Recognition

The Company recognizes revenue when the earnings process is complete. This generally occurs when products are
shipped to unaffiliated customers or picked up by unaffiliated customers in the Company’s warehouse, title and risk of
loss have been transferred, collectability is reasonably assured and pricing is fixed or determinable. The corresponding
freight-out and handling costs are included in the selling expenses.

The Company does not provide an unconditional right of return, price protection or any other concessions to its
customers.  Sales returns and other allowances have been immaterial in our operation.

Commercial leasing income is recognized ratably over the period of the commercial leasing asset rent contract. The
commercial leasing asset is Taishan Building, which is located in Beijing and is entirely rented to Beijing Shengmei
Hotel Management Company.

Impairment of long-lived assets

In accordance with Impairment or Disposal of Long-Lived Assets Subsections of ASC Subtopic 360-10, Property,
Plant, and Equipment - Overall, long-lived assets, such as property, plant and equipment, and purchased intangible
asset subject to amortization, are reviewed for impairment whenever events or changes in circumstances indicate that
the carrying amount of an asset may not be recoverable. If circumstances require a long-lived asset or asset group be
tested for possible impairment, the Company first compares undiscounted cash flows expected to be generated by that
asset or asset group to its carrying value. If the carrying value of the long-lived asset or asset group is not recoverable
on an undiscounted cash flow basis, impairment is recognized to the extent that the carrying value exceeds its fair
value. Fair value is determined through various valuation techniques including discounted cash flow models, quoted
market values and third-party independent appraisals, as considered necessary. No impairment of long-lived assets
was recognized for the three months ended March 31, 2011 and 2010.

3. ACCOUNTS RECEIVABLE, NET

Accounts receivable are recognized and carried at original sales amounts less an allowance for uncollectible accounts,
as needed. Accounts receivable as of March 31, 2011 and December 31, 2010 were:

March 31, 2011 December 31, 2010
(Unaudited)

Accounts receivable $ 9,322,449 $ 6,356,204

Less: Allowance for doubtful accounts (1,486,896 ) (1,459,539 )

$ 7,835,553 $ 4,896,665

Allowance for doubtful accounts movement for the three months ended March 31, 2011:

December 31,
2010 Provision Reverse

Write-
off

March 31,
2011

$ (1,459,539) $ (203,998 ) $ 176,641 $ - $ (1,486,896)
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Allowance for doubtful
accounts

4. NOTES RECEIVABLE

Notes receivable of $2,814,074 as of March 31, 2011 and $2,736,496 as of December 31, 2010 represents bank
acceptance notes the Company received from customers for sales of products. The notes have a maturity of 3 to 6
months, and are accepted by banks.

7
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CHINA RUITAI INTERNATIONAL HOLDINGS CO., LTD. AND SUBSIDIARIES
Notes to Unaudited Consolidated Financial Statements

5. OTHER RECEIVABLES, NET

Other receivables are recognized and carried at original amounts less an allowance for uncollectible accounts, as
needed. Other receivables as of March 31, 2011 and December 31, 2010 were:

March 31, 2011 December 31, 2010
(Unaudited)

Other receivables $ 2,015,065 $ 2,106,923

Less: Allowance for doubtful accounts (1,116,133 ) (1,083,586 )

$ 898,932 $ 1,023,337

Most of the balances were petty cash to salesmen and outside agents for business development.

Allowance for doubtful accounts movement for the three months ended March 31, 2011 was:

December 31,
2010 Provision Reverse

Write-
off

March 31,
2011

Allowance for doubtful accounts $ (1,083,586) $ (206,651 ) $ 174,104 $ - $ (1,116,133)

6. ADVANCES PAYMENT, NET

Advances payment are recognized and carried at original amounts less an allowance for uncollectible accounts, as
needed. Advances payment as of March 31, 2011 and December 31, 2010 were:

(1)    Short term

March 31, 2011 December 31, 2010
(Unaudited)

Advances payment to suppliers $ 6,016,070 $ 4,770,170

Less: Allowance for doubtful accounts (3,648,104 ) (3,598,693 )

$ 2,367,966 $ 1,171,477

Allowance for doubtful accounts movement for the three months ended March 31, 2011 was:

December 31,
2010 Provision Reverse

Write-
off

March 31,
2011

Allowance for doubtful accounts $ (3,598,693) $ (237,961 ) $ 188,550 $ - $ (3,648,104)

(2)    Long term

March 31, 2011 December 31, 2010
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(Unaudited)

Advances payment for equipment purchase $ 1,372,190 $ 1,079,052

Less: Allowance for doubtful accounts (1,150,170 ) (1,079,052 )

$ 222,020 $ -

8
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CHINA RUITAI INTERNATIONAL HOLDINGS CO., LTD. AND SUBSIDIARIES
Notes to Unaudited Consolidated Financial Statements

Allowance for doubtful accounts movement for the three months ended March 31, 2011 was:

December 31,
2010 Provision Reverse

Write-
off

March 31,
2011

Allowance for doubtful accounts $ (1,079,052) $ (71,118 ) $ - $ - $ (1,150,170)

7. INVENTORIES

Inventories as of March 31, 2011 and December 31, 2010 consisted of the following:

March 31, 
2011

December 31,
2010

(Unaudited)
Raw materials $ 3,499,806 $ 3,791,070
Work in progress 1,578,437 977,302
Finished goods 5,680,287 4,699,839

$ 10,758,530 $ 9,468,211

8. PROPERTY AND EQUIPMENT, NET

Property and equipment as of March 31, 2011 and December 31, 2010 consisted of the following:

March 31, 
2011

December 31,
2010

(Unaudited)
Buildings $9,213,109 $ 9,109,630
Machinery and equipment 11,685,047 11,565,294
Office equipment and furniture 95,715 85,364
Motor vehicles 560,703 557,167

21,554,574 21,317,455
Less: Accumulated depreciation (7,744,232 ) (7,305,224 )

13,810,342 14,012,231
Construction in progress 2,709 2,692

$13,813,051 $ 14,014,923

The depreciation expenses were $391,493 and $350,618 for the three months ended March 31, 2011 and 2010
respectively.

9. LAND USE RIGHTS, NET

Land use rights as of March 31, 2011 and December 31, 2010 consist of the following:

March 31, 2011December 31, 2010
(Unaudited)

Land use right $5,629,888 $ 5,594,381
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Less: Accumulated amortization (580,129 ) (548,498 )

$5,049,759 $ 5,045,883

9
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CHINA RUITAI INTERNATIONAL HOLDINGS CO., LTD. AND SUBSIDIARIES
Notes to Unaudited Consolidated Financial Statements

Amortization expenses were $28,067 and $27,122 for the three months ended March 31, 2011 and 2010, respectively.

10. COMMERCIAL LEASING ASSETS, NET

On December 31, 2009, Shandong Ruitai Chemicals Co., Ltd. (“Shandong Ruitai”), a related party, and TaiAn Ruitai,
entered into a Set-Off Agreement to settle the outstanding balance Shandong Ruitai owed to TaiAn Ruitai. Pursuant to
the terms of the Set-Off Agreement, TaiAn Ruitai agreed to permit Shandong Ruitai to repay a total of $31,745,649 by
transferring 100% of Shandong Ruitai’s ownership interest in real estate property located in Beijing, China, commonly
known as Taishan Building, or Building No. 36, Xibahe Dongli, Chaoyang District, Beijing, China (“Taishan Building”
or the “Property”). In conjunction with the Set-Off Agreement, the parties engaged an appraisal firm certified by the
local government to perform an independent appraisal of the Property.  The firm appraised the fair market value of the
Property as of December 31, 2009 to be $36,710,934.

Taishan Building is a residential building with 47 apartments and is entirely rented to Beijing Shengmei Hotel
Management Company, operated as a budget hotel, for a period ending March 31, 2028. The Company treats the
Taishan Building as commercial leasing assets and provides depreciation over 43 years.

Commercial lease assets as of March 31, 2011 and December 31, 2010 consisted of the following:

March 31, 2011 December 31, 2010
(Unaudited)

Buildings $38,203,376 $ 37,940,688
Less: Accumulated depreciation (1,110,564 ) (861,104 )

$37,092,812 $ 37,079,584

The depreciation expenses were $221,463 and $214,007 for the three months ended March 31, 2011 and 2010,
respectively.

10
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CHINA RUITAI INTERNATIONAL HOLDINGS CO., LTD. AND SUBSIDIARIES
Notes to Unaudited Consolidated Financial Statements

11. SHORT-TERM BANK LOANS

Short-term bank loans as of March 31, 2011 and December 31, 2010 consisted of the following:

March 31, 2011 December 31, 2010
(unaudited)

Loan from Feicheng Rural Credit Union with interest rate of 5.31%,
guaranteed by Shandong Juyuan Mining Group Co. Ltd. & Mr. Lu Xingfu.
Matured on January 19, 2011 $ - $ 1,155,510

Loan from Feicheng Rural Credit Union with interest rate of 5.31%,
guaranteed by Shandong Juyuan Mining Group Co. Ltd. & Mr. Lu Xingfu.
Matured on January 19, 2011. - 1,255,331

Loan from Feicheng Rural Credit Union with interest rate of 5.31%,
guaranteed by Shandong Juyuan Mining Group Co. Ltd. & Mr. Lu Xingfu.
Matured on January 18, 2011. - 1,512,447

Loan from Bank of China Taian Branch with interest rate of 5.31%,
guaranteed by Feicheng Acid Chemicals Co. Ltd. Maturing on May 28, 2011. - 1,058,713

Loan from Bank of China Taian Branch with interest rate of 5.31%,
guaranteed by Feicheng Acid Chemicals Co. Ltd. Maturing on May 1, 2011. - 1,361,203

Loan from Bank of China Taian Branch with interest rate of 5.31%,
guaranteed by Feicheng Acid Chemicals Co. Ltd. Maturing on April 14, 2011. - 1,512,447

Loan from Bank of China Taian Branch with interest rate of 5.31%,
guaranteed by Feicheng Acid Chemicals Co. Ltd. Matured on March 9, 2011. - 2,268,671

Loan from Bank of China Taian Branch with interest rate of 5.31%,
guaranteed by Feicheng Acid Chemicals Co. Ltd. maturing on October 14,
2011. 1,522,047 1,512,447

Loan from Bank of China Taian Branch with interest rate of 5.31%,
guaranteed by Feicheng Acid Chemicals Co. Ltd. maturing on September 18,
2011. 1,978,661 1,966,182

Loan from Agricultural Bank of China Wenyang Branch with interest rate of
6.06%, guaranteed by Feicheng Golden Dragon Co., Ltd., Maturing on May
16, 2011. 3,044,093 3,024,895

Loan from Agricultural Bank of China Wenyang Branch with interest rate of
6.67%, guaranteed by Feicheng Golden Dragon Co., Ltd., Maturing on
October 19, 2011. 1,522,047 1,512,448
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Loan from Agricultural Bank of China Wenyang Branch with interest rate of
0%, guaranteed by Feicheng Golden Dragon Co., Ltd., Maturing on December
28, 2011. 608,819 604,979

Loan from Shanghai Pudong Development Bank Jinan Branch with interest
rate of 6.06%, guaranteed by Feicheng Acid Chemicals Co. Ltd., Maturing on
September 2, 2011. 6,088,187 6,049,790

Loan from Citic Bank Qingdao Branch with interest rate of 6.67%, guaranteed
by Mr. Lu Xingfu., Maturing on September 28, 2011. 3,044,093 3,024,896

Loan from Weihai Commercial Bank with interest rate of 6.06%, guaranteed
by Shandong RunYin Biological Co., Ltd., Maturing on June 8, 2011. 3,044,093 3,024,896

Loan from Shenzhen Development Bank Jinan Branch with interest rate of
6.06%, guaranteed by Shangdong Ruitai Cellulose Co., Ltd., Maturing on
November 26, 2011. 4,566,141 4,537,342

Loan from Qingdao Bank Jinan Branch with interest rate of 6.67%,
guaranteed by Feicheng Acid Chemicals Co. Ltd., Maturing on August 27,
2011. 4,566,141 4,537,342

Loan from Feicheng Rural Credit Union with interest rate of 5.31%,
guaranteed by Shandong Juyuan Mining Group Co. Ltd. & Mr. Lu Xingfu.
Maturing on May 17, 2011. 913,228 907,468

Loan from Feicheng Rural Credit Union with interest rate of 6.67%,
guaranteed by Shandong Juyuan Mining Group Co. Ltd. & Mr. Lu Xingfu.
Maturing on June 18, 2011. 1,522,047 1,512,447

Loan from Feicheng Rural Credit Union with interest rate of 6.06%,
guaranteed by Shandong Juyuan Mining Group Co. Ltd. & Mr. Lu Xingfu.
Maturing on January 21, 2012. 1,162,844 -

Loan from Feicheng Rural Credit Union with interest rate of 6.06%,
guaranteed by Shandong Juyuan Mining Group Co. Ltd. & Mr. Lu Xingfu.
Maturing on January 21, 2012. 1,263,299 -

Loan from Bank of China Taian Branch with interest rate of 6.06%,
guaranteed by Feicheng Acid Chemicals Co. Ltd. Maturing on February 15,
2012. 4,870,550 -

Loan from Bank of China Taian Branch with interest rate of 6.06%,
guaranteed by Shangdong Acid Chemicals Co. Ltd. Maturing on February 16,
2012. 1,369,842 -

Loan from Feicheng Rural Credit Union with interest rate of 7.27%,
guaranteed by Shandong Juyuan Mining Group Co. Ltd. & Mr. Lu Xingfu.
Maturing on January 29, 2011. 1,522,047 -
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$ 42,608,179 $ 42,339,454
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CHINA RUITAI INTERNATIONAL HOLDINGS CO., LTD. AND SUBSIDIARIES
Notes to Unaudited Consolidated Financial Statements

The interest expenses for the bank loans were $627,166 and $387,503 for the three months ended March 31, 2011 and
2010, respectively. The weighted average interest rates for bank loans were 5.97% and 5.62% for three months ended
March 31, 2011 and 2010, respectively. The Company paid off all matured short-term bank loans as of March 31,
2011.

12. RELATED PARTY BALANCE TRANSACTIONS AND BALANCES

Purchase

The Company purchases hot steam from Shandong Ruitai, which is owned by Mr. Xingfu Lu, the President of the
Company, and Mr. Dian Min Ma, the CEO of the Company. The Company purchased hot steam aggregating $735,484
and $1,158,975 from Shandong Ruitai for the three months ended March 31, 2011 and 2010, respectively. The cost of
sales includes steam purchased from a related party but the precise amount could not reasonably be determined.

Land use right transaction

On October 25, 2006, the Company purchased the use right of a piece of land, approximately 36 acres, located in
Wenyang County, Shandong Province, from Shandong Ruitai, for the original cost of $3,920,264. The local
government approved the transaction and certified that the purchase price is at the fair market value. The consideration
has been paid to the seller, and the title transfer is ongoing. Management believes the transaction is on terms no less
favorable to the Company than those reasonably obtainable from third parties. The Company’s headquarters building
and a production facility are located on this piece of land.

12
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CHINA RUITAI INTERNATIONAL HOLDINGS CO., LTD. AND SUBSIDIARIES
Notes to Unaudited Consolidated Financial Statements

Due to related party

As of March 31, 2011 and December 31, 2010, the Company had balance due to Shandong Ruitai of $1,288,680 and
$2,526,474, respectively. The balance included the payable to purchase hot steam and the non-interest bearing loans
for the purpose of financing the Company’s operations due to a lack of working capital.

Notes payable to related party

For the three months ended March 31, 2011, the Company received loans of $14,002,831 from Shandong Ruitai in the
form of issuing notes which are guaranteed by the Company’s banks (see note 13). As of March 31, 2011, the balance
of notes payable to Shandong Ruitai is $7,914,644.  The loans were non-interest bearing for the purpose of financing
the Company’s operations due to a lack of working capital, and have no fixed terms of repayment.

13. NOTES PAYABLE

The Company issues notes to certain suppliers which are guaranteed by the Company’s banks in lieu of payment of
accounts payable. Terms of these notes payable vary depending on the negotiations with individual suppliers. Typical
terms are six months. On the maturity dates, the note holders present these notes to the banks to draw cash based on
the notes amounts. The Company is subject to a bank fee of 0.05% on the outstanding notes.

The Company is required to make a restricted security deposit between 50% and 100% of the face amount of the notes
in the banks until the notes are settled. Restricted cash for this purpose amounted to $15,311,791 and $10,254,394 as
of March 31, 2011 and December 31, 2010, respectively.

14. OTHER PAYABLES

Other payables as of March 31, 2011 and December 31, 2010 consisted of the following:

March 31, 2011 December 31, 2010

(Unaudited)
Other taxes payable $ 1,739,921 $ 1,458,147
Payroll 161,796 149,210
Employee security deposit 26,765 28,638
Loan from third party 62,617 540,473
Sales commission payable 1,759,855 1,260,692
Accrued expenses 155,592 317,037
Others 119,553 118,352

$ 4,026,099 $ 3,872,549

Other taxes payable include VAT payable, real estate tax payable, individual income tax payable and other tax
payables. Loans from third parties were non-interest bearing loans for the purpose of working capital, payable upon
Company’s discretion.

15. LOAN FROM EMPLOYEES
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Loan from employee represents loans from employees to finance the Company’s operations due to a lack of working
capital. The Company paid 0.6% interest on these loans monthly for the period July 1, 2007 through March 31, 2009.
Beginning from April 1, 2009, the Company pays 0.5% interest on these loans monthly. Cash flows from these
activities are classified as cash flows from financing activities. Loan from employee was $1,303,551 as of March 31,
2011 and $1,470,138 as of December 31, 2010. The Company paid interest of $22,931 and $22,052 for the three
months ended March 31, 2011 and 2010, respectively.
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CHINA RUITAI INTERNATIONAL HOLDINGS CO., LTD. AND SUBSIDIARIES
Notes to Unaudited Consolidated Financial Statements

16. INCOME TAXES

The tax payables balance of $4,662,831 and $4,336,457 as of March 31, 2011 and December 31, 2010 represents the
income tax accrual of TaiAn Ruitai. TaiAn Ruitai is subject to PRC income tax at a rate of 25%.

Income tax expenses were $297,976 and $646,302 for the three months ended March 31, 2011 and 2010, respectively,
which represents PRC current income taxes.

The Company has not recorded tax provision for U.S. and Vanuatu tax purposes as they have no assessable profits
arising in or derived from the United States or Vanuatu and intends to permanently reinvest accumulated earnings in
the PRC operations.

The Company has a deferred tax asset on net operating losses of approximately $184,280 as of March 31, 2011 and
December 31, 2010, respectively. The ultimate realization of deferred tax assets depends on the generation of future
taxable income during the periods in which those net operating losses are available. The Company considers projected
future taxable income and tax planning strategies in making its assessment. At present, the Company does not have
sufficient operations in the United States to conclude that it is more-likely-than-not that the Company will be able to
realize all of its tax benefits in the near future and therefore a valuation allowance of $184,280 was established for the
full value of the deferred tax asset.

A valuation allowance will be maintained until sufficient positive evidence exists to support the reversal of any
portion or all of the valuation allowance. Should the Company start operations in the United States in future periods
with a supportable trend, the valuation allowance will be reversed accordingly.

17. STATUTORY RESERVES

Under PRC law, TaiAn Ruitai is required to provide for certain statutory reserves, namely a general reserve, an
enterprise expansion fund and a staff welfare and bonus fund. The entity is required to allocate at least 10% of its after
tax profits on an individual company basis as determined under PRC GAAP to the general reserve and have the right
to discontinue allocations to the general reserve if such reserve has reached 50% of registered capital. Appropriations
to the enterprise expansion fund and staff welfare and bonus fund are at the discretion of the Board of Directors of the
entity. These reserves can only be used for specific purposes and are not transferable to the Company in the form of
loans, advances, or cash dividends.

Both of the balances of statutory reserves as of March 31, 2011 and December 31, 2010 were $1,369,652, and for the
three months ended March 31, 2011 and 2010, the Company did not make appropriation in its statutory reserves since
such reserve had reached 50% of registered capital. 

18. CONCENTRATIONS AND CREDIT RISKS

At March 31, 2011 and December 31, 2010, the Company had a credit risk exposure of cash in banks of $15,764,161
and $25,286,619, respectively, that is uninsured by the government authority. To limit exposure to credit risk relating
to deposits, the Company primarily places cash deposits only with large financial institutions in the PRC with
acceptable credit ratings.
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The Company’s operations are carried out in the PRC. Accordingly, the Company’s business, financial condition and
results of operations may be influenced by the political, economic and legal environment in the PRC as well as by the
general state of the PRC’s economy. The business may be influenced by, among other things, changes in governmental
policies with respect to laws and regulations, anti-inflationary measures, currency conversion and remittance abroad,
and rates and methods of taxation.

Major Customers

During the three months ended March 31, 2011 and 2010, the Company’s  largest customer accounted for 18% and
10%, respectively, of the Company’s net revenue. The outstanding account receivable balance for this customer was
$102,627 and $191,287 as of March 31, 2011 and December 31, 2010, respectively.
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Major Suppliers

During the three months ended March 31, 2011 and 2010, the Company’s four largest suppliers together accounted for
56% and 51%, respectively, of the Company’s total purchases. The account payable balances for the Company’s four
largest suppliers were $1,527,200 and $1,787,290 as of March 31, 2011and December 31, 2010, respectively.

19. WARRANT

During March 2008, the Company engaged a consultant to conduct a program of investor relations activities, for an
initial period of twelve months ended February 28, 2009, and continuing on a month-to-month basis thereafter upon
mutual consent. The terms of the agreement are for the consultant to receive a cash payment per month plus a warrant
to purchase 150,000 shares of the Company’s restricted common stock at a exercise price of $3.05 per share. The
warrant has a term of four (4) years and is vested 50% on March 1, 2008 and 50% on September 30, 2008.
Management valued the warrant at $1.16 per share using the Black-Scholes pricing model with assumptions
summarized below, for a total of $174,000, which is being amortized over the prospective beneficial period.

Grant Date
Stock Price Exercise Price Warrant Life

Risk Free
Interest Rate

Expected
Volatility

$2.90 $3.05 4 years 2.00% 51%

Warrant costs charged to operations as consulting fees were $nil and $nil, for the three month ended March 31, 2011
and 2010, respectively. There were no warrants that were exercised as of March 31, 2011 and December 31,2010.

On May 19, 2008, the Company engaged a consultant as its exclusive investment banker and agent for a one-year
period ended May 19, 2009, and subject to cancellation by thirty (30) days written notice by certified mail. As part of
compensation to the consultant, the Company issued the consultant a warrant to purchase 200,000 shares of the
Company’s common stock at a price of $4.00 per share. The warrant has a term of five (5) years and was issued on
May 19, 2008. Management valued the warrant at $1.84 per share using the Black-Scholes pricing model with
assumptions summarized below, for a total of $368,000, which will be amortized over the prospective beneficial
period.

Grant Date
Stock Price Exercise Price Warrant Life

Risk Free
Interest Rate

Expected
Volatility

$4.00 $4.00 5 years 2.00% 51%

Warrant costs charged to operations as consultant fees for the three month ended March 31, 2011 and 2010 were $nil
and $nil, respectively. There were no warrants that were exercised as of March 31, 2011 and December 31, 2010.

The warrant agreements contained cash settlement and down round protection clauses.  Accordingly, the warrants
should be accounted for as liability from its issuance date at its fair value with changes in value included in earnings
each reporting period. The Company treated it as equity due to an immaterial difference.

20.  EARNINGS PER SHARE

Three Months Ended March 31,
2011 2010
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Numerator used in basic net income per share: (unaudited) (unaudited)
Net income attributable to China Ruitai Shares $ 735,893 $ 1,939,530
Weighted average common shares outstanding 26,000,000 26,000,000
Weighted average common shares outstanding used in computing
diluted earnings per ordinary shareWeighted average common
shares outstanding used in computing diluted earnings per
ordinary share 26,000,000 26,000,000

Earnings per common share-basic and diluted $ 0.03 $ 0.07
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21.  COMMITMENTS AND CONTINGENCIES

Governmental control of currency conversion

The PRC government imposes controls on the convertibility of Renminbi into foreign currencies and, in certain cases,
the remittance of currency out of the PRC. The Company receives most of its revenues in Renminbi, which is
currently not a freely convertible currency. Shortages in the availability of foreign currency may restrict the
Company’s ability to remit sufficient foreign currency to satisfy foreign currency dominated obligations.  Under
existing PRC foreign exchange regulations, payments of current account items, including profit distributions, interest
payments and expenditures from the transaction, can be made in foreign currencies without prior approval from the
PRC State Administration of Foreign Exchange by complying with certain procedural requirements. However,
approval from appropriate governmental authorities is required where Renminbi is to be converted into foreign
currency and remitted out of China to pay capital expenses, such as the repayment of bank loans denominated in
foreign currencies.

The PRC government may also at its discretion restrict access in the future to foreign currencies for current account
transactions. If the foreign exchange control system prevents the Company from obtaining sufficient foreign currency
to satisfy its currency demands, the Company may not be able to pay certain of its expenses as they come due.

Guaranteed Bank Loans

The Company has guaranteed certain loans for third-party enterprises, which, in turn, have guaranteed loans for the
Company. These guarantees require payment from the Company in the event of default on payment by the respective
debtor and, if the debtor defaults, the Company may be required to pay amounts outstanding under the related
agreements in addition to the principal amount guaranteed, including accrued interest and related fees.

The Company and these third-party enterprises have been guaranteeing loans for each other in their day-to-day
operations.  Both of these enterprises and the Company are considered good reputation debtors by local banks. The
banks allow these companies to guarantee loans for each other instead of requiring the loans be secured by collateral.
 None of the enterprises for which the Company has guaranteed loans has defaulted on any loan repayments, and
accordingly, the Company has not recorded any liabilities or losses on such guarantees.

Bank loans that the Company has guaranteed for third-party enterprises consist of the following as of March 31, 2011:

Bank loans:
Financial institutions Amount Duration Borrower

Agriculture development bank of
China Feicheng branch $ 2,435,275

May 10, 2010 to May 10,
2011 Taipeng Group

Bank of China Feicheng branch 1,430,724
October 21, 2010 to
October 8,2011

Shandong Acid Chemicals
Ltd., Co.

Bank of China Feicheng branch 890,000
October 23, 2010 to
October 23, 2011

Feicheng Acid Chemicals
Ltd., Co.
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Bank of China Feicheng branch 2,587,480
October 13, 2010 to
September 13,2011

Taipeng Household Items
Ltd., Co.

Bank of China Feicheng branch 1,019,771
October 13, 2010 to
September 13,2011

Taipeng Nonwoven  Ltd.,
Co.
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Financial institutions Amount Duration Borrower

Bank of China Feicheng branch 456,614
October 13, 2010 to
September 13,2011

Shandong Acid Chemicals
Ltd., Co.

Bank of China Feicheng branch 2,748,817
October 13, 2010 to
September 13,2011

Taipeng New Material Ltd.,
Co.

Bank of China Feicheng branch 2,587,480
November 12, 2010 to
November 12,2011

Feicheng Jinlong
Textile  Ltd., Co.

Bank of China Feicheng branch 2,283,070
January 20, 2011 to
January 20,2012

Shandong Yinbao
Food  Ltd., Co.

Shenzhen development bank
Jinan branch 1,522,047

February 2, 2011 to
February 2,2012

Shandong RunYin
Biological Chemicals Co.,
Ltd.

Shenzhen development bank
Jinan branch 3,805,117

May 10, 2010 to May 10,
2011

Shandong Yinbao
Food  Ltd., Co.

Bank of Communication Taian
Branch 3,805,117

May 21, 2010 to May 21,
2011

Shandong Yinbao
Food  Ltd., Co.

Agriculture bank of China
Feicheng branch 3,500,708

October 27, 2010 to
October 26, 2011

Shandong Yinbao
Food  Ltd., Co.

$ 29,072,220

Bank acceptable notes:
Financial institutions Amount Duration Borrower

Shenzhen development bank $ 4,566,141
August 24, 2010 to August
24, 2011

Taipeng Nonwoven Ltd.,
Co.

Industrial bank 6,088,187
March 20,2011 to
September 20, 2011

Feicheng Acid Chemicals
Ltd., Co.

Shenzhen development bank 3,044,094
October 26, 2010 to
October 26, 2011

Shandong Lulong Group
Ltd., Co.

$ 13,698,422

22. SUBSEQUENT EVENTS

Management has considered all events occurring through the date the financial statements have been issued, and has
determined that there are no such events that are material to the financial statements, or all such material events have
been fully disclosed.
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ITEM 2.MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF
OPERATIONS

Results of Operations

The following discussion and analysis provides information that we believe is relevant to an assessment and
understanding of our results of operations and financial condition for the three months ended March 31, 2011.  The
following discussion should be read in conjunction with the Financial Statements and related Notes appearing
elsewhere in this Form 10-Q.

Results of Operations for the Three Month Period Ended March 31, 2011 Compared to the Three Month Period Ended
March 31, 2010

Revenue

Revenue.  During the three month period ended March 31, 2011, we had revenues of $ 9,586,817 as compared to
revenues of $10,238,256 during the three month period ended March 31, 2010, a decrease of approximately 6.4%. The
decrease in revenue was primarily attributable to: (i) as a result of the increase in the costs of raw material and labor,
management made a decision to increase the unit product’s price. As major products, “HPMC” & “EC” constitute about
90% of the total sales. These two products’ average unit price increased about RMB16K per ton and RMB7K per ton,
respectively; and (ii) for the 2010 year, management reduced prices to sell some storage products. However, this year,
as a result of the increase in the costs of raw material and labor, revenue was decreased.

Cost of Sales.  During the three month period ended March 31, 2011, our cost of sales was $6,784,133 as compared to
costs of sales of $6,929,872 for the three month period ended March 31, 2010, a decrease of approximately 2.1%. This
decrease in cost of sales resulted primarily from a decrease in sales.

Operating Expenses

Our operating expenses are divided into selling expenses and general and administrative expenses, both of which are
discussed below:

Selling Expenses. Selling expenses, which consist of sales commissions, freight charges, travel and other selling
expenses, totaled $528,529 for the three month period ended March 31, 2011 as compared to $359,075 for the three
month period ended March 31, 2010, an increase of approximately 47.2%. This increase results primarily from: 1) the
increase of sales commissions of about $80,692, which is the bonus to a salesperson for the year 2010 and is typically
awarded in the first quarter of 2011; 2) the increase of freight out expense of $91,155, which resulted from the
increase in fuel prices, and we covered the freight charges as a promotion to our new pharmaceutical customers.

General and Administrative Expenses.  General and administrative expenses totaled $721,495 for the three month
period ended March 31, 2011 as compared to $284,252 for the three month period ended March 31, 2010, an increase
of approximately 153.8%. There were three primary drivers behind this increase. First, payroll increase due to the
bonus awarded to employees in the first quarter of 2011. Second, in 2010, we had collected some of the accounts
receivable which we previously perceived as bad debt, but no similar events happened in the first quarter of 2011,
leading to a $415,001 increase in bad debt expense in the first quarter of 2011 compared with the first quarter of 2010.

18

Edgar Filing: KEY ENERGY SERVICES INC - Form NT 10-Q

36



Income from Operations

For the three month period ended March 31, 2011, our income from operations was $1,552,660 as compared to
income from operations of $2,665,057 for the three month period ended March 31, 2010, a decrease of approximately
41.7%. This decrease was primarily attributable to a dramatic increase in selling, marketing expenses and general and
administrative expenses, combined with a decrease in sales.

Commercial Leasing Income and Cost

For the three month period ended March 31, 2011, our commercial leasing income was $368,783 as compared to
$303,183 for the three month period ended March 31, 2010, an increase of approximately 21.6%. The increase was
due to the appreciation of RMB. Rental income was from a newly acquired commercial property in Beijing. On
December 31, 2009, we entered into a Set-Off Agreement with our related party, Shandong Ruitai Chemicals Co., Ltd.
(“Shandong Ruitai”).  TaiAn, our subsidiary, agreed to permit Shandong Ruitai to satisfy a total of $31,745,649 in debt
owed by Shandong Ruitai in exchange for Shandong Ruitai’s transfer of 100% of its ownership interest in real property
located in Beijing, China, commonly known as Taishan Building, or Building No. 36, Xibahe Dongli, Chaoyang
District, Beijing, China (the “Taishan Building”).

Interest Income

For the three month period ended March 31, 2011, our interest income was $87,441 as compared to $391,180 for the
three month period ended March 31, 2010, a decrease of approximately $303,739, or 77.7%. This decrease resulted
primarily from the decrease of our average cash and restricted cash deposit in the bank.

Interest Expense

For the three month period ended March 31, 2011, we incurred interest expense in the amount of $739,953 as
compared to $578,487 for the three month period ended March 31, 2010, an increase of approximately 27.9%. The
increase in interest expense resulted primarily from the increase of the weighted-average interest rate for the bank loan
from 5.62% at March 31, 2010 to 5.97% at March 31, 2011, as well as the increase of the interest paid for discounted
notes receivable.

Income Tax Expense

Our income tax expense was $297,976 for the three month period ended March 31, 2011 as compared to $646,302 for
the three month period ended March 31, 2010, a decrease of $348,326, or approximately 53.9%.  This decrease is
primarily attributable to a decrease in profits before income taxes decreased from $2,605,221 in the three month
period ended March 31, 2010 to $1,041,303 for the three month period ended March 31, 2011, a decrease of
approximately 60%.

Net Income attributable to China RuiTai

We had net income attributable to China RuiTai of $735,893 for the three month period ended March 31, 2011 as
compared to $1,939,530 for the three month period ended March 31, 2010, a decrease of $1,203,637, or
approximately 62.1%.  This decrease is primarily attributable to a decrease in sales revenue and an increase in selling
and marketing expenses and general and administrative expenses net of a decrease in income tax expense.

Liquidity and Capital Resources
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The Company anticipates obtaining additional financing to meet the working capital requirements for its on-going
projects and to sustain the business operations for the next twelve months. The Company is exposed to certain risks
for significant negative working capital as indicated on the balance sheet, which increases the concern for
management’s ability to fulfill the Company’s working capital requirements as well as the ability to continue as a going
concern.  The risk is mainly the result of a high level of short-term bank borrowings pursuant to which China RuiTai
has a proven record of excellent credit history with the local bank for the past ten years. We do not believe additional
debt financing from the bank to fulfill the working capital requirements will be an issue due to the track record of the
Company’s credit history and the solid relationship with the local bank. In the event of a default under the bank
borrowings, the Company has a $37,092,812 commercial leasing asset, “Taishan Building”, located at Building No. 36,
Xibahe Dongli, Chaoyang District, Beijing, which can be sold in the open market. As a result, management’s view of
our going concern risk is low.
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Total Current Assets & Total Assets

As of March 31, 2011: (i) our total current assets were $55,751,007 as compared to total current assets of $54,837,199
at December 31, 2010, an increase of $913,808, or approximately 1.7%; and (ii) our total assets were $111,928,649 as
of March 31, 2011 compared to $110,977,589 as of December 31, 2010, an increase of $951,060, or approximately
0.9%  Our total assets increased due to changes that we experienced in cash and cash equivalents, restricted cash,
accounts receivable and advance to suppliers, and all of which are discussed below.

Cash and Cash Equivalents. As of March 31, 2011, our cash and cash equivalents were $15,764,161 as compared to
$25,286,619 at December 31, 2010, a decrease of $9,522,458, or approximately 37.7%.  This decrease was primarily
attributable to payment to the related party for outstanding debt, additional spending on working capital and an
additional $5,057,397 cash required to be deposited as restricted in the bank to serve as collateral for increased notes
payable.

Restricted Cash. As of March 31, 2011, our restricted cash was $15,311,791 as compared to $10,254,394 at December
31, 2010, an increase of $5,057,397, or approximately 49.32%.  The Company is required to make  restricted security
deposits between 50% and 100% of the face amount of the notes with the banks until the notes are settled. This
increase was primarily attributable to an overall increase in notes payable.

Accounts Receivable. As of March 31, 2011, our accounts receivable were $7,835,553 as compared to $4,896,665 at
December 31, 2010, an increase of $2,938,888, or approximately 60.02%.  This increase was primarily attributable to
a better credit policy for our newly targeted pharmaceutical customers.

Advance to suppliers. As of March 31, 2011, we have an advance to suppliers of $2,367,966 as compared to
$1,171,477 at December 31, 2010, an increase of $1,196,489, or 102.14%.  This increase was primarily attributable to
our prepayments to our suppliers to secure favorable raw material prices.

Inventories. As of March 31, 2011, we had inventories of $10,758,530 as compared to $9,468,211 as of December 31,
2010, an increase of $1,290,319, or approximately 13.6%. The increase in inventories from 2011 to 2010 was the
result of the anticipation of an increase in demand for the second quarter sales.

Total Current Liabilities

As of March 31, 2011, our total current liabilities were $81,088,736 as compared to $81,072,866 at December 31,
2010, an increase of $15,870, or approximately 0.02%.  This increase was primarily attributable to changes in
accounts payable, notes payable, and due to related parties as discussed below.

Accounts Payable. As of March 31, 2011, our accounts payable was $6,742,824 as compared to $7,691,017 as of
December 31, 2010, a decrease of $948,193, or approximately 12.33%. The decrease in our accounts payable was
attributable to different ways of purchasing the raw material.

Notes Payable. As of March 31, 2011, our notes payable were $11,567,556 as compared to $15,124,474 as of
December 31, 2010, a decrease of $3,556,918, or approximately 23.52%. This decrease was attributable to the
changes in the suppliers’ preference of payment method.
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Due to related parties. As of March 31, 2011, due to related parties were $1,288,680 as compared to $2,526,474 as of
December 31, 2010, a decrease of $1,237,794, or approximately 48.99%. The decreases in due to related parties were
attributable to continued repayment of the money owed to the related parties to lower interest expense.

Operating Activities

Net cash of $12,698,220 was used by operating activities during the three month period ended March 31, 2011
compared to net cash provided by operating activities of $730,568 during the three month period ended March 31,
2010, representing a decrease of $13,428,788. The decrease in net cash provided by our operating activities was
primarily attributable to the following five reasons: (i) a $4,977,691 increase in restricted cash for the three month
period ended March 31, 2011 and a $ 879,900 decrease in restricted cash for three month period ended March 31,
2010, a net change of $5,857,591.  The increase in restricted cash is in proportion to the increase in notes payable; (ii)
there was a $1,226,621 increase in inventories for the three month period ended March 31, 2011 and a $575,753
decrease in inventories for the three month period ended March 31, 2010, a net change of $1,802,374. The increase of
inventories is a result of an increase in the price of raw materials; (iii) there was a $1,212,063 increase in advance to
suppliers for the three month period ended March 31, 2011 and a $201,892 decrease in advance to suppliers for the
three month period ended March 31, 2010, a net change of $1,413,955; (iv) there was a $994,087 decrease in accounts
payable for the three month period ended March 31, 2011 and a $770,749 increase in accounts payable for the three
month period ended March 31, 2010, a net change of  $1,764,836, and was due to our prompt payment to our supplier
to secure favorable raw material prices in 2011; and (v) there was a $3,642,213 decrease in the notes payables for the
three month period ended March 31, 2011 and a $1,613,150 decrease in  notes payables for the three month period
ended March 31, 2010, a net change of $2,029,063, which reflects the Company’s flexibility in choosing the payment
method to our suppliers which will be most favorable to the Company.

Investing Activities

During the three month period ended March 31, 2011, the net cash used in investing activities was $386,971 as
compared to net cash used in investing activities of $609,265 for the three month period ended March 31, 2010, a
decrease of $222,294. This decrease was primarily attributable to the increase in the purchase of fixed assets.

Financing Activities

During the three month period ended March 31, 2011, the net cash provided by financing activities was $3,430,725 as
compared to net cash used in financing activities of $2,372,572 for the three month period ended March 31, 2010, an
increase of $5,803,297. This change in financing activities was primarily attributable to the increase in loans from a
related party.

Off Balance Sheet Arrangements

As of March 31, 2011, the Company has unconditionally guaranteed certain loans and notes for third-party enterprises
in the aggregate amount of approximately $42,770,642.  These third-party enterprises, in turn, have guaranteed loans
for the Company in the aggregate amount of approximately $23,439,521 as of March 31, 2011. The unconditional
guarantees made by the Company require payment from the Company in the event of default on payment by the
respective debtor and, if the debtor defaults, the Company may be required to pay amounts outstanding under the
related agreements in addition to the principal amount guaranteed, including accrued interest and related fees.
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ITEM 3. QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK

Not Applicable.

ITEM 4. CONTROLS AND PROCEDURES

Disclosure controls and procedures

The Securities and Exchange Commission defines the term “disclosure controls and procedures” to mean the company's
controls and other procedures of an issuer that are designed to ensure that information required to be disclosed in the
reports that it files or submits under the Securities Exchange Act of 1934 is recorded, processed, summarized and
reported, within the time periods specified in the Securities and Exchange Commission’s rules and forms. Disclosure
controls and procedures include, without limitation, controls and procedures designed to ensure that information
required to be disclosed by an issuer in the reports that it files or submits under the Securities Exchange Act of 1934 is
accumulated and communicated to the issuer’s management, including its principal executive and principal financial
officers, or persons performing similar functions, as appropriate to allow timely decisions regarding required
disclosure.  The Company maintains such a system of controls and procedures in an effort to ensure that all
information which it is required to disclose in the reports it files under the Securities Exchange Act of 1934 is
recorded, processed, summarized and reported within the time periods specified under the SEC's rules and forms and
that information required to be disclosed is accumulated and communicated to principal executive and principal
financial officers to allow timely decisions regarding disclosure.

As of the end of the period covered by this report, we carried out an evaluation, under the supervision and with the
participation of our chief executive officer and chief financial officer, of the effectiveness of the design and operation
of our disclosure controls and procedures.  Based on this evaluation, our chief executive officer and chief financial
officer concluded that our disclosure controls and procedures are designed to provide reasonable assurance of
achieving the objectives of timely alerting them to material information required to be included in our periodic SEC
reports and of ensuring that such information is recorded, processed, summarized and reported with the time periods
specified.  Our chief executive officer and chief financial officer also concluded that our disclosure controls and
procedures were effective as of the end of the period covered by this report to provide reasonable assurance of the
achievement of these objectives.

Changes in internal control over financial reporting

There was no change in our internal control over financial reporting that occurred during the three months ended
March 31, 2011 that has materially affected, or is reasonably likely to materially affect, our internal control over
financial reporting.

PART II – OTHER INFORMATION

ITEM 1. LEGAL PROCEEDINGS

We are not a party to any pending legal proceedings, and no such proceedings are known to be contemplated. None of
our directors, officers or affiliates, and no owner of record or beneficial owner of more than 5.0% of our securities, or
any associate of any such director, officer or security holder is a party adverse to us or has a material interest adverse
to us in reference to pending litigation.

ITEM 1A. RISK FACTORS

Edgar Filing: KEY ENERGY SERVICES INC - Form NT 10-Q

41



Not Applicable.
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ITEM 2.        UNREGISTERED SALES OF EQUITY SECURITIES AND USE OF PROCEEDS

None.

ITEM 3. DEFAULTS UPON SENIOR SECURITIES

None.

ITEM 4. (REMOVED AND RESERVED)

ITEM 5. OTHER INFORMATION

None.

ITEM 6. EXHIBITS

(a) The following exhibits are filed herewith:

Exhibit
Number Description

31.1 Certification of Principal Executive Officer pursuant to Section 302 of the Sarbanes-Oxley Act of 2002.
31.2 Certification of Principal Financial Officer pursuant to Section 302 of the Sarbanes-Oxley Act of 2002.
32.1 Certification of Principal Executive Officer pursuant to Section 906 of the Sarbanes-Oxley Act of 2002.
32.2 Certification of Principal Financial Officer pursuant to Section 906 of the Sarbanes-Oxley Act of 2002.
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SIGNATURES

Pursuant to the requirements of the Securities Exchange Act of 1934, the registrant has duly caused this report to be
signed on its behalf by the undersigned thereunto duly authorized.

CHINA RUITAI INTERNATIONAL HOLDINGS CO., LTD.

Date: May 16, 2011 By: /s/ Dian Min Ma
Dian Min Ma, Chief Executive Officer

(Principal Executive Officer)

Date: May 16, 2011 By: /s/ Gang Ma
Gang Ma, Chief Financial Officer

(Principal Financial Officer and Chief Accounting
Officer)

24

Edgar Filing: KEY ENERGY SERVICES INC - Form NT 10-Q

44


