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137,003 SHARES
KEY ENERGY SERVICES, INC.

COMMON STOCK

This prospectus relates to 137,003 shares of our common stock issued
in connection with the acquisition of certain assets of P. Witte Enterprises,
Inc. The terms of this acquisition were determined by direct negotiations
with the owners of the business, and the shares of common stock issued are
valued at prices reasonably related to current market prices. Our common
stock is listed on the New York Stock Exchange under the symbol "KEG." The
last reported sale price of our common stock on January 30, 2001 was $11.50
per share.

We will pay all expenses of this offering. No underwriting discounts
or commissions will be paid in connection with the issuance of common stock in
business combination transactions or acquisitions, although finder's fees may
be paid with respect to specific acquisitions. Any person receiving a finder's
fee may be deemed to be an underwriter within the meaning of Section 2(11) of
the Securities Act of 1933.

INVESTING IN OUR COMMON STOCK INVOLVES RISKS. SEE "RISK FACTORS" ON
PAGE S-2 OF THIS PROSPECTUS SUPPLEMENT AND PAGE 6 OF THE PROSPECTUS DATED JUNE
21, 1999.

Neither the Securities and Exchange Commission nor any state
securities commission has approved or disapproved of these securities or
passed upon the adequacy or accuracy of this prospectus supplement or the
prospectus. Any representation to the contrary is a criminal offense.

The date of this prospectus supplement is January 31, 2001.
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You should rely only on the information contained in this prospectus
and prospectus supplement. We have not authorized anyone to provide you with
information that is different. This prospectus supplement and the prospectus
may only be used where it is legal to sell these securities. The information
in this prospectus and prospectus supplement is only accurate as of the date
of this document.

THE OFFERING
Common stock offered..........iiiiiiiinenn. 137,003 shares

Common stock to be outstanding
after the Offering (1) ... .. 98,163,217 shares

Use Of proceeds . vttt ittt teeeeeeeeenns The shares of common stock
offered by this prospectus
are being issued in exchange
for substantially all the
assets of P. Witte Enterprises,
Inc. The Company intends to
use the assets in the operation
of its business. The Company
will not receive any cash
proceeds in exchange for
issuance of the shares.

New York Stock Exchange symbol............. KEG

(1) Based on 98,026,214 shares of common stock outstanding as of January 30,
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2001. Excludes shares of common stock reserved for future issuance.

RISK FACTORS

RISK ASSOCIATED WITH OIL AND GAS INDUSTRY--OUR BUSINESS IS DEPENDENT

ON

CONDITIONS IN THE OIL AND GAS INDUSTRY, ESPECIALLY THE PRODUCTION EXPENDITURES

OF OIL AND GAS COMPANIES.

The demand for our services is directly influenced by current and
anticipated oil and gas prices, oil and gas production costs, government
regulation, conditions in the worldwide oil and gas industry, and particularly

on the level of development, exploration and production activity of,

and

corresponding spending by, oil and gas companies. Most of our operations are
services

in the United States where the demand for well servicing and related
has been subject to significant historical fluctuations. When oil or
prices are weak, fewer wells are drilled, resulting in less drilling
maintenance work for us. 0il and gas prices have increased recently,
result, demand for our services also has increased. However, periods

gas

and less
and as a

of

diminished oil and gas prices can be expected in the future, and demand for
our services may decrease during those or other periods. In light of these and
other factors relating to the oil and gas industry, our historical operating
results may not be indicative of future performance. In addition, reductions
in oil or gas prices can result in a reduction in the trading price of our
common stock, even if the reduction in o0il or gas prices does not affect our

business generally.

USE OF PROCEEDS

We will not receive any proceeds of this offering other than the value

of the businesses or properties we acquire in the proposed acquisitions.

PRICE RANGE OF COMMON STOCK AND DIVIDEND POLICY

Our common stock is currently traded on the New York Stock Exchange,
under the symbol "KEG." The following tables sets forth, for the periods
indicated, the high and low sales prices of our common stock on the New York
Stock Exchange for the first quarter of fiscal 2001, fiscal 2000 and fiscal

1999, as derived from published sources.

Fiscal Year Ending 2001:

SECONAd QUATE Tt it it et e e e e et ettt e e
First QUArLer . . vttt ittt ettt et et et et ettt e

Fiscal Year Ending 2000:

Fourth QuUuarter. . ... ittt ettt e e et ettt e e
Third QUATLET . v it it et e e e e e e e e e e e e e e et et eeeeaenn
SeCONAd QUATE Tt i v it et e e e ettt e et ettt
First QUArLer . . vttt it ettt et et et et et et e te e

Fiscal Year Ending 1999:

Fourth QuUuarter. ... .u .ttt ittt ettt e e et ettt e e
Third QUATLET . v it it et et e e e e e e e et e e e e ettt

HIGH
10.50
11 7/16
11 7/8
12 1/4
6 7/8
$ 5 13/16
4 1/2
5 5/8

w W U1 O

w N
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SECONd QUATE Tt i v ettt ettt et ettt ettt e e e 11 3/8 3
T o= X A O 1 = i = s S 14 15/16 6

We did not pay dividends on our common stock during the fiscal years
ended June 30, 2000, 1999 or 1998. We do not intend, for the foreseeable
future, to pay dividends on our common stock. In addition, we are
contractually restricted from paying dividends under the terms of our existing
credit facilities.

On January 30, 2001, the last reported sale price for our Common
Stock was $11.50 per share.

SELECTED FINANCIAL DATA

FISCAL YEAR ENDED JUNE 30,

(IN THOUSANDS, EXCEPT PER SHARE AM

OPERATING DATA:

REVENUES . e vttt e et e eneeeeeeseeeennnneens $ 637,732 $ 491,817 $ 424,543 S
Operating costs:
Direct COSES. ittt ittt ie i eeieann 462,386 371,428 293,448 1
Depreciation, depletion and amortization 70,972 62,074 31,001
General and administrative............ 58,772 53,108 38,987
Bad debt expense....... ... 1,648 5,928 826
Debt issuance COStS...e.iiiiineennnnn. —— 6,307 ——
Restructuring charge.................. - 4,504 -
Interest . ittt it e et e e ettt e e 71,930 67,401 21,476
Income before income taxes and minority
interest. ... e e (27,976) (78, 933) 38,805
Net INCOME. .t v ittt ittt ettt tieeeeeennn (18,959) (53,258) 24,175
INCOME PER COMMON SHARE:
L= T o 1 S (0.23) S (1.94) S 1.41 $
Diluted. ...ttt e e S (0.23) S (1.94) S 1.23 $
Average common shares outstanding:
L= T 1 83,815 27,501 17,153
Assuming full dilution................ 83,815 27,501 24,024
Common shares outstanding at period end. 97,210 82,738 18,267
Market price per common share at period end S 9.64 $ 3.56 13.12
Cash dividends paid on common shares.... $ - $ - $ - $
BALANCE SHEET DATA:
Cash. v et e e e $109,873 S 23,478 $ 25,265 $
Current assetsS....uu ittt innennnn 253,589 132,543 127,557
Property and equipment................ 920,437 871,940 547,537 2
Property and equipment, net........... 760,561 769,562 499,152 2
Total assets. ..., 1,246,265 1,148,138 698,640 3
Current liabilities................... 97,624 73,151 48,029
Long-term debt, including current portion 666, 600 699,978 399,779 1
Stockholders' equity.....ccovvnn. 382,887 288,094 154,928
OTHER DATA:
Adjusted EBITDA(2) ¢« v vttt i it eeeeeeennn $116,574 $ 67,281 $ 92,108 $
Net cash (used in) provided by:
Operating activities................ 37,051 (13,427) 40,925
Investing activities................ (37,766) (294, 654) (306,339) (
Financing Activities................ 87,110 306,294 248,975 1
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Working capital.......iiiiinnnnn.. 155,965 59,392 79,528
Book value per common share(3)...... S 3.94 S 3.47 S 8.48
(1) THE FINANCIAL DATA FOR THE YEAR ENDED JUNE 30, 1996 INCLUDES THE

ALLOCATED PURCHASE PRICE OF WELLTECH EASTERN AND THE RESULTS OF THEIR
OPERATIONS, BEGINNING MARCH 27, 1996. THE FINANCIAL DATA FOR THE YEAR
ENDED JUNE 30, 1999 INCLUDES THE ALLOCATED PURCHASE PRICE OF DAWSON
PRODUCTION SERVICES, INC. AND THE RESULTS OF THEIR OPERATIONS BEGINNING
SEPTEMBER 15, 1998.

(2) ADJUSTED EBITDA IS NET INCOME BEFORE INTEREST EXPENSE, INCOME TAXES,
DEPRECIATION, DEPLETION AND AMORTIZATION, BAD DEBT EXPENSE, DEBT
ISSUANCE COSTS CHARGED TO EARNINGS, RESTRUCTURING CHARGE AND
EXTRAORDINARY ITEMS. ADJUSTED EBITDA IS PRESENTED BECAUSE OF ITS
ACCEPTANCE AS A COMPONENT OF A COMPANY'S POTENTIAL VALUATION IN
COMPARISON TO COMPANIES IN THE SAME INDUSTRY AND OF A COMPANY'S ABILITY
TO SERVICE OR INCUR DEBT. MANAGEMENT INTERPRETS TRENDS INDICATED BY
CHANGES IN ADJUSTED EBITDA AS AN INDICATOR OF THE EFFECTIVENESS OF ITS
STRATEGIES IN ACHIEVING REVENUE GROWTH AND CONTROLLING DIRECT AND
INDIRECT COSTS OF SERVICES PROVIDED. INVESTORS SHOULD CONSIDER THAT
THIS MEASURE DOES NOT TAKE INTO CONSIDERATION DEBT SERVICE, INTEREST
EXPENSES, COSTS OF CAPITAL, IMPAIRMENTS OF LONG LIVED ASSETS,
DEPRECIATION OF PROPERTY, THE COST OF REPLACING EQUIPMENT OR INCOME
TAXES. ADJUSTED EBITDA SHOULD NOT BE CONSIDERED AS AN ALTERNATIVE TO
NET INCOME, INCOME BEFORE INCOME TAXES, CASH FLOWS FROM OPERATING
ACTIVITIES OR ANY OTHER MEASURE OF FINANCIAL PERFORMANCE PRESENTED IN
ACCORDANCE WITH GENERALLY ACCEPTED ACCOUNTING PRINCIPLES. ADJUSTED
EBITDA IS NOT A MEASURE OF FINANCIAL PERFORMANCE UNDER GENERALLY
ACCEPTED ACCOUNTING PRINCIPLES AND IS NOT INTENDED TO REPRESENT CASH
FLOW. ADJUSTED EBITDA MAY NOT BE COMPARABLE TO SIMILARLY TITLED
MEASURES OF OTHER COMPANIES.

(3) BOOK VALUE PER COMMON SHARE IS STOCKHOLDERS' EQUITY AT PERIOD END
DIVIDED BY THE NUMBER OF OUTSTANDING COMMON SHARES AT PERIOD END.
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CAUTIONARY NOTE REGARDING FORWARD-LOOKING STATEMENTS

The statements in this document that relate to matters that are not
historical facts are "forward-looking statements" within the meaning of Section
27A of the Securities Act of 1933 and Section 21E of the Securities Exchange Act
of 1934. When used in this document and the documents incorporated by reference,
words such as "anticipate," "believe," "expect," "plan," "intend," "estimate,"
"project," "will," "could," "may," "predict" and similar expressions are
intended to identify forward-looking statements. Further events and actual
results may differ materially from the results set forth in or implied in the
forward-looking statements. Factors that might cause such a difference include:

o fluctuations in world-wide prices and demand for oil and
natural gas;

o fluctuations in the level of oil and natural gas exploration
and development activities;

o fluctuations in the demand for well servicing, contract
drilling and ancillary oilfield services;

o the existence of competitors, technological changes and
developments in the industry;
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o the existence of operating risks inherent in well servicing,
contract drilling and ancillary oilfield services; and

o general economic conditions, the existence of regulatory
uncertainties, the possibility of political instability in any
of the countries in which we conduct business, in addition to
the other matters discussed herein.

The following discussion provides information to assist in the
understanding of our financial condition and results of operations. It should
be read in conjunction with the consolidated financial statements and related
notes appearing elsewhere in this prospectus supplement. Please note that
certain reclassifications have been made to the fiscal 1999 and 1998 financial
data presented below to conform to the fiscal 2000 presentation. The
reclassifications consist primarily of reclassifying as drilling revenues and
expenses, revenues and expenses from the limited drilling operations conducted
by certain of our well servicing divisions that were previously included in
well servicing revenues and expenses in order to report the results of all
drilling operations separately.

MANAGEMENT'S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION
AND RESULTS OF OPERATIONS

THREE MONTHS ENDED SEPTEMBER 30, 2000 VERSUS THREE MONTHS ENDED SEPTEMBER 30,
1999

Our revenue for the first quarter of fiscal 2001 totaled
$191,679,000, representing an increase of $41,787,000, or 28.0% as compared to
the prior year period. The increase in the current period reflects higher
activity levels and improved rates. Our net income for the first quarter of
fiscal 2001 totaled $8,707,000, or $0.09 per share, versus a net loss of
$9,451,000, or $0.11 per share, for the prior year period.

OPERATING REVENUES

WELL SERVICING. Well servicing revenues for the quarter ended
September 30, 2000 increased $35,748,000, or 27.3%, to $166,565,000 from
$130,817,000 for the three months ended September 30, 1999. The increase in
revenues was primarily due to an increase in the number of hours worked and
the effect of higher rig and fluid hauling rates.

CONTRACT DRILLING. Revenues from contract drilling activities for the
quarter ended September 30, 2000 increased $5,687,000, or 34.6%, to
$22,145,000 from $16,458,000 for the three months ended September 30, 1999.
The increase in revenues was primarily due to an increase in equipment
utilization and the effect of higher prices.
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OIL AND NATURAL GAS PRODUCTION. Revenues from oil and natural gas
production activities for the quarter ended September 30, 2000 increased
$70,000, or 3.5%, to $2,090,000 from $2,020,000 for the three months ended
September 30, 1999. The increase in revenues was due to higher oil and natural
gas prices which were partially offset by lower production volumes.

OPERATING EXPENSES
WELL SERVICING. Well servicing expenses for the quarter ended

September 30, 2000 increased $12,472,000, or 12.6%, to $111,686,000 from
$99,214,00 for the three months ended September 30, 1999. The increase was
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primarily due to a higher level of activity, increased wages and the cost of
bringing crews and previously idle equipment on line. Well servicing expenses,
as a percentage of well servicing revenue, decreased to 67.1% for the three
months ended September 30, 2000 from 75.8% for the three months ended
September 30, 1999.

CONTRACT DRILLING. Expenses related to contract drilling activities
for the quarter ended September 30, 2000 increased $3,187,000, or 22.3%, to
$17,458,000 from $14,271,000 for the three months ended September 30, 1999.
The increase was primarily due to higher wages and the cost of bringing crews
and previously idle equipment on line and was partially offset by a shift away
from turnkey contracts to footage and day rates. Contract drilling expenses,
as a percentage of contract drilling revenues, decreased to 78.8% for the
three months ended September 30, 2000 from 86.7% for the three months ended
September 30, 1999.

OIL AND NATURAL GAS PRODUCTION. Expenses related to oil and natural
gas production activities for the quarter ended September 30, 2000 increased
$323,000, or 32.3%, to $1,323,000 from $1,000,000 for the three months ended
September 30, 1999. 0il and natural gas production costs decreased to $6.98
per BOE for the three months ended September 30, 2000 from $7.32 per BOE for
the three months ended September 30, 1999. The increase in production costs is
primarily due to increased rates for electricity and other operating services
partially offset by lower production volumes.

DEPRECIATION, DEPLETION AND AMORTIZATION EXPENSE

Our depreciation, depletion and amortization expense for the quarter
ended September 30, 2000 increased $1,490,000, or 8.9% to $18,311,000 from
$16,821,000 for the three months ended September 30, 1999. The increase is due
to increased capital expenditures during the past twelve months as we
refurbished equipment and increased utilization of its contract drilling
equipment (which it depreciates based on utilization).

GENERAL AND ADMINISTRATIVE EXPENSES

Our general and administrative expenses for the quarter ended
September 30, 2000 increased $455,000, or 3.3% to $14,367,000 from $13,912,000
for the three months ended September 30, 1999. The increase was due to higher
administrative costs necessitated by growth of our operations as a result of
improved industry conditions. Despite the increased costs, general and
administrative expenses, as a percentage of revenues, decreased to 7.5% for
the three months ended September 30, 2000 from 9.3% for the three months ended
September 30, 1999.

INTEREST EXPENSE

Our interest expense for the quarter ended September 30, 2000
decreased $1,277,000, or 7.3% to $16,111,000, from $17,388,000 for the three
months ended September 30, 1999. The decrease was primarily due to a
significant reduction in our long-term debt using proceeds from our equity
offering and operating cash flow and was partially offset by higher interest
rates on our floating rate debt. Included in the interest expense was the
amortization of debt issuance costs of $1,408,000 and $1,255,000 for the three
months ended September 30, 2000 and 1999, respectively.
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BAD DEBT EXPENSE

Our bad debt expense for the quarter ended September 30, 2000
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decreased $283,000, or 59.3% to $194,000 from $477,000 for the three months
ended September 30, 1999. The decrease was largely due to an improvement in
market conditions for our customers.

EXTRAORDINARY GAIN

During the three months ended September 30, 2000, we repurchased
$10, 996,000 of our long-term debt which resulted in an after-tax gain of
$1,197,000.

INCOME TAXES

Our income tax expense for the quarter ended September 30, 2000
increased $8,459,000 to an expense of $4,719,000 from a benefit of $3,740,000
for the three months ended September 30, 1999. The increase in income tax
expense is due to the increase in pretax income. Our effective tax rate for
the three months ended September 30, 2000 and 1999 was 39% and 28%,
respectively. The effective tax rates are different from the statutory rate of
35% because of the disallowance of certain goodwill amortization, other
non-deductible expenses and state and local taxes. We do not expect to be
required to remit federal income taxes for the next few fiscal years because
of the availability of net operating loss carry forwards from fiscal 1999 and
previous years.

FISCAL YEAR ENDED JUNE 30, 2000 VERSUS FISCAL YEAR ENDED JUNE 30, 1999

Our results of operations for the year ended June 30, 2000 reflect
the impact of the recent industry recovery resulting from increased commodity
prices which in turn caused increased demand for our equipment and services
during fiscal 2000. The positive impact of this increased demand on our
operating results was partially offset by increased operating expenses
incurred as a result of the increase in our business activity.

Our revenues for the year ended June 30, 2000 increased $145,915,000,
or 29.7%, to $637,732,000 from $491,817,000 in fiscal 1999, while net income
for fiscal 2000 increased $34,299,000 to a net loss of $18,959,000 from a net
loss of $53,258,000 in fiscal 1999. The increase in revenues is due to
improved operating conditions and higher rig hours, the full year effect of
the acquisitions completed during the early portion of fiscal 1999 and, to a
lesser extent, higher pricing. The decrease in net loss is the result of
improved operating conditions, higher pricing, and cost reduction initiatives.
In addition, fiscal 1999 included non-recurring charges for debt issuance
costs and restructuring initiatives as well as higher bad debt expense.

OPERATING REVENUES

WELL SERVICING. Well servicing revenues for the year ended June 30,
2000 increased $125,835,000 or 29%, to $559,492,000 from $433,657,000 in
fiscal 1999. The increase was due to increased demand for our well servicing
equipment and services, the full year effect of the acquisitions completed
during the early portion of fiscal 1999 and, to a lesser extent, higher
pricing.

CONTRACT DRILLING. Contract drilling revenues for the year ended June
30, 2000 increased $17,815,000, or 35.2%, to $68,428,000 from $50,613,000 in
fiscal 1999. The increase was due to increased demand for our contract
drilling equipment and services, the full year effect of the acquisition
completed during the early portion of fiscal 1999 and, to a lesser extent,
higher pricing.

OIL AND NATURAL GAS PRODUCTION. 0Oil and natural gas production
revenues for the year ended June 30, 2000 increased $2,930,000, or 45.3%, to
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$9,391,000 from $6,461,000 in fiscal 1999. The increase was due to a 44%
increase in the price of o0il and gas received on a barrel of oil equivalent
(BOE) basis in fiscal 2000 compared to fiscal 1999, partially offset by a 2%
decrease in the volume of o0il and gas produced on a BOE basis.
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OPERATING EXPENSES

WELL SERVICING. Well servicing expenses for the year ended June 30,
2000 increased $74,975,000, or 23.1%, to $399,940,000 from $324,965,000 in
fiscal 1999. The increase in expenses is due to higher utilization of our well
servicing equipment, higher labor costs and the overall increase in our well
servicing business. Despite the increased costs, well servicing expenses as a
percent of well servicing revenues decreased from 74.9% for fiscal 1999 to
71.5% for fiscal 2000. The margin improvement is due to improved operating
efficiencies and the effects of higher pricing.

CONTRACT DRILLING. Contract drilling expenses for the year ended June
30, 2000, increased $14,743,000, or 33.8%, to $58,299,000 from $43,556,000 in
fiscal 1999. The increase is due to higher utilization of our contract
drilling equipment, higher labor costs and the overall increase in our
contract drilling business. Despite the increased costs, contract drilling
expenses as a percentage of contract drilling revenues decreased from 86.1% in
fiscal 1999 to 85.2% in fiscal 2000. The margin improvement is due to improved
operating efficiencies and the effects of higher pricing.

OIL AND NATURAL GAS PRODUCTION. 0Oil and natural gas production
expenses for the year ended June 30, 2000, increased $1,240,000, or 42.7%, to
$4,147,000 from $2,907,000 in fiscal 1999. The increase is due to higher
production costs partially offset by lower production. 0Oil and natural gas
production costs increased from $5.50 per BOE in fiscal 1999 to $6.60 per BOE
in fiscal 2000. The increase in cost per BOE is primarily due to increased
costs incurred in bringing previously dormant wells back into production.

DEPRECIATION, DEPLETION AND AMORTIZATION EXPENSE

Our depreciation, depletion and amortization expense for the year
ended June 30, 2000 increased $8,898,000, or 14.3%, to $70,972,000 from
$62,074,000 in fiscal 1999. The increase is due to higher capital expenditures
incurred during fiscal 2000 as we refurbished equipment and increased
utilization of our contract drilling equipment (which it depreciates based on
utilization).

GENERAL AND ADMINISTRATIVE EXPENSES

Our general and administrative expenses for the year ended June 30,
2000 increased $5,664,000, or 10.7%, from $53,108,000 to $58,772,000 in fiscal
2000. The increase was due to higher administrative costs necessitated by the
growth of our operations as a result of the fiscal 1999 acquisitions and
improved industry conditions. Despite the increased costs, general and
administrative expenses as a percentage of total revenues declined from 10.8%
in fiscal 1999 to 9.2% in fiscal 2000.

INTEREST EXPENSE

Our interest expense for the year ended June 30, 2000 increased
$4,529,000, or 6.7%, to $71,930,000 from $67,401,000 in fiscal 1999. The
increase was primarily due to the full year effect of the debt incurred in
connection with the acquisitions completed during the early portion of fiscal
1999, and, to a lesser extent, higher interest rates during fiscal 2000
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Partially offset by the impact of the long-term debt reduction during fiscal
2000.

BAD DEBT EXPENSE

Our bad debt expense for the year ended June 30, 2000 decreased
$4,280,000, or 72.2%, to $1,648,000 from $5,928,000 in fiscal 1999. The
decrease was primarily due to improved industry conditions for our customers
and, to a lesser extent, the centralization of our internal credit approval
process.

EXTRAORDINARY GAIN

During the fourth quarter of fiscal 2000, we repurchased $10,190,000
of our 5% Convertible Subordinated Notes which resulted in an after-tax gain
of $1,611,000.

INCOME TAXES

Our income tax benefit for the year ended June 30, 2000 decreased
$18,269,000 to $7,406,000 from $25,675,000 in fiscal 1999. The decrease in
income tax benefit is due to the decrease in pretax loss. Our effective tax
benefit rate for fiscal 2000 and 1999 was 26.5% and 32.5%, respectively. The
fiscal 2000 effective tax benefit rate is different from the statutory rate
of 35% because of the disallowance of certain goodwill amortization and other
non-deductible expenses. The decrease in the fiscal 2000 effective tax
benefit rate was due to an increase in the amount of disallowed items
primarily as a result of the full year effect of the goodwill amortization of
the acquisitions completed during the early portion of fiscal 1999. We do not
expect to be required to remit significant federal income taxes for the next
few fiscal years because of the availability of net operating loss
carryforwards from fiscal 2000 and previous years.

CASH FLOW

The net cash provided by operating activities for the year ended
June 30, 2000 increased $50,478,000 to a positive $37,051,000 from a negative
$13,427,000 in fiscal 1999. The increase is due to higher revenues resulting
from increased demand for our equipment and services, the full year effect of
the acquisitions completed during the early portion of fiscal 1999 and, to a
lesser extent, higher pricing, partially offset by higher operating and
general and administrative expenses resulting from increased business
activity.

The net cash we used in investing activities for the year ended June
30, 2000 decreased $256,888,000, or 87.2%, to $37,766,000 from $294, 654,000
in fiscal 1999. The decrease is due to no acquisitions having occurred during
fiscal 2000 partially offset by higher capital expenditures.

The net cash provided by our financing activities for the year ended
June 30, 2000 decreased $219,184,000, or 71.6%, to $87,110,000 from
$306, 929,000 in fiscal 1999. The decrease is primarily the result of
significantly decreased borrowings during fiscal 2000 and, to a lesser
extent, the repayment of long-term debt partially offset by proceeds from our
equity offering and the Production Payment.

FISCAL YEAR ENDED JUNE 30, 1999 VERSUS FISCAL YEAR ENDED JUNE 30, 1998

Our results of operations for the year ended June 30, 1999 reflect

10
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the impact of a significant and unprecedented decline in demand for our
equipment and services in all of our lines of business experienced from
December 1998 to March 1999. We believe that the decline in demand for its
equipment and services during fiscal 1999 was due solely to the adverse
impact on its customers' capital spending caused by a decline in oil prices
to a twelve-year low of below $11.00 per barrel in December 1998, and, to a
lesser extent, a significant decline in natural gas prices (see Major
Developments During Fiscal 2000--Industry Recovery). Near the beginning of
this decline, during the first four months of fiscal 1999, we completed seven
acquisitions. While the positive impact of these fiscal 1999 acquisitions (as
well as the impact of a full 12 months of the prior fiscal year's
acquisitions) on our revenues compensated for the negative revenue impact of
the decline in business, the acquisitions could not compensate for and could
only partially offset our decline in net income (see Note 3 to Consolidated
Financial Statements--Business and Property Acquisitions).

Our revenues for the year ended June 30, 1999 increased $67,274,000,
or 15.8%, to $491,817,000 in fiscal 1999 from $424,543,000 in fiscal 1998,
while net income for fiscal 1999 decreased $77,433,000 to a net loss of
$53,258,000 in fiscal 1999, from a positive $24,175,000 in fiscal 1998. The
increase in revenues was primarily due to well servicing and contract
drilling acquisitions completed during the latter portion of fiscal 1998 and
the early portion of fiscal 1999, partially offset by a significant decline
in equipment utilization and, to a lesser extent, pricing of oilfield
services throughout fiscal 1999. The decrease in net income is due to the
decline in equipment utilization and, to a lesser extent, pricing of oilfield
services during most of fiscal 1999 and the existence of a high level of
fixed costs and expenses, including depreciation, depletion and amortization,
general and administrative, and interest. In addition, fiscal 1999 included
charges for bad debt expense, debt issuance costs and restructuring that were
far greater than such charges taken during fiscal 1998.
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OPERATING REVENUES

WELL SERVICING. Well servicing revenues for the year ended June 30,
1999 increased $77,419,000 or 21.7%, to $433,657,000 in fiscal 1999 from
$356,238,000 in fiscal 1998. The increase in revenues was primarily due to
acquisitions completed during the latter portion of fiscal 1998 and the early
portion of fiscal 1999 partially offset by a significant decline in equipment
utilization and, to a lesser extent, pricing of oilfield services throughout
fiscal 1999.

CONTRACT DRILLING. Revenues from contract drilling activities for
the year ended June 30, 1999 decreased $7,586,000, or 13%, to $50,613,000 in
fiscal 1999 from $58,199,000 in fiscal 1998. The decrease in revenues was
primarily due to a significant decline in equipment utilization and, to a
lesser extent, pricing of oilfield services throughout fiscal 1999 partially
offset by acquisitions completed during the latter portion of fiscal 1998 and
the early portion of fiscal 1999.

OIL AND NATURAL GAS PRODUCTION. Revenues from oil and natural gas
production activities for the year ended June 30, 1999 decreased $569,000, or
%, to $6,461,000 in fiscal 1999 from $7,030,000 in fiscal 1998. The decrease
in revenues was primarily due to a 21% decrease in the price of o0il and gas
received on a barrel of oil equivalent ("BOE") basis in fiscal 1999, compared
to fiscal 1998, partially offset by a 16% increase, from fiscal 1998 to
fiscal 1999, in the volume of o0il and gas produced on a BOE basis.

OPERATING EXPENSES

11
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WELL SERVICING. Well servicing expenses for the year ended June 30,
1999 increased $77,360,000, or 31.2%, to $324,965,000 in fiscal 1999 from
$247,605,000 in fiscal 1998. The increase was primarily due to acquisitions
completed during the latter portion of fiscal 1998 and the early portion of
fiscal 1999 partially offset by a significant decline in equipment
utilization and, to a lesser extent, pricing of oilfield services throughout
fiscal 1999. Well servicing expenses, as a percentage of well servicing
revenue, increased to 75% for fiscal 1999 from 69.5% for fiscal 1998. The
increase was due to a shift in revenue mix from higher margin, higher priced
well services to lower margin, lower priced well services, reduced pricing
for well services, and a lag in reducing costs in response to declines in
utilization and revenues.

CONTRACT DRILLING. Expenses related to contract drilling activities
for the year ended June 30, 1999 increased $696,000, or 1.6%, from
$42,860,000 in fiscal 1998 to $43,556,000 in fiscal 1999. The increase was
primarily due to acquisitions completed during the latter portion of fiscal
1998 and the early portion of fiscal 1999 offset by a decline in equipment
utilization and, to a lesser extent, pricing of oilfield services throughout
fiscal 1999. Contract drilling expenses, as a percentage of contract drilling
revenues, increased to 86.1% in fiscal 1999 from 73.6% in fiscal 1998. The
increase was due to reduced pricing for contract drilling and a lag in
reducing costs in response to declines in utilization and revenues.

OIL AND NATURAL GAS PRODUCTION. Expenses related to oil and natural
gas production activities for the year ended June 30, 1999 decreased $76,000,
or 3%, to $2,907,000 in fiscal 1999 from $2,983,000 in fiscal 1998. 0il and
natural gas production costs decreased to $5.50 per BOE in fiscal 1999 from
$6.55 per BOE in fiscal 1998. The decrease per BOE is primarily due to an
increase in gas production as compared to oil production, from the prior
year, resulting from to an acquisition of natural gas properties during the
latter portion of fiscal 1998 and development drilling of natural gas wells
during fiscal 1998 and the early portion of fiscal 1999.

DEPRECIATION, DEPLETION AND AMORTIZATION EXPENSE

Our depreciation, depletion and amortization expense for the year
ended June 30, 1999 increased $31,073,000, or 100%, to $62,074,000 in fiscal
1999 from $31,001,000 in fiscal 1998. The increase 1is primarily due to an
increase in oilfield service depreciation resulting from the well servicing
and contract drilling acquisitions completed during the latter portion of
fiscal 1998 and the early portion of fiscal 1999.
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GENERAL AND ADMINISTRATIVE EXPENSES

Our general and administrative expenses for the year ended June 30,
1999 increased $14,121,000, or 36%, to $53,108,000 in fiscal 1999 from
$38,987,000 in fiscal 1998. The increase was primarily due to well servicing
and contract drilling acquisitions completed during the latter portion of
fiscal 1998 and the early portion of fiscal 1999.

INTEREST EXPENSE

Our interest expense for the year ended June 30, 1999 increased
$45,925,000, or 214%, to $67,401,000 in fiscal 1999 from $21,476,000 in
fiscal 1998. The increase was primarily due to additional debt incurred in
connection with the well servicing and contract drilling acquisitions
completed during the latter portion of fiscal 1998 and the early portion of

12
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fiscal 1999 and, to a lesser extent, higher interest rates and amortization
of additional debt issuance costs (see Note 5 to Consolidated Financial
Statements--Long Term Debt) .

BAD DEBT EXPENSE

Our bad debt expense for the year ended June 30, 1999 increased
$5,102,000, or 618%, to $5,928,000 in fiscal 1999 from $826,000 in fiscal
1998. The increase was primarily due to the significant decline in commodity
prices and a corresponding deterioration in market conditions in fiscal 1999
causing a small number of our customers to become insolvent.

DEBT ISSUANCE COSTS

During fiscal 1999, we recorded an expense of $6,307,000, which
represented the write-off of debt issuance costs. The debt issuance costs
were associated with our bridge loan which was subsequently repaid using the
proceeds from our private offering of our 14% Senior Subordinated Notes.

RESTRUCTURING CHARGE

In response to an industry downturn caused by historically low oil
and gas prices and the resulting slowdown in business, on December 7, 1998,
we announced a company-wide restructuring plan to reduce operating costs
beyond those achieved through our consolidation efforts. The plan involved a
reduction in the size of management and on-site work force, salary reductions
averaging 21% for senior management, the combination of previously separate
operating divisions and the elimination of redundant overhead and facilities.
The restructuring plan resulted in pretax charges to earnings of
approximately $6.7 million in the second quarter ending December 31, 1998 and
$1.5 million in the third gquarter ending March 31, 1999. However, due to an
increase in oil and gas prices beginning during the fourth quarter, we
amended our restructuring plan to decrease the number of planned employee
terminations. Increased demand for our services made such terminations
unnecessary and would have, in management's opinion, restricted our ability
to provide services to customers. Consequently, we did not utilize
approximately $3.7 million of the pretax charges. Essentially all of the
unutilized portion of the restructuring charge was reversed in the quarter
ending June 30, 1999 resulting in a total pretax charge for the fiscal year
ended June 30, 1999 of approximately $4.5 million. The charges include
severance payments and other termination benefits for 97 employees, lease
commitments related to closed facilities and environmental studies performed
on closed leased yard locations.

INCOME TAXES

Our income tax expense for the year ended June 30, 1999 decreased
$40,305,000 to a benefit of $25,675,000 in fiscal 1999 from an expense of
$14,630,000 in fiscal 1998. The decrease in income taxes is due to the
decrease in pretax income. Our effective tax benefit rate for fiscal 1999 and
fiscal 1998 was 32.5% and 37.7%, respectively. The fiscal 1999 effective tax
benefit rate is different from the statutory rate of 35% because of the
disallowance of certain goodwill amortization, other non-deductible expenses
and state and local taxes. We do not expect to be required to remit federal
income taxes for the next few fiscal years because of the availability of net
operating loss carry forwards from fiscal 1999 and previous years.
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CASH FLOW
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The net cash provided by our operating activities for the year ended
June 30, 1999 decreased $54,352,000 to a negative $13,427,000 in fiscal 1999
from a positive $40,925,000 in fiscal 1998. The decrease is primarily due to
the decline in equipment utilization and, to a lesser extent, pricing of
oilfield services during throughout fiscal 1999 and the existence of a high
level of fixed costs, including general and administrative expenses and
interest.

The net cash we used in investing activities for the year ended June
30, 1999 decreased $11,685,000, or 4%, to $294,654,000 in fiscal 1999 from
$306,339,000 in fiscal 1998. The decrease is primarily due to decreased
capital expenditures resulting from reduced equipment utilization.

The net cash provided by our financing activities for the year ended
June 30, 1999 increased $57,319,000 or 23%, to $306,294,000 in fiscal 1999
from $248,975,000 in fiscal 1998. The increase is primarily the result of
proceeds from borrowings and the Equity Offering.

LIQUIDITY AND CAPITAL RESOURCES

We have historically funded our operations, acquisitions, capital
expenditures and working capital requirements from cash flow from operations,
bank borrowings and the issuance of equity and long-term debt. We believe
that the current reserves of cash and cash equivalents, access to our
existing credit lines, access to capital markets and internally generated
cash flow from operations are sufficient to finance the cash requirements of
our current and future operations.

As of September 30, 2000, we had working capital (excluding the
current portion of long-term debt) of approximately $89,253,000 which
includes cash and cash equivalents of approximately $2,635,000 as compared to
working capital (excluding the current portion of long-term debt) of
approximately $175,396,000, which includes cash and cash equivalents of
approximately $109,873,000 as of June 30, 2000. The decrease in working
capital is primarily due to the use of cash to repay long-term debt during
the quarter ended September 30, 2000. Working capital, excluding the change
in cash, actually increased for the three months ended September 30, 2000
which was the result of timing differences related to cash receipts and
disbursements. Receivables are higher due to the increase in revenues caused
by the increased utilization of our equipment base and payables are also
higher due to the addition of more employees and greater costs related to the
increased equipment utilization.

CAPITAL EXPENDITURES

Capital expenditures for fiscal 2001 are expected to equal or exceed
fiscal 2000 levels. Expenditures will be directed toward selectively
refurbishing our assets as business conditions warrant. We will continue to
evaluate opportunities to acquire or divest assets or businesses to enhance
our primary operations. Such capital expenditures, acquisitions and
divestitures are at our discretion and will depend on management's view of
market conditions as well as other factors.

LONG-TERM DEBT
SENIOR CREDIT FACILITY

As of September 30, 2000, we had a borrowing capacity of
approximately $323 million under our senior credit facility (the "Senior
Credit Facility") with a syndicate of banks led by PNC Bank, N.A. which

consisted of a $150,000,000 revolving loan facility and $173,223,907 in
Tranche B term loans. In addition, up to $20,000,000 of letters of credit can
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be issued under the Senior Credit Facility, but any outstanding letters of
credit reduce the borrowing availability under the revolving loan facility.
As of September 30, 2000, approximately $23,000,000 was drawn under the
revolving loan facility and approximately $15,132,000 of letters of credit
related to workmen's compensation insurance were outstanding.

The revolving loan bears interest based upon, at our option, the
prime rate plus a variable margin of 0.75% to 2.00% or a Eurodollar rate plus
a variable margin of 2.25% to 3.50%. The Tranche B loans bear interest based
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upon, at the Company's option, the prime rate plus 2.50% or a Eurodollar rate
plus 4.00%. The Credit Facility has customary affirmative and negative
covenants including a maximum debt to capitalization ratio, a minimum
interest coverage ratio, a maximum senior leverage ratio, a minimum net worth
and minimum EBITDA ratio as well as restrictions on capital expenditures,
acquisitions and dispositions.

The revolving loans and the Tranche A term loan bear interest at
rates based upon, at our option, either the prime rate plus a margin ranging
from 0.75% to 2.00% or a Eurodollar rate plus a margin ranging from 2.25% to
3.50%, in each case depending upon the ratio of our total debt (less cash on
hand over $5 million) to our trailing 12-month EBITDA, as adjusted. The
Tranche B term loan bears interest at rates based upon, at our option, either
the prime rate plus 2.50% or a Eurodollar rate plus 4.00%. We pay commitment
fees on the unused portion of the revolving loan at a varying rate (depending
upon the pricing ratio) of between 0.25% and 0.50%.

During fiscal 2000, we repaid approximately $22.2 million under the
term loans while increasing net borrowings under the revolver by $3 million.
As a result, at June 30, 2000, the principal amount outstanding under (i) the
Tranche A term loan was approximately $23 million, (ii) the Tranche B term
loan was approximately $176 million and (iii) the revolver was approximately
$93 million. Additionally, at June 30, 2000, we had outstanding letters of
credit totaling approximately $15 million related to its workman's
compensation insurance.

Since June 30, 2000, a portion of the net proceeds from the Equity
Offering (see Note 10 to the Consolidated Financial Statements--Stockholders'
Equity) was used to repay the entire outstanding balance of the Tranche A
term loan, and $2.3 million of the Tranche B term loan, reducing the
principal amount outstanding under the Tranche B term loan to approximately
$174 million. The Tranche B term loan prepayments were applied to reduce
mandatory repayment installments of the Tranche B term loan pro rata, thereby
equally reducing all amortization payments without altering the amortization
schedule. In addition, $65 million of the net proceeds from the Equity
Offering was used to repay a portion of the senior credit facility revolver
reducing the amount outstanding under the revolver immediately thereafter to
approximately $28 million. The remainder of the net proceeds of the Equity
Offering was used to retire other long term debt. The principal amount
outstanding under the revolver has since been further reduced to $23 million
as of September 28, 2000. See Note 5 to Consolidated Financial
Statements—--Long Term Debt for further discussion of the Senior Credit
Facility.

14% SENIOR SUBORDINATED NOTES
On January 22, 1999, pursuant to Rule 144A and Regulation S under

the Securities Act, we completed the private placement of 150,000 units (the
"Units") consisting of $150,000,000 of 14% Senior Subordinated Notes due 2009
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(the "14% Senior Subordinated Notes") and 150,000 warrants to purchase
2,032,565 shares of common stock at an exercise price of $4.88125 per share
(the "Unit Warrants"). The cash proceeds from the private placement, net of

fees and expenses, were used to repay substantially all of the remaining
$148.6 million principal amount (plus accrued interest) owed under our bridge
loan facility arranged in connection with the acquisition of Dawson.

On and after January 15, 2004, we may redeem some or all of the 14%
Senior Subordinated Notes at any time at varying redemption prices in excess
of par, plus accrued interest. In addition, before January 15, 2002, we may
redeem up to 35% of the aggregate principal amount of the Senior Subordinated
Notes with the proceeds of certain offerings of equity at 114% of par, plus
accrued interest.

The Unit Warrants have separated from the 14% Senior Subordinated
Notes and became exercisable on January 25, 2000. On the date of issuance,
the value of the Unit Warrants was estimated at $7,434,000 and is classified
as a discount to the 14% Senior Subordinated Notes on our consolidated
balance sheet. The discount is being amortized to interest expense over the
term of the 14% Senior Subordinated Notes. The 14% Senior Subordinated Notes
mature and the Unit Warrants expire on January 15, 2009. The 14% Senior
Subordinated Notes are subordinate to our senior indebtedness, which, as
defined in the indenture under which the 14% Senior Subordinated Notes were
issued, includes borrowings under the Credit Agreement and the Dawson 9 3/8%
Senior Notes.

At June 30, 2000, $150,000,000 principal amount of the 14% Senior
Subordinated Notes remained outstanding. The 14% Senior Subordinated Notes
pay interest semi-annually on January 15 and July 15 of each year.
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Interest of approximately $10,092,000 and $10,500,000 was paid on July 15,
1999 and January 15, 2000, respectively. As of June 30, 2000, 52,000 Unit
Warrants had been exercised. We received approximately $3.7 million in
proceeds from the exercise of the Unit Warrants leaving 98,000 Unit Warrants
outstanding.

5% CONVERTIBLE SUBORDINATED NOTES

On September 25, 1997, we completed an initial closing of our
private placement of $200 million of 5% Convertible Subordinated Notes due
2004 (the "5% Convertible Subordinated Notes"). On October 7, 1997, we
completed a second private placement of an additional $16 million of the 5%
Convertible Subordinated Notes pursuant to the exercise of the remaining
portion of the over-allotment option granted to the initial purchasers of the
5% Convertible Subordinated Notes. The placements were made as private
offerings pursuant to Rule 144A and Regulation S under the Securities Act.
The 5% Convertible Subordinated Notes are subordinate to our senior
indebtedness, which, as defined in the indenture under which the 5%
Convertible Subordinated Notes were issued, includes borrowings under the
Credit Agreement, the 14% Senior Subordinated Notes and the Dawson 9 3/8%
Senior Notes. The 5% Convertible Subordinated Notes are convertible, at the
holder's option, into shares of common stock at a conversion price of $38.50
per share, subject to certain adjustments.

The 5% Convertible Subordinated Notes are redeemable, at our option,
on or after September 15, 2000, in whole or part, together with accrued and
unpaid interest. The initial redemption price is 102.86% for the year
beginning September 15, 2000 and declines ratably thereafter on an annual
basis.
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During the quarter ended June 30, 2000, we repurchased (and
canceled) $10,190,000 principal amount of the 5% Convertible Subordinated
Notes, leaving $205,810,000 principal amount of the 5% Convertible
Subordinated Notes outstanding at June 30, 2000. Since June 30, 2000, we
repurchased (and canceled) an additional $10,196,000 principal amount of the

% Convertible Subordinated Notes, leaving $195,614,000 outstanding as of
September 28, 2000. Interest on the 5% Convertible Subordinated Notes is
payable on March 15 and September 15. Interest of approximately $5.4 million
was paid on September 15, 1999 and March 15, 2000.

% CONVERTIBLE SUBORDINATED DEBENTURES

In July 1996, we completed a $52,000,000 private placement of 7%
Convertible Subordinated Debentures due 2003 (the "7% Convertible
Subordinated Debentures") pursuant to Rule 144A under the Securities Act. The

% Convertible Subordinated Debentures are subordinate to our senior
indebtedness, which, as defined in the indenture under which the 7%
Convertible Subordinated Debentures were issued, includes borrowings under
the Credit Agreement, the 14% Senior Subordinated Notes and the Dawson 9 3/8%
Senior Notes.

The Debentures are convertible, at any time prior to maturity, at
the holders' option, into shares of common stock at a conversion price of
$9.75 per share, subject to certain adjustments. In addition, holders who
converted prior to July 1, 1999 were entitled to receive a payment, in cash
or common stock (at our option) generally equal to 50% of the interest
otherwise payable from the date of conversion through July 1, 1999.

The 7% Convertible Subordinated Debentures are redeemable, at our
option, on or after July 15, 1999, at a redemption price of 104%, decreasing
1% per year on each anniversary date thereafter.

During fiscal 2000, $3,600,000 in principal amount of the 7%
Convertible Subordinated Debentures was converted into 369,229 shares of
common stock. An additional 11,261 shares of common stock were issued
representing 100% of the interest otherwise payable from January 1, 2000
through July 1, 2000. The additional 11,261 shares of common stock,
representing 100% of the interest otherwise payable from January 1, 2000
through July 1, 2000, are included in equity. In addition, the proportional
amount of unamortized debt issuance costs associated with the converted 7%
Convertible Subordinated Debentures was charged to additional paid-in capital
at the time of conversion.

At June 30, 2000, $1,000,000 principal amount of the 7% Convertible
Subordinated Debentures remained outstanding. On August 31, 2000, $985,000
principal amount of the 7% Convertible Subordinated Debentures were
surrendered for conversion by the holders thereof and 101,025 shares of
common stock were issued on September 1,
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2000. On September 1, 2000, the remaining $15,000 principal amount of the
outstanding 7% Convertible Subordinated Debentures was redeemed at 103% of
the principal amount plus accrued interest, leaving none outstanding as of
September 28, 2000. Interest on the 7% Convertible Subordinated Debentures
was payable on January 1 and July 1 of each year. Interest of approximately
$161,000 was paid on July 1, 1999 and January 1, 2000.

DAWSON 9 3/8% SENIOR NOTES
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As the result of the Dawson acquisition, we, our subsidiaries and

U.S. Trust Company of Texas, N.A., as trustee ("U.S. Trust"), entered into a
Supplemental Indenture dated September 21, 1998 (the "Supplemental
Indenture"), pursuant to which we assumed the obligations of Dawson under the

Indenture dated February 20, 1997 (the "Dawson Indenture") between Dawson and
U.S. Trust. Most of our subsidiaries guaranteed those obligations and the
senior notes due 2007 (the "Dawson 9 3/8% Senior Notes") issued pursuant to
the Dawson Indenture were equally and ratably secured with the obligations
under the Credit Agreement. On November 17, 1998, we completed a cash tender
offer to purchase the full $140,000,000 outstanding principal amount of
Dawson 9 3/8% Senior Notes at 101% of the aggregate principal amount of the
notes, using borrowings under the Credit Agreement. Under the tender offer,
$138,594,000 in principal amount of the Dawson 9 3/8% Senior Notes was
redeemed and a premium of $1,386,000 was paid. In addition, accrued interest
of $4,078,000 was paid at redemption.

At June 30, 1999, $1,406,000 principal amount of the Dawson 9 3/8%
Notes remained outstanding. During the quarter ended June 30, 2000, we
repurchased $300,000 principal amount of the Dawson 9 3/8% Senior Notes,
leaving $1,106,000 principal amount of the Dawson 9 3/8% Senior Notes
outstanding at June 30, 2000. Since June 30, 2000, we repurchased an
additional $800,000 principal amount of the Dawson 9 3/8% Senior Notes,
leaving $306,000 principal amount outstanding as of September 28, 2000.
Interest on the Dawson 9 3/8% Senior Notes is payable on February 1 and
August 1 of each year. Interest of approximately $65,906 was paid on August
1, 1999 and February 1, 2000.

IMPACT OF RECENTLY ISSUED ACCOUNTING STANDARDS

The Financial Accounting Standards Board has recently issued the
following accounting standard which will be adopted by Key in the future.

In June 1998, the FASB issued SFAS No. 133, "Accounting for
Derivative Instruments and Hedging Activities" which, as amended, is
effective for fiscal years beginning after June 15, 2000. This statement
establishes accounting and reporting standards for derivative instruments and
for hedging activities. Key will adopt this statement effective July 1, 2000.
The oil and gas collars currently in place will be marked to market through
the income statement until such time as they are documented as hedges.

IMPACT OF INFLATION ON OPERATIONS

Management is of the opinion that inflation has not had a significant
impact on our business.

QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK
INTEREST RATE RISK
At September 30, 2000, we had long-term debt outstanding of

$558,154,000. Of this amount $340,931,000, or 61.1%, bears interest at fixed
rates as follows:
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5% Convertible Subordinated Notes Due 2004 . . . . ittt ittt ettt eeneeeeeeeenneeeens
14% Senior Subordinated Notes Due 2000. ... ittt ittt ittt e eeeeeeeeeenneaeens
Dawson 9 3/8% Senior Notes Due 2007 .. ittt i ittt ettt ee et eeeeeeeeeeeeeeeeeennnas
Other (rates generally ranging from 8.0% t0O 8.50%) c i i ittt ittt ittt ittt eeeeeeeannnn

The remaining $217,223,000 of debt outstanding as of September 30,
2000 bears interest at floating rates which averaged approximately 10.27% at
September 30, 2000. A 10% increase in short-term interest rates on the
floating-rate debt outstanding at September 30, 2000 would equal
approximately 103 basis points. Such an increase in interest rates would
increase our fiscal 2001 interest expense by approximately $2.2 million
assuming borrowed amounts remain outstanding.

The above sensitivity analysis for interest rate risk excludes
accounts receivable, accounts payable and accrued liabilities because of the
short-term maturity of such instruments.

FOREIGN CURRENCY RISK

Our net assets, net earnings and cash flows from our Argentina
subsidiaries are currently not exposed to foreign currency risk, as
Argentina's currency is tied to the U.S. dollar. Our net assets, net earnings
and cash flows from our Canadian subsidiary is based on the U.S. dollar
equivalent of such amounts measured in Canadian dollars. Assets and
liabilities of the Canadian operations are translated to U.S. dollars using
the applicable exchange rate as of the end of a reporting period. Revenues,
expenses and cash flow are translated using the average exchange rate during
the reporting period.

A 10% change in the Canadian-to-U.S. Dollar exchange rate would not
be material to our net assets, net earnings or cash flows.

COMMODITY PRICE RISK

Our major market risk exposure for our oil and natural gas
production operations is in the pricing applicable to oil and natural gas
sales. Realized pricing is primarily driven by the prevailing worldwide price
for crude oil and spot market for natural gas. Pricing for oil and natural
gas production has been volatile and unpredictable for several years.

We periodically enter into financial hedging activities with respect
to a portion of our projected oil and natural gas production through
commodity option or collar contracts. We pay a premium for option contracts.
These financial hedging activities are intended to support oil and natural
gas prices at targeted levels and to manage our exposure to oil and gas price
fluctuations. Realized gains or losses from the settlement of these financial
hedging instruments are recognized in oil and gas sales when the associated
production occurs. The gains and losses realized as a result of these hedging
activities are substantially offset in the cash market when the hedged
commodity is delivered.

As of September 30, 2000, we had oil and natural gas price collars
in place which represented 4,000 barrels of o0il production per month and
approximately 30,000 Mmbtu of gas production per month. The total fiscal 2001
hedged o0il and natural gas volumes represent 26% and 18% respectively, of
expected calendar year total production.
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The following table sets forth the future volumes hedged by year and

the weighted-average strike price of the option contracts at September 30,

2000:

MONTHLY INCOME

OIL GAS TERM
(BBLS) (MMBTU)
At September 30, 2000.......... -
011 CollarsS.veeeeeeeeeeenns 4,000 - Oct 2000 - Feb 2001
5,000 Mar 2001 - Feb 2002
Gas CollarS...ueeeeeeeneenns 30,000 Oct 2000 - Feb 2001
40,000 Mar 2001 - Feb 2002

(The strike prices for oil are based on the NYMEX spot price for

West Texas Intermediate; the strike prices for gas are based on the Inside

FERC-West Texas Waha spot price).

BUSINESS

THE COMPANY

We are the largest onshore, rig-based well servicing contractor in
the world, with approximately 1,400 well service rigs and 1,200 fluid hauling
vehicles as of June 30, 2000. We provide a complete range of well services to

major and independent oil and natural gas production companies,

including:

rig-based well maintenance, workover, completion, and recompletion services
(including horizontal recompletions); oilfield trucking services;
ancillary oilfield services. We conduct well servicing operations onshore in
the continental United States in the following regions: Gulf Coast

South Texas, Central Gulf Coast of Texas and South Louisiana),

Hugoton and Arkoma Basins and ArkLaTex region), Four Corners

and

(including
Permian Basin
of West Texas and Eastern New Mexico, Mid-Continent (including the Anadarko,

San Juan, Piceance, Uinta, and Paradox Basins), Eastern (including the

Appalachian, Michigan and Illinois Basins), Rocky Mountains

(including the

Denver-Julesberg, Powder River, Wind River, Green River and Williston
Basins), and California (the San Joaquin Basin), and internationally in
Argentina and Ontario, Canada. We are also a leading onshore drilling

contractor, with 73 land drilling rigs as of June 30, 2000.

drilling operations in a number of major domestic producing basins,

(including the

We conduct land

as well
as in Argentina and in Ontario, Canada. We also produces and develops oil and
natural gas reserves in the Permian Basin region and Texas Panhandle.

Our principal executive offices are located at Two Tower Center,
20th Floor, East Brunswick, New Jersey 08816. Our phone number is

247-4822 and website address is www.keyenergy.com.

BUSINESS STRATEGY

(732)

We have built our leadership position through the consolidation of
smaller, less viable competitors. This consolidation, together with a

continuing decline in the number of available domestic well service rigs due
to attrition, cannibalization and transfers outside of the United States, has
given us the opportunity to capitalize on improved market conditions which

STRIKE PRI
BBL/MME
22.20 $
19.70 3
2.60 3
2.40 $

Uy r O Uy
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existed during fiscal 2000. We have focused on maximizing results by reducing
debt, building strong customer alliances, refurbishing rigs and related
equipment, and training personnel to maintain a qualified and safe employee
base.

REDUCING DEBT. Over the past fiscal year, we have significantly
reduced debt and strengthened our balance sheet. At June 30, 2000, our
long-term funded debt net of cash (net funded debt) was approximately
$534,816,000 and its net funded debt to capitalization was approximately 58%
as compared to approximately $656,194,000 and 69%, respectively, at June 30,
1999. We expect to be able to continue to reduce debt from available cash
flow from operations and from anticipated interest savings resulting from
prior and future debt reductions and future debt refinancings.

BUILDING STRONG CUSTOMER ALLIANCES. We seek to maximize customer
satisfaction by offering a broad range of equipment and services in
conjunction with highly trained and motivated employees. As a result, we are
able to offer proactive solutions for most of the situations encountered at
the wellsite. We ensure consistent high standards of quality and customer
satisfaction by continually evaluating our performance. We maintain strong
alliances with several major oil and natural gas production companies as well
as several independent oil and natural gas production companies and believes
that such alliances improve the stability of demand for its oilfield services.
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REFURBISHING RIGS AND RELATED EQUIPMENT. We intend to continue
actively refurbishing our rigs and related equipment to maximize the
utilization of our rig fleet. The increase in cash flow, both from operations
and from anticipated interest savings from reduced levels of debt, combined
with the increased revolver availability, has provided ample liquidity and
resources necessary to make the capital expenditures to refurbish such
equipment.

TRAINING AND DEVELOPING EMPLOYEES. We have, and will continue to,
devote significant resources to the training and professional development of
our employees with a special emphasis on safety. We currently have two
training centers in Texas and one training center in California to improve
our employees' understanding of operating and safety procedures. We recognize
the historically high turn-over rate in the industry and are committed to
offering compensation, benefits and incentive programs for our employees that
are attractive and competitive in the industry, in order to ensure a steady
stream of qualified, safe personnel to provide quality service to our
customers.

MAJOR DEVELOPMENTS DURING FISCAL 2000
INDUSTRY RECOVERY

During the fourth quarter of calendar year 1997, an imbalance began
to develop in the supply and the demand for crude oil. Reduced demand was
fueled by the Asian recession and two consecutive unusually warm winters in
North America. The supply of crude oil increased as a result of increased
production quotas by the Organization of Petroleum Exporting Countries
("OPEC") and renewed production by Irag. The resulting excess supply of crude
0il caused significant declines in crude oil prices during calendar year 1998
and the first quarter of calendar year 1999. Crude oil prices averaged $14 to
$15 per barrel during calendar year 1998 compared to $20 to $21 per barrel
during calendar year 1997 and reached a 12-year low of below $11.00 per
barrel in December 1998. Natural gas prices were also lower during the second
half of calendar year 1998 as unusually warm winters in North America during
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calendar years 1997 and 1998 resulted in weaker demand with prices reaching a
low of approximately $1.60 per Mcf in early calendar year 1999. Reduced
prices for crude oil and natural gas led to a sharp decline in the demand for
oilfield services as oil and natural gas companies significantly reduced
capital spending for exploration, development and production activities well
into calendar year 1999. Our operations were significantly impacted by the
downturn in the industry throughout fiscal 1999, and, in response to this
downturn, we reduced operating and administrative costs and delayed capital
spending.

In March 1999, OPEC and other non-OPEC oil-producing countries,
substantially reduced production to a point which, together with improving
demand for oil, caused crude oil prices to recover significantly through the
spring and summer of 1999. In addition, these 0il producing countries agreed
to production quotas to be adjusted based on demand in order to keep crude
0il prices in the range of $22 to $28 per barrel. The successful
implementation and subsequent adherence to these quotas, along with improving
demand, have led to increased crude oil prices during fiscal 2000 with WTI
Cushing prices averaging $25.97 per barrel during such period. In addition,
domestic natural gas prices increased significantly due to increased demand
during that period with Nymex Henry Hub prices averaging $3.04 per Mcf during
such period.

This increase in commodity prices led to a steady, sequential
increase in the demand for our services and equipment during fiscal 2000 as
our customers increased their exploration and development activity in our
primary market areas. This increase in demand resulted in sequential
increases in revenues, cash flow and net income in each quarter of fiscal
2000 over the same quarter of fiscal 1999. We expect demand for our services
to remain at or above current levels as long as commodity prices remain at or
near their current levels.

The level of our revenues, cash flows, losses and earnings are
substantially dependent upon, and affected by, the level of domestic and
international o0il and gas exploration and development activity (see
Management's Discussion and Analysis of Results of Operations and Financial
Condition) .

DEBT REDUCTION

During fiscal 2000, we significantly reduced our long-term debt and
strengthened our balance sheet. At June 30, 2000, our net funded debt was
approximately $534,816,000 and our net funded debt to capitalization was
approximately 59% as compared to approximately $656,194,000 and 69%,
respectively, at June 30, 1999. Proceeds
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from the Equity Offering (defined below), the Production Payment (defined
below) and exercises of options and warrants, and cash flow from operations
were used to accomplish this reduction in net funded debt (see Management's
Discussion and Analysis of Results of Operations and Financial
Condition--Long-Term Debt) .

EQUITY OFFERING

On June 30, 2000, we closed the public offering of 11,000,000 shares
of common stock at $9.625 per share, or approximately $106 million (the
"Equity Offering"). Net proceeds from the Equity Offering were approximately
$101 million, approximately $25.3 million of which was used to immediately
repay a portion of our senior credit facility term loans (approximately $23
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million for the Tranche A term loan and approximately $2.3 million for the
Tranche B term loan) and $65 million of which was subsequently used to repay
a portion of the senior credit facility revolver. After these repayments, the
Tranche A term loan had been paid in full, the Tranche B term loan had been
reduced to approximately $174 million, and the revolver had been reduced to
approximately $28 million. The remainder of the net proceeds were used to
retire other long-term debt. As a result of the Equity Offering, total shares
outstanding as of June 30, 2000 were approximately 96.8 million, an increase
of approximately 12.8% over the amount outstanding immediately prior to the
Equity Offering (see Note 10 to Consolidated Financial Statements—--Stockholders'
Equity) .

VOLUMETRIC PRODUCTION PAYMENT

In March 2000, we sold a part of our future oil and natural gas
production from Odessa Exploration Incorporated ("Odessa Exploration"), a
wholly owned subsidiary, for gross proceeds of $20 million pursuant to an
agreement under which the purchaser is entitled to receive a share of the
production from certain oil and natural gas properties in amounts ranging
from 3,500 to 10,000 barrels of oil and 58,800 to 122,100 Mmbtu of natural
gas per month over a six year period ending February 2006. The total volume
of the forward sale is approximately 486,000 barrels of oil and 6.135 million
Mmbtus of natural gas. The transaction is referred to elsewhere in this
report as the "Production Payment."

DESCRIPTION OF BUSINESS SEGMENTS

We operate in three business segments which are well servicing,
contract drilling and oil and natural gas production. Our operations are
conducted both domestically and internationally in Argentina and Canada. The
following is a description of each of these business segments (for financial
information regarding these business segments, see Note 15 to Consolidated
Financial Statements-—--Business Segment Information).

WELL SERVICING

We provide a full range of well services, including rig-based
services, oilfield trucking services and ancillary oilfield services,
necessary to maintain and workover oil and natural gas producing wells.
Rig-based services include: maintenance of existing wells, workovers of
existing wells, completion of newly drilled wells, recompletion of existing
wells (including horizontal recompletions) and plugging and abandonment of
wells at the end of their useful lives.

WELL SERVICE RIGS

Our well service rig fleet performs four major rig services to oil
and natural gas operators.

MAINTENANCE SERVICES. We estimate that there are approximately
600,000 producing oil wells and approximately 300,000 producing natural gas
wells in the United States. We provide the well service rigs, equipment and
crews for maintenance services, which are performed on both oil and natural
gas wells, but which are more commonly required on o0il wells. While some oil
wells in the United States flow o0il to the surface without mechanical
assistance, most require pumping or some other method of artificial 1ift. 0Oil
wells that require pumping characteristically require more maintenance than
flowing wells due to the operation of the mechanical pumping equipment
installed. Few natural gas wells have mechanical pumping systems in the
wellbore, and, as a result, maintenance work on natural gas wells is less
frequent.

23



Edgar Filing: KEY ENERGY SERVICES INC - Form 424B5

S-19

Maintenance services are required throughout the life of most
producing natural gas and oil wells to ensure efficient and continuous
operation. These services consist of routine mechanical repairs necessary to
maintain production from the well, such as repairing inoperable pumping
equipment in an oil well or replacing defective tubing in a natural gas well,
and removing debris such as sand and paraffin from the well. Other services
include pulling the rods, tubing, pumps and other downhole equipment out of
the wellbore to identify and repair a production problem.

Maintenance services are often performed on a series of wells in
proximity to each other and typically require less than 48 hours per well to
complete. The general demand for maintenance services is closely related to
the total number of producing oil and natural gas wells in a geographic
market, and maintenance services are generally the most stable type of well
service activity. The average cost of a maintenance job typically ranges
between $800 and $1,500, excluding the costs of parts, services and other
vendors at the wellsite.

WORKOVER SERVICES. In addition to periodic maintenance, producing
0il and natural gas wells occasionally require major repairs or
modifications, called "workovers". Workover services are performed to enhance
the current production of existing wells. Such services include extensions of
existing wells to drain new formations either through deepening wellbores to
new zones or through drilling of horizontal lateral wellbores to improve
reservoir drainage patterns. In less extensive workovers, our rigs are used
to seal off depleted zones in existing wellbores and access previously
bypassed productive zones. Our workover rigs are also used to convert former
producing wells to injection wells through which water or carbon dioxide is
then pumped into the formation for enhanced recovery operations. Other
workover services include: major subsurface repairs such as casing repair or
replacement, recovery of tubing and removal of foreign objects in the
wellbore, repairing downhole equipment failures, plugging back the bottom of
a well to reduce the amount of water being produced with the oil and natural
gas, cleaning out and recompleting a well if production has declined, and
repairing leaks in the tubing and casing. These extensive workover operations
are normally performed by a well service rig with a workover package, which
may include rotary drilling equipment, mud pumps, mud tanks and blowout
preventers depending upon the particular type of workover operation. Most of
our well service rigs are designed for and can be equipped to perform complex
workover operations.

Workover services are more complex and time consuming than routine
maintenance operations and consequently may last from a few days to several
weeks. These services are almost exclusively performed by well service rigs.
The average cost of a workover project typically ranges between $5,000 and
$50,000, excluding the costs of parts, services and other vendors at the
wellsite, and is usually less expensive than drilling a new well.

The demand for workover services is more sensitive to expectations
relating to, and changes in, o0il and natural gas prices than the demand for
maintenance services. As 0il and natural gas prices increase, the level of
workover activity tends to increase as operators seek to increase production
by enhancing the efficiency of their wells at higher commodity prices with
correspondingly higher rates of return.

COMPLETION SERVICES. Our completion services prepare a newly drilled
natural gas or oil well for production. The completion process may involve
selectively perforating the well casing to access producing zones,
stimulating and testing these zones and installing downhole equipment. We
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typically provide a well service rig and may also provide other equipment
such as a workover package, to assist in the completion process. Producers
use well service rigs to complete their wells because the rigs have
specialized equipment, properly trained employees and the experience
necessary to perform these services. However, during periods of weak drilling
rig demand, drilling contractors may compete with service rigs for completion
work.

The completion process typically requires a few days to several
weeks, depending on the nature and type of the completion, and generally
requires additional auxiliary equipment that can be provided for an
additional fee. The demand for well completion services is directly related
to drilling activity levels, which are highly sensitive to expectations
relating to, and changes in, o0il and natural gas prices. As the number of
newly drilled wells decreases