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CAUTIONARY NOTE REGARDING FORWARD-LOOKING STATEMENTS

This report contains forward-looking statements within the meaning of the Private Securities Litigation Reform Act of
1995. Statements that are not historical in nature or that relate to future events and conditions are, or may be deemed
to be, forward-looking statements. These forward-looking statements are based on our current expectations, estimates
and projections and management’s beliefs and assumptions concerning future events and financial trends affecting our
financial condition and results of operations. In some cases, you can identify these statements by terminology such as
“may,” “will,” “should,” “predicts,” “expects,” “believes,” “anticipates,” “projects,” “potential” or “continue” or the negative c
and other comparable terminology. These statements are only predictions and are subject to substantial risks and
uncertainties and are not guarantees of performance. Future actions, events and conditions and future results of
operations may differ materially from those expressed in these statements. In evaluating those statements, you should
carefully consider the information above as well as the risks outlined in “Item 1A. Risk Factors” in our Annual Report
on Form 10-K for the year ended December 31, 2015, in Part II, Item 1A. Risk Factors in this Current Report on Form
10-Q and in the other reports we file with the Securities and Exchange Commission.

We undertake no obligation to update any forward-looking statement to reflect events or circumstances after the date
of this report except as required by law. All of our written and oral forward-looking statements are expressly qualified
by these cautionary statements and any other cautionary statements that may accompany such forward-looking
statements.

Important factors that may affect our expectations, estimates or projections include, but are not limited to, the
following:

risks and uncertainties associated with the Chapter 11 process, including our inability to obtain confirmation of a plan
under Chapter 11 of the Bankruptcy Code (as defined below) or an alternative restructuring transaction;
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our inability to maintain relationships with suppliers, customers, employees and other third parties as a result of our
Chapter 11 filing;

our ability to obtain the approval of the Bankruptcy Court (as defined below) with respect to motions or other requests
made to the Bankruptcy Court in the Chapter 11 Cases (as defined below), including maintaining strategic control as
debtor-in-possession;

the effects of the Bankruptcy Petitions on the Company and on the interests of various constituents, including holders
of our common stock;

the length of time that the Company will operate under Chapter 11 protection and the continued availability of capital
during the pendency of the proceedings;

the potential adverse effects of the Chapter 11 proceedings on our liquidity and results of operations;

tncreased advisory costs to execute a reorganization;
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conditions in the oil and natural gas industry, especially oil and natural gas prices and capital expenditures by oil and
natural gas companies;

volatility in oil and natural gas prices;

our ability to implement price increases or maintain pricing on our core services;

tndustry capacity;

tncreased labor costs or unavailability of skilled workers;

asset impairments or other charges;

the periodic low demand for our services and resulting operating losses and negative cash flows;

our highly competitive industry as well as operating risks, which are primarily self-insured, and the possibility that
our insurance may not be adequate to cover all of our losses or liabilities;

the economic, political and social instability risks of doing business in certain foreign countries;

our historically high employee turnover rate and our ability to replace or add workers;

our ability to incur debt or long-term lease obligations;

our ability to implement technological developments and enhancements;

significant costs and liabilities resulting from environmental, health and safety laws and regulations, including those
relating to hydraulic fracturing;

severe weather impacts on our business;

our ability to successfully identify, make and integrate acquisitions and our ability to finance future growth of our
operations or future acquisitions;

the loss of one or more of our larger customers;

the impact of compliance with climate change legislation or initiatives;

our ability to generate sufficient cash flow to meet debt service obligations;

the amount of our debt and the limitations imposed by the covenants in the agreements governing our debt, including
our ability to comply with covenants under our current debt agreements;

an increase in our debt service obligations due to variable rate indebtedness;

our inability to achieve our financial, capital expenditure and operational projections, including quarterly and annual
projections of revenue and/or operating income and our inaccurate assessment of future activity levels, customer
demand, and pricing stability which may not materialize (whether for Key as a whole or for geographic regions and/or
business segments individually);

our ability to execute our plans to withdraw from international markets outside North America;

our ability to achieve the benefits expected from acquisition and disposition transactions;

our ability to respond to changing or declining market conditions, including our ability to reduce the costs of labor,
fuel, equipment and supplies employed and used in our businesses;

our ability to maintain sufficient liquidity; and

other factors affecting our business described in “Item 1A. Risk Factors” in our Annual Report on Form 10-K for the
year ended December 31, 2015, in Part I, Item 1A. Risk Factors in this Current Report on Form 10-Q and in the other
reports we file with the Securities and Exchange Commission.

3




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

Table of Contents

PART I — FINANCIAL INFORMATION
ITEM 1. FINANCIAL STATEMENTS
Key Energy Services, Inc. and Subsidiaries
Condensed Consolidated Balance Sheets
(in thousands, except share amounts)
September 30, December 31,

2016 2015
(unaudited)
ASSETS
Current assets:
Cash and cash equivalents $57,111 $204,354
Restricted cash 18,605 —
Accouqts receivable, net of allowance for doubtful accounts of $21,285 and $20,951, 64.542 115.992
respectively
Inventories 25,813 29,395
Other current assets 59,866 70,685
Total current assets 225,937 420,426
Property and equipment 2,241,504 2,376,388
Accumulated depreciation (1,505,042 ) (1,496,356 )
Property and equipment, net 736,462 880,032
Intangible assets, net 3,547 5,883
Other non-current assets 29,675 21,457
TOTAL ASSETS $ 995,621 $1,327,798
LIABILITIES AND EQUITY
Current liabilities:
Accounts payable $ 7,608 $30,740
Current portion of long-term debt 944,202 3,150
Other current liabilities 138,805 120,593
Total current liabilities 1,090,615 154,483
Long-term debt — 961,700
Workers’ compensation, vehicular and health insurance liabilities 25,962 26,327
Deferred tax liabilities — 14,252
Other non-current liabilities 42,141 30,746
Commitments and contingencies
Equity:
Common stock, $0.10 par value; 200,000,000 shares authorized, 160,782,673 and 16.078 15.754
157,543,259 shares issued and outstanding ’ ’
Additional paid-in capital 966,636 966,637
Accumulated other comprehensive loss (42,282 ) (43,740 )
Retained deficit (1,103,529 ) (798,361 )
Total equity (163,097 ) 140,290
TOTAL LIABILITIES AND EQUITY $ 995,621 $1,327,798

See the accompanying notes which are an integral part of these condensed consolidated financial statements.
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Key Energy Services, Inc. and Subsidiaries

Condensed Consolidated Statements of Operations
(in thousands, except per share data)

(unaudited)

Three Months Ended  Nine Months Ended

September 30, September 30,

2016 2015 2016 2015
REVENUES $102,406 $176,857 $308,506 $642,152
COSTS AND EXPENSES:
Direct operating expenses 96,071 174,505 276,088 537,876
Depreciation and amortization expense 33,467 45,270 105,075 138,377
General and administrative expenses 42.456 45,314 129,604 163,668
Impairment expense 40,000 649,944 40,000 692,996
Operating loss (109,588 ) (738,176 ) (242,261 ) (890,765 )
Interest expense, net of amounts capitalized 21,120 21,704 64,061 52,104
Other (income) loss, net 154 5,915 (665 ) 10,099
Loss before income taxes (130,862 ) (765,795 ) (305,657 ) (952,968 )
Income tax benefit 110 125,634 489 187,752
NET LOSS $(130,752) $(640,161) $(305,168) $(765,216)
Loss per share:
Basic and diluted $0.81 ) $4.06 )$19 )$490 )
Weighted average shares outstanding:
Basic and diluted 160,846 157,605 160,626 156,266

See the accompanying notes which are an integral part of these condensed consolidated financial statements.
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Key Energy Services, Inc. and Subsidiaries
Condensed Consolidated Statements of Comprehensive Income
(in thousands)

(unaudited)
Three Months Ended  Nine Months Ended
September 30, September 30,
2016 2015 2016 2015
NET LOSS $(130,752) $(640,161) $(305,168) $(765,216)
Other comprehensive income (loss):
Foreign currency translation income (loss) (156 ) (5,266 ) 1,458 (4,750 )
COMPREHENSIVE LOSS $(130,908) $(645,427) $(303,710) $(769,966)

See the accompanying notes which are an integral part of these condensed consolidated financial statements.
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Key Energy Services, Inc. and Subsidiaries
Condensed Consolidated Statements of Cash Flows
(in thousands)

(unaudited)

Nine Months Ended

September 30,

2016 2015
CASH FLOWS FROM OPERATING ACTIVITIES:
Net loss $(305,168) $(765,216)
Adjustments to reconcile net loss to net cash used in operating activities:
Depreciation and amortization expense 105,075 138,377
Impairment expense 40,000 692,996
Bad debt expense 1,674 1,832
Accretion of asset retirement obligations 431 468
Loss (income) from equity method investments 105 (6 )
Amortization and write-off of deferred financing costs and premium 3,901 3,335
Deferred income tax benefit (501 ) (126,752 )
Loss on disposal of assets, net 5,011 5,713
Share-based compensation 3,652 8,198
Excess tax expense from share-based compensation 3,164 3,301
Changes in working capital:
Accounts receivable 50,240 157,815
Other current assets 3,589 5,643
Accounts payable, accrued interest and accrued expenses (3,983 ) (107,576 )
Share-based compensation liability awards (227 ) (55 )
Other assets and liabilities (11,772 ) (38,911 )
Net cash used in operating activities (104,809 ) (20,838 )
CASH FLOWS FROM INVESTING ACTIVITIES:
Capital expenditures (7,420 ) (38,907 )
Proceeds from sale of fixed assets 13,376 11,500
Proceeds from notes receivable — 595
Net cash provided by (used in) investing activities 5,956 (26,812 )
CASH FLOWS FROM FINANCING ACTIVITIES:
Repayments of long-term debt (24,548 ) (788 )
Proceeds from long-term debt — 305,550
Restricted cash (18,605 ) —
Proceeds from borrowings on revolving credit facility — 130,000
Repayments on revolving credit facility — (200,000 )
Payment of deferred financing costs — (11,072 )
Repurchases of common stock (165 ) (313 )
Excess tax expense from share-based compensation (3,164 ) (3,301 )
Net cash provided by (used in) financing activities (46,482 ) 220,076
Effect of changes in exchange rates on cash (1,908 ) (613 )
Net increase (decrease) in cash and cash equivalents (147,243 ) 171,813
Cash and cash equivalents, beginning of period 204,354 27,304
Cash and cash equivalents, end of period $57,111 $199,117

See the accompanying notes which are an integral part of these condensed consolidated financial statements.
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Key Energy Services, Inc. and Subsidiaries

NOTES TO CONDENSED CONSOLIDATED UNAUDITED FINANCIAL STATEMENTS

NOTE 1. GENERAL

Key Energy Services, Inc., and its wholly owned subsidiaries (collectively, “Key,” the “Company,” “we,” “us,” “its,” and “our
provide a full range of well services to major oil companies, foreign national oil companies and independent oil and
natural gas production companies. Our services include rig-based and coiled tubing-based well maintenance and
workover services, well completion and recompletion services, fluid management services, fishing and rental services,
and other ancillary oilfield services. Additionally, certain of our rigs are capable of specialty drilling applications. We
operate in most major oil and natural gas producing regions of the continental United States and we previously
operated in Mexico. On October 16, 2016, we completed the sale of our business in Mexico and we are pursuing the
sale of our business in Russia. In addition, we have a technology development and control systems business based in
Canada.

Voluntary Reorganization under Chapter 11 of the Bankruptcy Code

On October 24, 2016 (the “Petition Date”), the Company and certain of its domestic subsidiaries (collectively, and
together with the Company, the “Debtors”) filed voluntary petitions (the “Bankruptcy Petitions”) for reorganization under
Chapter 11 of the United States Bankruptcy Code (“Bankruptcy Code”) in the United States Bankruptcy Court for the
District of Delaware (the “Bankruptcy Court”), pursuant to the terms of the Plan Support Agreement described below.
The Debtors have obtained joint administration of their Chapter 11 cases under the caption In re: Key Energy

Services, Inc, et al., Case No. 16-12306 (the “Chapter 11 Cases”). The subsidiary Debtors in the Chapter 11 Cases are
Misr Key Energy Investments, LLC, Key Energy Services, LLC, and Misr Key Energy Services, LLC.

On August 24, 2016, the Debtors entered into a Plan Support Agreement (the “Plan Support Agreement”) with certain of
its lenders and noteholders with respect to the terms of a Chapter 11 plan of reorganization pursuant to which, among
other things and subject to the terms and conditions in the Plan Support Agreement, the Company agreed to

(a) commence a solicitation (the “Solicitation™) for acceptance of a prepackaged plan of reorganization (the ‘“Plan”) based
on the restructuring transactions contemplated by the Plan Support Agreement, (b) offer subscription rights (the
“Rights Offering”) to certain qualifying holders of Key’s senior notes and certain qualifying Key equity holders to
purchase an aggregate of up to 7,022,859 shares of reorganized Key common stock at a price per share of $12.10 for
aggregate gross proceeds of up to $85 million, which proceeds may be increased by up to $25 million through the sale
of additional shares of reorganized Key common stock at a price per share ranging between $6.86 and $8.94, based on
the expected pro forma liquidity of the reorganized Company as of the effective date of the Plan, (c) if the Plan is
accepted by the requisite number of voting holders representing the requisite amounts of the Company’s senior notes
and term loans in the Solicitation, file voluntary petitions for relief under Chapter 11 of the United States Bankruptcy
Code in the Bankruptcy Court, and (d) seek approval of the Plan by the Bankruptcy Court.

On September 21, 2016, pursuant to the Plan Support Agreement, the Company commenced the Solicitation from
holders of the 2021 Notes (“Note Claims”) and holders of loan claims under the Company’s Term Loan Credit
Agreement dated June 1, 2015 (“Term Loan Claims”). The Plan was accepted by 93.88% in number, and 99.89% in
principal amount of the Company’s Noteholders and holders of 100% in number, and 100% in principal amount of
Term Loan Claims, which satisfies the Bankruptcy Code’s applicable thresholds of accepting creditors in each of those
classes of claims. In addition, on September 21, 2016, Key commenced the Rights Offering.

The Plan contemplates that Key will remain a public company and that the 2021 Notes (as defined below) and all
existing Key equity interests will be cancelled and each holder of 2021 Notes shall receive such holder’s pro rata share
of 7,500,000 shares of common stock of reorganized Key. In addition, Key equity holders will receive a ratable
portion of (a) 815,891 shares of common stock of reorganized Key and (b) warrants to purchase a number of shares of
common stock of reorganized Key that will be determined at a later date, but prior to Key’s emergence from
bankruptcy. Holders of Key’s common stock will also be eligible to elect to participate in a cash-out option under the
Plan, which will be funded by certain Key equity holders that committed to doing so in the Rights Offering. Upon
confirmation of the Plan, holders of the 2021 Notes are expected to own approximately 95% of the common stock of
reorganized Key and holders of Key’s equity interests are expected to own approximately 5% of the common stock of
reorganized Key, in each case subject to (a) the results of the Rights Offering, (b) the exercise of the warrants referred

11



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

to above, (c) shares issued to certain parties to the Plan Support Agreement that also have committed to backstop the
full amount of the Rights Offering and (d) potential further dilution as a result of a new proposed management
incentive plan.

The Plan also contemplates that each holder of the Term Loan Facility (defined below) will receive its pro rata share
of (i) payment upon consummation of the plan to reduce the outstanding balance of Term Loan Facility to $250
million and (ii) $250 million in principal amount of new term loans under an amended term loan credit agreement.

8
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On October 25, 2016, the Bankruptcy Court granted certain motions allowing the Debtors to pay their employees,
vendors and trade creditors in full in the ordinary course of business and to maintain their customer-related programs
and policies. The Debtors anticipate that, during the Chapter 11 Cases, subject to continuing Bankruptcy Court
approval, the Company’s trade creditors and vendors will continue to be paid in full in the ordinary course of business.
The Debtors will continue to operate their business as “debtors-in-possession” under the jurisdiction of the Bankruptcy
Court and in accordance with the applicable provisions of the Bankruptcy Code and orders of the Bankruptcy Court
while the Chapter 11 Cases are pending.

The filing of the Bankruptcy Petitions described above constitutes an event of default that accelerated the Company’s
obligations under its ABL Facility and Term Loan Facility (each as defined below, the “Facilities”) and its 2021 Notes.
The Facilities and the indenture governing the 2021 Notes provide that as a result of the Bankruptcy Petitions the
principal and interest due thereunder shall be immediately due and payable. Any effort to enforce such payment
obligations, however, are automatically stayed as a result of the Bankruptcy Petitions, and the creditor’s rights of
enforcement thereunder are subject to the applicable provisions of the Bankruptcy Code.

The accompanying unaudited condensed consolidated financial statements were prepared using generally accepted
accounting principles in the United States of America (“GAAP”) for interim financial information and in accordance
with the rules and regulations of the Securities and Exchange Commission (the “SEC”). The condensed December 31,
2015 balance sheet was prepared from audited financial statements included in our Annual Report on Form 10-K for
the year ended December 31, 2015 (the “2015 Form 10-K”). Certain information relating to our organization and
footnote disclosures normally included in financial statements prepared in accordance with GAAP have been
condensed or omitted in this Quarterly Report on Form 10-Q. These unaudited condensed consolidated financial
statements should be read in conjunction with the audited consolidated financial statements and notes thereto included
in our 2015 Form 10-K.

The unaudited condensed consolidated financial statements contained in this report include all normal and recurring
material adjustments that, in the opinion of management, are necessary for a fair presentation of our financial position,
results of operations and cash flows for the interim periods presented herein. The results of operations for the nine
months ended September 30, 2016 are not necessarily indicative of the results expected for the full year or any other
interim period, due to fluctuations in demand for our services, timing of maintenance and other expenditures, and
other factors. The accompanying consolidated financial statements do not reflect the application of ASC 852,
“Reorganizations”.

We have evaluated events occurring after the balance sheet date included in this Quarterly Report on Form 10-Q and
through the date on which the unaudited condensed consolidated financial statements were issued, for possible
disclosure of a subsequent event. In October of 2016, we identified subsequent events that required disclosure. See
“Note 17. Subsequent Events” for further discussion.

NOTE 2. SIGNIFICANT ACCOUNTING POLICIES AND ESTIMATES

The preparation of these unaudited condensed consolidated financial statements requires us to develop estimates and
to make assumptions that affect our financial position, results of operations and cash flows. These estimates may also
impact the nature and extent of our disclosure, if any, of our contingent liabilities. Among other things, we use
estimates to (i) analyze assets for possible impairment, (ii) determine depreciable lives for our assets, (iii) assess future
tax exposure and realization of deferred tax assets, (iv) determine amounts to accrue for contingencies, (v) value
tangible and intangible assets, (vi) assess workers’ compensation, vehicular liability, self-insured risk accruals and
other insurance reserves, (vii) provide allowances for our uncollectible accounts receivable, (viii) value our asset
retirement obligations, and (ix) value our equity-based compensation. We review all significant estimates on a
recurring basis and record the effect of any necessary adjustments prior to publication of our financial statements.
Adjustments made with respect to the use of estimates relate to improved information not previously available.
Because of the limitations inherent in this process, our actual results may differ materially from these estimates. We
believe that the estimates used in the preparation of these interim financial statements are reasonable.

There have been no material changes or developments in our evaluation of accounting estimates and underlying
assumptions or methodologies that we believe to be a “Critical Accounting Policy or Estimate” as disclosed in our 2015
Form 10-K.

13
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Recent Accounting Developments

ASU 2016-09. In March 2016, the FASB Issued ASU 2016-09 Compensation—Stock Compensation (Topic 718):
Improvements to Employee Share-Based Payment Accounting. The updated guidance changes how companies
account for certain aspects of share-based payment awards to employees, including the accounting for income taxes,
forfeitures, and statutory tax withholding requirements, as well as classification in the statement of cash flows. ASU
2016-09 is effective for the Company for annual reporting periods beginning after December 15, 2016, including
interim periods within those fiscal years, with early adoption permitted. We are currently evaluating the standard to
determine the impact of its adoption on the consolidated financial statements.

ASU 2016-02. In February 2016, the FASB issued ASU 2016-02, Leases (Topic 842), which will replace the existing
lease guidance. The new standard is intended to provide enhanced transparency and comparability by requiring lessees
to record right-of-use assets and corresponding lease liabilities on the balance sheet. Additional disclosure
requirements include qualitative disclosures along with specific quantitative disclosures with the objective of enabling
users of financial statements to assess the amount, timing, and uncertainty of cash flows arising from leases. ASU
2016-02 is effective for the Company for annual reporting periods beginning after December 15, 2018, including
interim periods within those fiscal years, with early adoption permitted. The new standard is required to be applied
with a modified retrospective approach to each prior reporting period presented. We are currently evaluating the
standard to determine the impact of its adoption on the consolidated financial statements.

ASU 2015-17. In November 2015, the FASB issued ASU 2015-17, Balance Sheet Classification of Deferred Taxes
(Topic 740). The objective of this ASU is to simplify the current guidance which requires entities to separately present
deferred tax assets and liabilities as current and non-current in a classified balance sheet. The new guidance will
require entities to present deferred tax assets and liabilities as non-current in a classified balance sheet. ASU 2015-17
is effective for fiscal years beginning after December 15, 2016, and interim periods within those years, and may be
applied either prospectively to all deferred tax assets and liabilities or retrospectively to all periods presented. We are
currently evaluating the standard to determine the impact of its adoption on the consolidated financial statements.
ASU 2014-09. In May 2014, the FASB issued ASU 2014-09, Revenue from Contracts with Customers (Topic 606).
The objective of this ASU is to establish the principles to report useful information to users of financial statements
about the nature, amount, timing, and uncertainty of revenue from contracts with customers. The core principle is to
recognize revenue to depict the transfer of promised goods or services to customers in an amount that reflects the
consideration to which the entity expects to be entitled in exchange for those goods or services. ASU 2014-09 must be
adopted using either a full retrospective method or a modified retrospective method. During a July 2015 meeting, the
FASB affirmed a proposal to defer the effective date of the new revenue standard for all entities by one year. As a
result, ASU 2014-009 is effective for the Company for interim and annual reporting periods beginning after December
15, 2017 with early adoption permitted for interim and annual reporting periods beginning after December 15, 2016.
We are currently evaluating the standard to determine the impact of its adoption on the consolidated financial
statements.

NOTE 3. ASSETS HELD FOR SALE

In April 2015, we announced our decision to exit markets in which we participate outside of North America. Our
strategy is to sell or relocate the assets of the businesses operating in these markets. During the fourth quarter of 2015,
the assets and related liabilities of our Russian business unit which is included in our International reporting segment
met the criteria for assets held for sale. We expect this sale to occur by the end of 2016.

During the third quarter of 2016, the assets and related liabilities of our Mexican business unit which is included in
our International reporting segment met the criteria for assets held for sale. We recorded a $40.0 million impairment
of our Mexican assets to reduce the carrying value of the assets to fair market value. The sale was completed in
October of 2016.

10
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The following assets and related liabilities of our Russian and Mexican business unit are classified as held for sale on
our September 30, 2016 condensed consolidated balance sheet:
Russia Mexico Total

(in thousands)
Current assets:

Cash and cash equivalents $1,087 $318 $1,405
Accounts receivable 3,568 8,927 12,495
Inventories — 976 976
Other current assets — 23,057 23,057
Total current assets 4,655 33,278 37,933
Property and equipment, net — 9,500 9,500
Other non-current assets — 37 37

Total assets $4,655 $42,815 $47,470
Current liabilities:

Accounts payable $257 $11,314 $11,571
Other current liabilities 303 9,989 10,292
Total current liabilities 560 21,303 21,863
Deferred tax liabilities — 12,138 12,138
Total liabilities 560 33,441 34,001
Net Assets $4,095 $9,374 $13,469

NOTE 4. EQUITY

A reconciliation of the total carrying amount of our equity accounts for the nine months ended September 30, 2016 is

as follows:

Balance at December 31, 2015
Foreign currency translation
Common stock purchases
Share-based compensation
Tax expense from share-based
compensation

Net loss

Balance at September 30, 2016

11

COMMON STOCKHOLDERS
Common Stock .. Accumulated
Additional .
o Other Retained
Number Amount Paid-in ) .. Total
. Comprehensive Deficit
of Shares at Par Capital Loss

(in thousands)

157,543 $15,754 $966,637 $ (43,740 ) $(798,361 ) $140,290

_ _ _ 1,458 — 1,458
(552 ) (5 )10 ) — — (165 )
3,792 379 3273 — — 3,652
— — 3,164 ) — — (3,164 )
— — — — (305,168 ) (305,168 )
160,783 $16,078 $966,636 $ (42,282 ) $(1,103,529) $(163,097)
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A reconciliation of the total carrying amount of our equity accounts for nine months ended September 30, 2015 is as

follows:

Balance at December 31, 2014
Foreign currency translation
Common stock purchases
Share-based compensation
Tax expense from share-based
compensation

Net loss
Balance at September 30, 2015

COMMON STOCKHOLDERS
Common Stock

Number
of Shares at Par

(in thousands)
153,557 $15,356

(147
4,288

157,698 $15,770
NOTE 5. OTHER BALANCE SHEET INFORMATION

Accumulated

Comprehensive

$960,647 $ (37,280

$964,817 $ (42,030

Retained

Earnings  Total
(Deficit)

) $119,340 $1,058,063

) — (4,750
— (313
— 8,198

— (3,301

(765,216 ) (765,216
) $(645,876) $292,681

The table below presents comparative detailed information about other current assets at September 30, 2016 and

December 31, 2015:

Septembdddmber 31,

2016 2015
(in thousands)
Other current assets:

Deferred tax assets $2,439 $ 10,131
Prepaid current assets 8,512 23,287
Reinsurance receivable 7,861 8,409
VAT asset — 12,784
Current assets held for sale 37,934 4,691
Other 3,120 11,383
Total $59,866 $ 70,685

)
)

)
)

The table below presents comparative detailed information about other non-current assets at September 30, 2016 and

December 31, 2015:

Septembdp8ember 31,

2016

2015

(in thousands)

Other non-current assets:

Deferred tax assets $870
Reinsurance receivable 8,324
Deposits 9,887
Equity method investments 921
Non-current assets held for sale 9,537
Other 136
Total $29,675
12

$ 6,260
8,877
3,463
1,026
1,209
622

$ 21,457
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The table below presents comparative detailed information about other current liabilities at September 30, 2016 and

December 31, 2015:

SeptemberDé¢ember 31,

2016

2015

(in thousands)

Other current liabilities:

Accrued payroll, taxes and employee benefits $16,667 $ 19,578

Accrued operating expenditures 10,217 12,514
Income, sales, use and other taxes 13,679 24,833
Self-insurance reserve 29,355 30,029
Accrued interest 34,386 23,685
Accrued insurance premiums 93 3,588
Current liabilities held for sale 21,862 529

Other 12,546 5,837
Total $138,805 $ 120,593

The table below presents comparative detailed information about other non-current liabilities at September 30, 2016

and December 31, 2015:

Septembedtember 31,

2016 2015
(in thousands)
Other non-current liabilities:

Asset retirement obligations $11,954 $ 12,218
Environmental liabilities 3,641 5,520
Accrued rent 3,429 192

Accrued sales, use and other taxes 10,822 11,137
Non-current liabilities held for sale 12,138 —

Other 157 1,679
Total $42,141 $ 30,746
13
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NOTE 6. INTANGIBLE ASSETS

The components of our other intangible assets as of September 30, 2016 and December 31, 2015 are as follows:
Septembdd&ttmber 31,
2016 2015
(in thousands)

Noncompete agreements:

Gross carrying value $1,535 $ 1,535
Accumulated amortization (1,433 ) (1,289 )
Net carrying value 102 246

Patents, trademarks and tradenames:

Gross carrying value 400 1,329
Accumulated amortization (333 ) (302 )
Net carrying value 67 1,027
Customer relationships and contracts:

Gross carrying value 40,650 41,996
Accumulated amortization (38,349) (38,705 )
Net carrying value 2,301 3,291
Developed technology:

Gross carrying value 4,778 4,778
Accumulated amortization (3,701 ) (3,459 )
Net carrying value 1,077 1,319

Total:

Gross carrying value 48,139 50,417
Accumulated amortization (44,592 (44,534 )
Net carrying value $3,547 $ 5,883

The weighted average remaining amortization periods and expected amortization expense for the next five years for
our definite lived intangible assets are as follows:

Weighted Expected Amortization Expense

average

remaini Remainder
TR of 2017 2018 2019 2020 2021
amortization
) 2016
period (years)
(in thousands)

Noncompete agreements 1.2 $28 $74 $— $— $— $ —
Trademarks 1.7 10 40 17 - — —
Customer relationships and contracts 3.1 309 990 431 341 230 —
Developed technology 35 78 315 315 242 127 —
Total expected intangible asset amortization expense $425 $1,419 $763 $583 $357 $ —

Amortization expense for our intangible assets was $0.4 million and $0.8 million for the three months ended
September 30, 2016 and 2015, respectively, and $1.3 million and $2.4 million for the nine months ended

September 30, 2016 and 2015, respectively.

NOTE 7. DEBT

Set forth below are descriptions of the Company’s Facilities and the 2021 Notes as of September 30, 2016. As
discussed in Note 1 above, the filing of the Bankruptcy Petitions constituted an event of default that accelerated the
Company’s obligations under the Facilities and the 2021 Notes. As a result the principal and interest due thereunder is
due and payable. Because of this, we have classified our debt as current as of September 30, 2016. Any effort to
enforce such payment

14
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obligations under the Facilities and the 2021 Notes is automatically stayed as a result of the Bankruptcy Petitions, and
the creditors’ rights of enforcement in respect of the Facilities are subject to the applicable provisions of the
Bankruptcy Code. Additionally, pursuant to the terms of the Second Amendment (as defined below), we are no longer
permitted to draw under our ABL Facility.

As of September 30, 2016 and December 31, 2015, the components of our debt were as follows:

September IDecember 31,
2016 2015
(in thousands)
6.75% Senior Notes due 2021 $675,000 $ 675,000
Term Loan Facility due 2020 288,876 313,425
Debt issuance costs and unamortized premium (discount) on debt, net (19,674 ) (23,575 )
Total $944,202 $ 964,850

6.75% Senior Notes due 2021

We have outstanding $675.0 million of 6.75% Senior Notes due 2021 (the “2021 Notes”). The 2021 Notes are general
unsecured senior obligations and are effectively subordinated to all of our existing and future secured indebtedness.
The 2021 Notes are or will be jointly and severally guaranteed on a senior unsecured basis by certain of our existing
and future domestic subsidiaries. Interest on the 2021 Notes is payable on March 1 and September 1 of each year. The
2021 Notes mature on March 1, 2021.

The 2021 Notes are subject to redemption at any time and from time to time at our option, in whole or in part, at the
redemption prices below (expressed as percentages of the principal amount redeemed), plus accrued and unpaid
interest to the applicable redemption date, if redeemed during the twelve-month period beginning on March 1 of the
years indicated below:

Year Percentage
2016 103.375 %
2017 102.250 %
2018 101.125 %

2019 and thereafter 100.000 %
If we experience a change of control, subject to certain exceptions, we must give holders of the 2021 Notes the
opportunity to sell to us their 2021 Notes, in whole or in part, at a purchase price equal to 101% of the aggregate
principal amount, plus accrued and unpaid interest to the date of purchase.
We are subject to certain negative covenants under the Indenture. The Indenture limits our ability to, among other
things:
tncur additional indebtedness and issue preferred equity interests;
pay dividends or make other distributions or repurchase or redeem equity interests;
make loans and investments;
enter into sale and leaseback transactions;
sell, transfer or otherwise convey assets;
create liens;
enter into transactions with affiliates;

enter into agreements restricting subsidiaries’ ability to pay

dividends;
designate future subsidiaries as unrestricted subsidiaries; and
consolidate, merge or sell all or substantially all of the applicable entities’ assets.
These covenants are subject to certain exceptions and qualifications, and contain cross-default provisions relating to
the covenants of our Facilities discussed below. Substantially all of the covenants will terminate before the 2021
Notes mature if one of two specified ratings agencies assigns the 2021 Notes an investment grade rating in the future
and no events of default exist under the Indenture. As of September 30, 2016, the 2021 Notes were rated below
investment grade. Any covenants that cease to apply to us as a result of achieving an investment grade rating will not
be restored, even if the investment rating assigned to the 2021 Notes later falls below investment grade.
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ABL Facility

On June 1, 2015, the Company entered into a Loan and Security Agreement (the “ABL Facility””), among the Company
and Key Energy Services, LLC, as the Borrowers (collectively, the “ABL Borrowers™), certain subsidiaries of the ABL
Borrowers named as guarantors therein, the financial institutions party thereto from time to time as Lenders
(collectively, the “ABL Lenders”), Bank of America, N.A., as Administrative Agent for the Lenders (the “ABL
Administrative Agent”), and Bank of America, N.A. and Wells Fargo Bank, National Association, as Co-Collateral
Agents for the Lenders. The ABL Facility provides for aggregate initial commitments from the ABL Lenders of $100
million (the “Commitments”) and matures on February 28, 2020.

The ABL Facility provides the ABL Borrowers with the ability to borrow up to an aggregate principal amount equal

to the lesser of (i) the Commitments and (ii) the sum of (a) 85% of the value of eligible accounts

receivable plus (b) 80% of the value of eligible unbilled accounts receivable, subject to a limit equal to the greater of
(x) $35 million and (y) 25% of the Commitments plus (c) certain cash and cash equivalents deposited for the benefit

of the ABL Lenders, subject to a limit of $15 million. The amount that may be borrowed under the ABL Facility is
subject to reduction for certain reserves provided for by the ABL Facility. In addition, the percentages of accounts
receivable and unbilled accounts receivable included in the calculation described above is subject to reduction to the
extent of certain bad debt write-downs and similar amounts provided in the ABL Facility.

Borrowings under the ABL Facility bear interest, at the ABL Borrowers’ option, at a per annum rate equal to

(i) LIBOR for 30, 60, 90, 180, or, with the consent of the ABL Lenders, 360 days, plus 4.5% or (ii) a base rate equal

to the sum of (a) the greatest of (x) the prime rate, (y) the Federal Funds rate, plus 0.50% or (z) 30-day

LIBOR, plus 1.0% plus (b) 3.5%. In addition, the ABL Facility provides for unused line fees of 1.00% to 1.25% per
year, depending on utilization, letter of credit fees and certain other fees.

The ABL Facility is guaranteed by certain of the Company’s existing and future subsidiaries (the “ABL Guarantors,” and
together with the ABL Borrowers, the “ABL Loan Parties”). To secure their obligations under the ABL Facility, each of
the ABL Loan Parties has granted to the Administrative Agent a first-priority security interest for the benefit of the
ABL Lenders in its present and future accounts receivable, inventory and related assets and proceeds of the foregoing
(the “ABL Priority Collateral”). In addition, the obligations of the ABL Loan Parties under the ABL Facility are secured
by second-priority liens on the Term Priority Collateral (as described below under “Term Loan Facility”).

The revolving loans under the ABL Facility may be voluntarily prepaid, in whole or in part, without premium or
penalty, subject to breakage or similar costs.

The ABL Facility contains certain affirmative and negative covenants, including covenants that restrict the ability of
the ABL Loan Parties to take certain actions without the permission of the ABL Lenders or as permitted under the
ABL Facility including the incurrence of debt, the granting of liens, the making of investments, the payment of
dividends and the sale of assets. The ABL Facility also contains a requirement that the ABL Borrowers comply with a
minimum liquidity covenant, an asset coverage ratio and, during certain periods, a fixed charge coverage ratio.

Under the asset coverage ratio covenant, the ABL Borrowers must maintain an asset coverage ratio of at least 1.5 to
1.0. The asset coverage ratio is generally defined as the ratio of (i) the sum of (a) the value of the Term Priority
Collateral plus (b) certain cash and cash equivalents in excess of $100 million held for the benefit of the Term Loan
Lenders to (ii) the sum of (a) the amount outstanding under the Term Loan Facility and, following repayment of the
Term Loan Facility, the amount outstanding under the ABL Facility, plus (b) the amount of any fine or settlement in
respect of the FCPA Matter (as defined in the ABL Facility) that is secured by a lien on the ABL Priority Collateral or
the Term Priority Collateral (the “Asset Coverage Ratio”).

Under the fixed charge coverage ratio covenant, the ABL Borrowers must maintain a fixed charge coverage ratio of at
least 1.0 to 1.0 during the period commencing on the day that availability under the ABL Facility is less than the
greater of $20 million and 20% of the Commitments and continuing until the 90th day following the day that
availability under the ABL Facility is greater than the greater of $20 million and 20% of the Commitments. The fixed
charge coverage ratio is generally defined as the ratio of (i) EBITDA minus certain capital expenditures and cash taxes
paid to (ii) the sum of cash interest expenses, scheduled principal payments on borrowed money and certain
distributions. The ABL Facility permits the ABL Borrowers, in calculating EBITDA, to add back certain amounts in
respect of the investigatory expenses associated with the FCPA Matter and amounts paid in settlement of the FCPA
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Matter to the extent such amounts do not exceed net liquidity, defined as certain cash and cash equivalents minus the
principal amount of loans outstanding under the ABL Facility.

Under the minimum liquidity covenant (the “Minimum Liquidity Covenant”), the ABL Borrowers must not permit
Liquidity, defined as the sum of (i) availability under the ABL Facility plus (ii) certain unrestricted cash and cash
equivalents, to be less than $100.0 million as of the last day of any fiscal quarter or immediately after any cash
payment of a settlement of, or fine in connection with, the FCPA Matter.
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The ABL Facility contains customary representations and warranties and conditions to borrowing, including the
absence of any default or event of default, the accuracy in all material respects of the representations and warranties of
the ABL Loan Parties contained in the ABL Facility and the absence of any event or circumstance that has or could
reasonably be expected to have a material adverse effect.

The ABL Facility contains customary events of default, the occurrence of which entitle the ABL Lenders to accelerate
the maturity of amounts outstanding under the ABL Facility and exercise other customary remedies including an event
of default that is triggered if, immediately after any cash payment of a settlement of the FCPA Matter (and after any
cash or borrowings under the ABL Facility are used to fund such payment), (i) the Company shall fail to be in
compliance with the Minimum Liquidity Covenant or (ii) if any loans under the ABL Facility are outstanding on the
date of such cash payment, availability under the ABL Facility is less than 33% of the borrowing base in effect on
such date.

On August 24, 2016, in connection with entering into the Plan Support Agreement, the Company entered into the
Limited Consent and Second Amendment to Loan and Amendment No. 3 to Limited Consent to Loan Agreement and
Forbearance Agreement (the “Second Amendment”) in connection with its revolving credit facility pursuant to the ABL
Facility. Among other provisions, the Second Amendment terminated the lenders’ commitments under the ABL
Facility to make any further extensions of credit, although letters of credit outstanding under the ABL Facility as of
such date will remain outstanding and may be extended pursuant to the terms of the Second Amendment. As a result,
the Company will no longer have access to the liquidity provided by the ABL Facility.

As of September 30, 2016, we have no borrowings outstanding and $38.5 million in letters of credit outstanding under
the ABL Facility.

Term Loan Facility

On June 1, 2015, the Company entered into a Term Loan and Security Agreement (the “Term Loan Facility””), among
the Company, as Borrower, certain subsidiaries of the Company named as guarantors therein, the financial institutions
party thereto from time to time as Lenders (collectively, the “Term Loan Lenders”), Cortland Capital Market Services
LLC, as Agent for the Lenders (the “Term Loan Administrative Agent”), and Merrill Lynch, Pierce, Fenner & Smith
Incorporated, as Sole Lead Arranger and Sole Bookrunner.

On June 1, 2015, the Company and other parties thereto closed on the Term Loan Facility, the Company borrowed
$315 million (prior to giving effect to an upfront discount of 3% which resulted in net proceeds to the Company, prior
to expenses, of approximately $305.5 million), and the Company used a portion of such proceeds to repay its prior
credit facility. The Term Loan Facility provides for an incremental facility which, subject to the agreement of one or
more Term Loan Lenders or other institutional lenders agreeing to provide the additional loans and the satisfaction of
certain terms and conditions, would enable the Company to borrow additional amounts under the Term Loan Facility
as long as the aggregate outstanding amount of all borrowings thereunder does not exceed $400 million. The Term
Loan Facility will mature on June 1, 2020, although such maturity date may, at the Company’s request, be extended by
one or more of the Term Loan Lenders pursuant to the terms of the Term Loan Facility.

Borrowings under the Term Loan Facility bear interest, at the Company’s option, at a per annum rate equal to

(i) LIBOR for one, two, three, six, or, with the consent of the Term Loan Lenders, 12 months, plus 9.25% or (ii) a
base rate equal to the sum of (a) the greatest of (x) the prime rate, (y) the Federal Funds rate, plus 0.50% and

(z) 30-day LIBOR, plus 1.0% plus (b) 8.25%.

The Term Loan Facility is guaranteed by certain of the Company’s existing and future subsidiaries (the “Term Loan
Guarantors,” and together with the Company, the “Term Loan Parties”). To secure their obligations under the Term Loan
Facility, each of the Term Loan Parties has granted to the Agent a first-priority security interest for the benefit of the
Term Loan Lenders in substantially all of each Term Loan Party’s assets other than certain excluded assets and the
ABL Priority Collateral (the “Term Priority Collateral”). In addition, the obligations of the Term Loan Parties under the
Term Loan Facility are secured by second-priority liens on the ABL Priority Collateral (as described above under
“ABL Facility”).

The loans under the Term Loan Facility may be prepaid at the Company’s option, subject to the payment of a
prepayment premium in certain circumstances as provided in the Term Loan Facility. The Company is required to
make principal payments in the amount of $787,500 per quarter commencing with the quarter ended September 30,
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2015. In addition, pursuant to the Term Loan Facility, the Company must offer to prepay term loans out of the Net
Cash Proceeds (as defined in the Term Loan Facility) of certain asset sales and, for each fiscal year beginning with the
Company’s fiscal year ending December 31, 2015, the Company must offer to prepay term loans in an aggregate
principal amount equal to 50% of the Company’s Excess Cash Flow (as defined in the Term Loan Facility) for such
fiscal year. Within 30 days following any Change of Control (as defined in the Term Loan Facility), the Company
must offer to prepay all term loans (i) at a price of 101% of the amount thereof if, after giving effect to such Change of
Control, the Asset Coverage Ratio is at least 1.5 to 1.0 or (ii) at a price
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equal to the greater of 101% of the amount thereof and the applicable prepayment premium provided for in the Term
Loan Facility if, after giving effect to such Change of Control, the Asset Coverage Ratio is less than 1.5 to 1.0.

The Term Loan Facility contains customary representations and warranties and certain affirmative and negative
covenants, including covenants that restrict the ability of the Term Loan Parties to take certain actions without the
permission of the Term Loan Lenders or as permitted under the Term Loan Facility including the incurrence of debt,
the granting of liens, the making of investments, the payment of dividends and the sale of assets. The Term Loan
Facility also contains financial covenants requiring that the Company maintain an Asset Coverage Ratio of at least 1.5
to 1.0 and that Liquidity (as defined in the Term Loan Facility) must not be less than $100 million as of the last day of
any fiscal quarter or immediately after any cash payment of a settlement of, or fine in connection with, the FCPA
Matter.

The Term Loan Facility contains events of default, the occurrence of which entitle the Term Loan Lenders to
accelerate the maturity of amounts outstanding under the Term Loan Facility and exercise other customary remedies.
The Term Loan Lenders agreed to forbear as to certain events of default in connection with entering into the Plan
support Agreement.

Liquidity and Capital Resources

Our ability to fund our operations, pay the principal and interest on our debt and satisfy our other obligations will
depend upon our available liquidity and the amount of cash flows we are able to generate from our operations. Cash
used in operations was $22.4 million during the twelve months ended December 31, 2015 and $104.8 million during
the nine months ended September 30, 2016, and, if industry conditions do not improve, we are likely to continue to
have significant negative cash flows from operations during the remainder of 2016.

The weighted average interest rates on the outstanding borrowings under the ABL Facility and Term Loan Facility for
the three and nine month periods ended September 30, 2016 were as follows:

Three Nine Months
Months Ended
Ended
Septemb&epfember 30,
2016 2016
(in thousands)

ABL Facility — % — %

Term Loan Facility 10.25% 10.25 %
Letter of Credit Facility
On November 7, 2013, we entered into an uncommitted, unsecured $15.0 million letter of credit facility to be used
solely for the issuances of performance letters of credit. As of September 30, 2016, $2.0 million of letters of credit
were outstanding under the facility.
NOTE 8. OTHER (INCOME) LOSS
The table below presents comparative detailed information about our other income and expense, shown on the
condensed consolidated statements of operations as “other (income) loss, net” for the periods indicated:

Three Months  Nine Months

Ended Ended September

September 30, 30,

2016 2015 2016 2015

(in thousands)

Interest income $(104) $(61 ) $@371) $(99 )
Foreign exchange loss 351 2472 1,112 4,065
Allowance for collectability of notes receivable — 3,755 — 7,705
Other, net 93 ) (251 ) (1,406) (1,572 )
Total $154 $5915 $(665) $10,099
18
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NOTE 9. INCOME TAXES

We are subject to U.S. federal income tax as well as income taxes in multiple state and foreign jurisdictions. Our
effective tax rates for the three months ended September 30, 2016 and 2015 were 0.1% and 16.4%, respectively, and
0.2% and 19.7% for the nine months ended September 30, 2016 and 2015, respectively. Our effective tax rate varies
due to the mix of pre-tax profit between the U.S. and international taxing jurisdictions with varying statutory rates, the
impact of permanent differences, including goodwill impairment expense, and discrete tax adjustments, such as
valuation allowances against deferred tax assets and tax expense or benefit recognized for uncertain tax positions. The
variance between our effective rate and the U.S. statutory rate reflects international profits and losses subject to
varying statutory rates, the impact of permanent items, including expenses subject to statutorily imposed limitations
such as meals and entertainment expenses, plus the impact of state income taxes and discrete tax adjustments, such as
valuation allowances against deferred tax assets and tax expense or benefit recognized for uncertain tax positions.

The Company assesses the realizability of its deferred tax assets each period by considering whether it is more likely
than not that all or a portion of the deferred tax assets will not be realized. In 2015, due to the history of losses in
recent years and the current downturn in the oil and gas industry, management determined it is more likely than not
that we will not be able to realize a substantial portion of our net deferred tax assets. No release of our deferred tax
asset valuation allowance was made during the three or nine months ended September 30, 2016 and 2015.

As of September 30, 2016 and December 31, 2015, we had $0.4 million of unrecognized tax benefits, net of federal
tax benefit, which, if recognized, would impact our effective tax rate. We have substantially concluded all U.S. federal
and state tax matters through the year ended December 31, 2012.

We record interest and penalties related to unrecognized tax benefits as income tax expense. We have accrued a
liability of less than $0.1 million for the payment of interest and penalties as of September 30, 2016 and December 31,
2015. We believe that it is reasonably possible that $0.2 million of our currently remaining unrecognized tax
positions, each of which is individually insignificant, may be recognized in the next twelve months as a result of a
lapse of statute of limitations and settlement of ongoing audits.

NOTE 10. COMMITMENTS AND CONTINGENCIES

Litigation

Various suits and claims arising in the ordinary course of business are pending against us. We conduct business
throughout the continental United States and may be subject to jury verdicts or arbitrations that result in outcomes in
favor of the plaintiffs. We are also exposed to various claims abroad. We continually assess our contingent liabilities,
including potential litigation liabilities, as well as the adequacy of our accruals and our need for the disclosure of these
items, if any. We establish a provision for a contingent liability when it is probable that a liability has been incurred
and the amount is reasonably estimable. We have $0.6 million of other liabilities related to litigation that is deemed
probable and reasonably estimable as of September 30, 2016. We do not believe that the disposition of any of these
matters will result in an additional loss materially in excess of amounts that have been recorded.

Beginning in January 2014, the Company has cooperated with investigations by the Department of Justice and the
SEC into possible violations by the Company of the Foreign Corrupt Practices Act (“FCPA”). On April 28, 2016, the
Company announced that the Department of Justice had closed its investigation and that the Department had decided
to decline prosecution of the Company. Effective August 11, 2016, the Company entered into a settlement agreement
with the SEC resolving the SEC’s investigation into possible violations of the FCPA by the Company or its
subsidiaries. Pursuant to the settlement, Key has agreed to pay disgorgement of $5.0 million and to cease and desist
from committing or causing any violations of the books and records and internal controls provisions of the FCPA. The
Company neither admitted nor denied any of the SEC’s allegations, except as to jurisdiction. The Company accrued a
liability for the SEC settlement in the first quarter in the amount of $5.0 million,which we paid on August 25, 2016.
Between May of 2013 and June of 2014, five lawsuits (four class actions and one enforcement action) were filed in
California involving alleged violations of California’s wage and hour laws. In general, the lawsuits allege failure to pay
wages, including overtime and minimum wages, failure to pay final wages upon employment terminations in a timely
manner, failure to reimburse reasonable and necessary business expenses, failure to provide wage statements
consistent with California law, and violations of the California meal and break period laws, among other claims. Two
of the five cases have been consolidated in United States District Court for the Central District of California. On
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December 22, 2015, that court issued an order granting in part and denying in part a class certification motion. The
court initially certified a class of hourly paid, non-exempt oilfield employees who allege they did not receive
reimbursement for all business expenses and allege they did not receive all rest breaks required by California law. On
July 6, 2016, the court granted plaintiffs’ motion for reconsideration, and certified additional claims alleging that the
wage statements were inaccurate and the overtime was improperly calculated. The court did
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not determine whether Key is liable to any of the class members. The plaintiff in the third case was required to file the
motion for class certification by September 30, 2016, but that motion was not filed. The fourth case is waiting for a
decision regarding whether it will move forward in California state court or in federal court. The fifth case was
dismissed on July 19, 2016. On September 29, 2016, a new class action was filed in California involving the same
allegations as the previously filed California class actions plus a claim for overtime wages under federal law. The
Company was served with the complaint, but no response will be required during the pendency of the automatic stay.
We have investigated the claims in the four remaining lawsuits, and intend to vigorously defend them. Because these
cases are at an early stage, we cannot estimate any possible loss or range of loss.

In August 2014, two class action lawsuits were filed in the U.S. District Court, Southern District of Texas, Houston
Division, individually and on behalf of all other persons similarly situated against the Company and certain officers of
the Company, alleging violations of federal securities laws, specifically, violations of Section 10(b) thereunder, and
Rule 10(b)-5, thereunder, and Section 20(a) of the Securities Exchange Act of 1934. Those lawsuits were styled as
follows: Sean Cady, Individually and on Behalf of All Other Persons Similarly Situated v. Key Energy Services, Inc.,
Richard J. Alario, and J. Marshall Dodson, No. 4:14-cv-2368, filed on August 15, 2014; and Ian W. Davidson,
Individually and on Behalf of All Other Persons Similarly Situated v. Key Energy Services, Inc., Richard J. Alario,
and J. Marshall Dodson, No. 4.14-cv-2403, filed on August 21, 2014. On December 11, 2014, the Court entered an
order that consolidated the two lawsuits into one action, along with any future filed tag-along actions brought on
behalf of purchasers of Key Energy Services, Inc. common stock. The order also appointed Inter-Local Pension Fund
as the lead plaintiff in the class action and approved the law firm of Spector Roseman Kodroff & Willis, P.C. as lead
counsel for the consolidated class and Kendall Law Group, LLP, as local counsel for the consolidated class. The lead
plaintiff filed the consolidated amended complaint on February 13, 2015. Among other changes, the consolidated
amended complaint added Taylor M. Whichard III and Newton W. Wilson III as defendants, and sought to represent a
class of purchasers of the Company’s stock between September 4, 2012 and July 17, 2014. Defendants Key Energy
Services, Inc., Richard J. Alario, J. Marshall Dodson and Newton W. Wilson III filed a Motion to Dismiss on April
14, 2015. Defendant Taylor M. Whichard III filed a Joinder in Motion and Motion to Dismiss on the same date. Lead
plaintiff filed an opposition to that motion, and all defendants filed reply briefs in support of the motion. On April 1,
2016, the Court issued its Opinion and Order granting the defendants’ Motion to Dismiss. The Court allowed the lead
plaintiff 20 days to file another amended complaint or to inform the Court that it no longer wishes to proceed with the
suit. On April 20, 2016, the lead plaintiff notified the Court that it did not intend to amend its complaint. On April 26,
2016, the Court entered a final judgment dismissing the case. The deadline for the lead plaintiff to appeal the dismissal
expired on May 26, 2016. Accordingly, there has not been any loss associated with this case.

In addition, in a letter dated September 4, 2014, a purported shareholder of the Company demanded that the
Company’s board of directors (the “Board”) commence an independent internal investigation into and legal proceedings
against each member of the Board, a former member of the Board and certain officers of the Company for alleged
violations of Maryland and/or federal law. The letter alleges that the Board and senior officers breached their fiduciary
duties to the Company, including the duty of loyalty and due care, by (i) improperly accounting for goodwill, (ii)
causing the Company to potentially violate the FCPA, resulting in an investigation by the SEC, (iii) causing the
Company to engage in improper conduct related to the Company’s Russia operations; and (iv) making false statements
regarding, and failing to properly account for, certain contracts with Pemex. As described in the letter, the purported
shareholder believes that the legal proceedings should seek recovery of damages in an unspecified amount allegedly
sustained by the Company. The Board referred the demand letter to a special committee of the Board (the “Special
Committee”).

In April 2016, the Special Committee decided to recommend to the Board that the actions stated in the demand letter,
including the commencement of litigation asserting the claims stated in the demand letter, would not serve the best
interests of the Company and its shareholders, and that the demand should be refused. On May 12, 2016, the Special
Committee reported its recommendations to the independent members of the board, who voted unanimously to ratify,
adopt and approve the recommendations of the Special Committee and directed counsel to prepare a response. On
August 10, 2016, the Board approved the response and the purported shareholder was notified of this determination on
August 12, 2016. We cannot predict the outcome of this matter.
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In March 2015, two collective action lawsuits were filed in the Southern District of Texas, Corpus Christi Division,
individually and on behalf of all others similarly situated, alleging violations of the Fair Labor Standards Act of 1938
(“FLSA”). The first was filed on March 9, 2015 by Juan Aguilar as lead plaintiff (the “Aguilar Suit”), and the second was
filed on March 13, 2015 by Cristobal Lazo (the “Lazo Suit”). We agreed to conditional certification in the Aguilar Suit
and notice of the case issued to 56 putative class members. Only 11 of the eligible class members filed a notice of
consent to join the lawsuit by the opt-in deadline. This is an opt-in rate of just below 20%. The Aguilar Suit was set
for trial on December 12, 2016, but all deadlines and settings have been stayed with the filing of bankruptcy. We also
agreed to conditional certification in the Lazo Suit and notice of the case issued to 14 putative class members. Nine
putative class members, including the named plaintiff, have filed a notice of consent to join the lawsuit and the
deadline to join expired on April 4, 2016. There is no trial date set for the Lazo Suit. At this time, we cannot estimate
any possible loss or range of loss in either case.
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On May 7, 2015, a class and collective action lawsuit was filed by Christopher Marion in the Southern District of
Texas, Houston Division, individually and on behalf of all others similarly situated, alleging violations of the FLSA
and the New Mexico Minimum Wage Act (the “Marion Suit”). We agreed to conditional certification of a putative class
and notice issued to 174 putative class members. Only 27 of the eligible class members filed a notice of consent to
join the lawsuit by the opt-in deadline. This is an opt-in rate of just above 15%. There is no trial date set for the
Marion Suit. At this time, we cannot estimate any possible loss or range of loss for this case.

In November 2015, the Santa Barbara County District Attorney filed a criminal complaint against two former
employees and Key, specifically alleging three counts of violations of California Labor Code section 6425(a) against
Key. The complaint seeks unspecified penalties against Key related to an October 12, 2013 accident which resulted in
the death of one Key employee at a drilling site near Santa Maria, California. An arraignment was held on February
10, 2016, where Key and its former employees pleaded not guilty to all charges. Because the matter is in early stages,
we cannot predict the outcome at this time. Accordingly, we cannot estimate any possible loss or range of loss.

On or about November 23, 2015, the North Dakota Industrial Commission (“NDIC”) filed a notice in the county of
Burleigh County, ND alleging statutory violations by Key Energy Services, LLC, as operator of two salt water
disposal wells in the state of North Dakota. The NDIC pled for approximately $888,000 in fines and costs. In October
2016, the Company settled with the NDIC for $88,750.

On October 24, 2016, the Debtors commenced the Chapter 11 Cases. For a description of the Chapter 11 Cases, see
Note 1.

Self-Insurance Reserves

We maintain reserves for workers’ compensation and vehicle liability on our balance sheet based on our judgment and
estimates using an actuarial method based on claims incurred. We estimate general liability claims on a case-by-case
basis. We maintain insurance policies for workers’ compensation, vehicle liability and general liability claims. These
insurance policies carry self-insured retention limits or deductibles on a per occurrence basis. The retention limits or
deductibles are accounted for in our accrual process for all workers’ compensation, vehicular liability and general
liability claims. As of September 30, 2016 and December 31, 2015, we have recorded $55.3 million and $56.4 million,
respectively, of self-insurance reserves related to workers’ compensation, vehicular liabilities and general liability
claims. Partially offsetting these liabilities, we had $16.2 million and $17.3 million of insurance receivables as of
September 30, 2016 and December 31, 2015, respectively. We believe that the liabilities we have recorded are
appropriate based on the known facts and circumstances and do not expect further losses materially in excess of the
amounts already accrued for existing claims.

Environmental Remediation Liabilities

For environmental reserve matters, including remediation efforts for current locations and those relating to previously
disposed properties, we record liabilities when our remediation efforts are probable and the costs to conduct such
remediation efforts can be reasonably estimated. As of September 30, 2016 and December 31, 2015, we have recorded
$3.6 million and $5.5 million, respectively, for our environmental remediation liabilities. We believe that the
liabilities we have recorded are appropriate based on the known facts and circumstances and do not expect further
losses materially in excess of the amounts already accrued.

NOTE 11. LOSS PER SHARE

Basic loss per share is determined by dividing net loss attributable to Key by the weighted average number of
common shares actually outstanding during the period. Diluted loss per common share is based on the increased
number of shares that would be outstanding assuming conversion of potentially dilutive outstanding securities using
the treasury stock and “as if converted” methods.
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The components of our loss per share are as follows:
Three Months Ended ~ Nine Months Ended
September 30, September 30,
2016 2015 2016 2015
(in thousands, except per share amounts)
Basic and Diluted EPS Calculation:
Numerator
Net loss $(130,752) $(640,161) $(305,168) $(765,216)
Denominator
Weighted average shares outstanding 160,846 157,605 160,626 156,266
Basic and diluted loss per share $(0.81 ) $4.06 )$U19 ) $H490 )
Stock options and stock appreciation rights (“SARs”) are included in the computation of diluted loss per share using the
treasury stock method. Restricted stock awards are legally considered issued and outstanding when granted and are
included in basic weighted average shares outstanding.
The company has issued potentially dilutive instruments such as stock options and SARs. However, the company did
not include these instruments in its calculation of diluted loss per share during the periods presented, because to
include them would be anti-dilutive. The following shows potentially dilutive instruments:
Three

Months grlllcllz(li\/lonths
Ended
September S€htember 30,

20162015 2016 2015
(in thousands)
Stock options 301 977 812 1,319

SARs 240 315 240 315
No events occurred after September 30, 2016 that would materially affect the number of weighted average shares
outstanding.

NOTE 12. SHARE-BASED COMPENSATION

We recognized employee share-based compensation expense of $0.5 million and $0.8 million during the three months
ended September 30, 2016 and 2015, respectively. We recognized employee share-based compensation expense of
$3.4 million and $6.9 million during the nine months ended September 30, 2016 and 2015, respectively. We did not
capitalize any share-based compensation during the three and nine months ended September 30, 2016 and 2015.

The unrecognized compensation cost related to our unvested restricted stock as of September 30, 2016 is estimated to
be $2.6 million and is expected to be recognized over a weighted-average period of 1.2 years. All outstanding stock
options are vested and there are no unrecognized cost related to our stock options as of September 30, 2016.
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In January 2015, we issued 2.1 million performance units to our executive officers under the 2014 Plan with such
material terms as set forth in the 2014 PU Award Agreement. In February 2015, we issued 0.4 million performance
units to certain other employees under the 2015 PU Plan. The performance units are measured based on one three-year
performance period from January 1, 2015 to December 31, 2017. The number of performance units that may be
earned by a participant is determined at the end of the performance period based on the relative placement of Key’s
total stockholder return for that period within the peer group, as follows:

Performance Units Earned as

Company Placement for the Performance Period a Percentage of Target

First 200 %
Second 180 %
Third 160 %
Fourth 140 %
Fifth 120 %
Sixth 100 %
Seventh 0 %
Eighth 0 %
Ninth 0 %
Tenth 0 %
Eleventh 0 %
Twelfth 0 %

If any performance units vest for a given performance period, the award holder will be paid a cash amount equal to the
vested percentage of the performance units multiplied by the closing stock price of our common stock on the last
trading day of the performance period. We account for the performance units as a liability-type award as they are
settled in cash. As of September 30, 2016, the fair value of outstanding performance units was $0.1 million, and is
being accreted to compensation expense over the vesting terms of the awards. As of September 30, 2016, the
unrecognized compensation cost related to our unvested performance units is estimated to be less than $0.1 million
and is expected to be recognized over a weighted-average period of 1.3 years.
NOTE 13. TRANSACTIONS WITH RELATED PARTIES
Board of Director Relationships
A member of our board of directors is the Executive Vice President, General Counsel and Chief Administrative
Officer of Anadarko Petroleum Corporation (“Anadarko”), which is one of our customers. Sales to Anadarko were
approximately $1.3 million and $2.3 million for the three months ended September 30, 2016 and 2015, respectively,
and $4.4 million and $10.1 million for the nine months ended September 30, 2016 and 2015, respectively. Receivables
outstanding from Anadarko were approximately $0.4 million and $0.9 million as of September 30, 2016 and
December 31, 2015, respectively. Transactions with Anadarko for our services are made on terms consistent with
other customers.
NOTE 14. ESTIMATED FAIR VALUE OF FINANCIAL INSTRUMENTS
The following is a summary of the carrying amounts and estimated fair values of our financial instruments as of
September 30, 2016 and December 31, 2015.
Cash, cash equivalents, accounts receivable, accounts payable and accrued liabilities. These carrying amounts
approximate fair value because of the short maturity of the instruments or because the carrying value is equal to the
fair value of those instruments on the balance sheet date.

September 30, 2016 December 31, 2015

) ir ) ir
Camying Vg, Camying Vil
(in thousands)
Financial liabilities:

6.75% Senior Notes due 2021 $675,000 $188,595 $675,000 $175,568
Term Loan Facility due 2020 288,876 288,876 313,425 313,425
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6.75% Senior Notes due 2021. The fair value of these notes are based upon the quoted market prices for those
securities as of the dates indicated. The carrying value of these notes as of September 30, 2016 was $675.0 million,
and the fair value was $188.6 million (27.9% of carrying value).

Term Loan Facility due 2020. Because the variable interest rates of these loans approximate current market rates, the
fair values of the loans borrowed under this facility approximate their carrying values.

NOTE 15. SEGMENT INFORMATION

Our reportable business segments are U.S. Rig Services, Fluid Management Services, Coiled Tubing Services, Fishing
and Rental Services and International. We also have a “Functional Support” segment associated with overhead and other
costs in support of our reportable segments. Our U.S. Rig Services, Fluid Management Services, Coiled Tubing
Services, Fishing and Rental Services operate geographically within the United States. The International reportable
segment includes our operations in Mexico and Russia and our Canadian subsidiary. During the second half of 2015,
we ceased operations in Colombia, Ecuador and the Middle East. During the fourth quarter of 2016, we completed the
sale of our business in Mexico and we are currently in discussions to sell our business in Russia. We evaluate the
performance of our segments based on gross margin measures. All inter-segment sales pricing is based on current
market conditions.

U.S. Rig Services

Our U.S. Rig Services include the completion of newly drilled wells, workover and recompletion of existing oil and
natural gas wells, well maintenance, and the plugging and abandonment of wells at the end of their useful lives. We
also provide specialty drilling services to oil and natural gas producers with certain of our larger rigs that are capable
of providing conventional and horizontal drilling services. Our rigs encompass various sizes and capabilities, allowing
us to service all types of wells with depths up to 20,000 feet. Many of our rigs are outfitted with our proprietary
KeyView® technology, which captures and reports well site operating data and provides safety control systems. We
believe that this technology allows our customers and our crews to better monitor well site operations, improves
efficiency and safety, and adds value to the services that we offer.

The completion and recompletion services provided by our rigs prepare wells for production, whether newly drilled,
or recently extended through a workover operation. The completion process may involve selectively perforating the
well casing to access production zones, stimulating and testing these zones, and installing tubular and downhole
equipment. We typically provide a well service rig and may also provide other equipment to assist in the completion
process. Completion services vary by well and our work may take a few days to several weeks to perform, depending
on the nature of the completion.

The workover services that we provide are designed to enhance the production of existing wells and generally are
more complex and time consuming than normal maintenance services. Workover services can include deepening or
extending wellbores into new formations by drilling horizontal or lateral wellbores, sealing off depleted production
zones and accessing previously bypassed production zones, converting former production wells into injection wells
for enhanced recovery operations and conducting major subsurface repairs due to equipment failures. Workover
services may last from a few days to several weeks, depending on the complexity of the workover.

Maintenance services provided with our rig fleet are generally required throughout the life cycle of an oil or natural
gas well. Examples of these maintenance services include routine mechanical repairs to the pumps, tubing and other
equipment, removing debris and formation material from wellbores, and pulling rods and other downhole equipment
from wellbores to identify and resolve production problems. Maintenance services are generally less complicated than
completion and workover related services and require less time to perform.

Our rig fleet is also used in the process of permanently shutting-in oil or natural gas wells that are at the end of their
productive lives. These plugging and abandonment services generally require auxiliary equipment in addition to a well
servicing rig. The demand for plugging and abandonment services is not significantly impacted by the demand for oil
and natural gas because well operators are required by state regulations to plug wells that are no longer productive.
Fluid Management Services

We provide transportation and well-site storage services for various fluids utilized in connection with drilling,
completions, workover and maintenance activities. We also provide disposal services for fluids produced subsequent
to well completion. These fluids are removed from the well site and transported for disposal in saltwater disposal
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wells owned by us or a third party. In addition, we operate a fleet of hot oilers capable of pumping heated fluids used
to clear soluble restrictions in a wellbore. Demand and pricing for these services generally correspond to demand for
our well service rigs.
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Coiled Tubing Services

Coiled Tubing Services involve the use of a continuous metal pipe spooled onto a large reel which is then deployed
into oil and natural gas wells to perform various applications, such as wellbore clean-outs, nitrogen jet lifts,
through-tubing fishing, and formation stimulations utilizing acid and chemical treatments. Coiled tubing is also used
for a number of horizontal well applications such as milling temporary isolation plugs that separate frac zones, and
various other pre- and post-hydraulic fracturing well preparation services.

Fishing and Rental Services

We offer a full line of fishing services and rental equipment designed for use in providing both onshore and offshore
drilling and workover services. Fishing services involve recovering lost or stuck equipment in the wellbore utilizing a
broad array of “fishing tools.” Our rental tool inventory consists of drill pipe, tubulars, handling tools (including our
patented Hydra-Walk® pipe-handling units and services), pressure-control equipment, pumps, power swivels,
reversing units, foam air units, frac stack equipment used to support hydraulic fracturing operations and the associated
flowback of frac fluids, proppants, oil and natural gas. We also provide well testing services.

Demand for our fishing and rental services is closely related to capital spending by oil and natural gas producers,
which is generally a function of oil and natural gas prices.

International

In April 2015, we announced our decision to exit markets in which we participate outside of North America. As of
December 31, 2015, we sold our subsidiary in Bahrain and certain assets in Oman, Ecuador and Colombia and are no
longer operating in these markets. During the fourth quarter of 2016, we completed the sale of our business in Mexico
and we are currently in discussions to sell our business in Russia. We provided rig-based services such as the
maintenance, workover, recompletion of existing oil wells, completion of newly-drilled wells and plugging and
abandonment of wells at the end of their useful lives in each of our international markets. In addition, in Mexico we
provided drilling, coiled tubing, wireline and project management and consulting services. We also have a technology
development and control systems business based in Canada which is focused on the development of hardware and
software related to oilfield service equipment controls, data acquisition and digital information flow.

Functional Support

Our Functional Support segment includes unallocated overhead costs associated with administrative support for our
U.S. and International reporting segments.
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Financial Summary

The following tables set forth our unaudited segment information as of and for the three and nine months ended

September 30, 2016 and 2015 (in thousands):

As of and for the three months ended September 30, 2016

. . Fishing
U.S. Rig Fluid C011.e d and . unctionRleconcili
. ManagementTubing Internationa T a
Services . . Rental upport(Eliminations
Services Services .
Services
Revenues from external $59,137 $18969  $7,146 $14078 $3076 $ — $ — $102406
customers
Intersegment revenues 293 203 — 1,194 34 — (1,729 —
Depreciation and amortization 14,602 5,867 2,683 6,623 1,719 1,973 — 33,467
Impairment expense — — — — 40,000 — — 40,000
Other operating expenses 53,539 26,327 8,835 14,406 5,746 29,674 — 138,527
Operating loss (9,004 ) (13,225 ) (4,372 ) (6,951 ) (44,389 ) (31,647 — (109,588 )
Inte‘res.t expense, net of amounts o o . o o 21120 — 21.120
capitalized
Loss before income taxes (8,986 ) (13,216 ) (4,372 ) (6,938 ) (44,711 ) (52,689 — (130,862 )
Long-lived assets(1) 450,384 111,697 45,705 106,055 10,334 160,835 (115,326 769,684
Total assets 1,304,552 241,422 114,259 467,392 33,145 (840,066(325,083 995,621
Capital expenditures 521 865 — 954 — 13 — 2,353
As of and for the three months ended September 30, 2015
. ) Fishing
U.S. Rig Fluid C01l.e d and . unctionReconcili
. ManagementTubing Internationa, . .. Tota
Services . . Rental upport(BJiminations
Services Services .
Services

Revenues from external $85200 $35519  $20.820 $27.629 $7.689 $ — $ — $176.857
customers
Intersegment revenues 84 417 2 1,552 763 542 (3,360 —
Depreciation and amortization 14,876 6,618 5,671 8,561 6,236 3,308 — 45,270
Impairment expense 297,719 24,479 105,995 180,974 40,777 — — 649,944
Other operating expenses 77,939 32,758 25,726 24,172 32,844 26,380 — 219,819
Operating loss (305,334) (28,336 ) (116,572 (186,078) (72,168 ) (29,688 — (738,176 )
Inte‘res.t expense, net of amounts . . o 16 21688 — 21704
capitalized
Loss before income taxes (305,373) (28,321 ) (116,570) (185,784 (74,408 ) (55,389 — (765,795 )
Long-lived assets(1) 495,278 152,610 60,871 141,349 150,897 198,340 (145,984 1,053,361
Total assets 1,333,275 279,377 143,892 474,416 250,438  (579069407,305 1,494,024
Capital expenditures 779 2,200 434 2,586 4 229 — 6,232
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As of and for the nine months ended September 30, 2016

U.S. Rig
Services
Revenues from external $169.627
customers
Intersegment revenues 737
Depreciation and amortization 44,278
Impairment expense —
Other operating expenses 154,393

Operating loss

Interest expense, net of
amounts capitalized
Loss before income taxes
Long-lived assets(1)
Total assets

Capital expenditures

450,384

1,025

(29,044 ) (27,052

(29,011 ) (27,003

1,304,552 241,422

Fluid Coiled
ManagementTubing
Services Services
$ 61,230 $24,294
733 43
17,725 8,574
70,557 32,298

As of and for the nine months ended September 30, 2015

U.S. Rig
Services
Revenues from external $299.275
customers
Intersegment revenues 543

Depreciation and amortization 44,561
Impairment expense 297,719
Other operating expenses 258,461
Operating loss

Interest expense, net of
amounts capitalized

Loss before income taxes

Long-lived assets(1) 495,278
Total assets 1,333,275
Capital expenditures 13,641

(301,466 ) (26,919

(301,408 ) (26,838

Fishing
and ) gunctionﬁbconcili
Internationa L. a

Rental upport(B)iminations
Services
$43,773 $9,582 $ — $ — $308,506
3,448 284 — (5,245 —
21,385 6,067 7,046 — 105,075
— 40,000 — — 40,000
42,127 17,865 88,452 — 405,692

) (16,578 ) (19,739 ) (54,350 ) (95,498 — (242,261 )
— — 64,061 — 64,061

) (16,455 ) (19,719 ) (54,986 ) (158)483— (305,657 )

111,697 45,705 106,055 10,334 160,835 (115,326 769,684
114,259 467,392 33,145 (840)066(325,083 995,621
2,885 101 2,470 711 228 — 7,420
Fluid Coiled ~ Fshing . .
. and . unctiofReconcil
Management Tubing Internationa .. . Iota
. . Rental upport@liminations
Services Services .
Services
$125452 $73,446 $98,461 $45518 $§ — $ — $642,152
1,146 2 4,801 2,928 1,626 (11,046 —
20,865 17,279 26,507 19,572 9,593 — 138,377
24,479 127,695 180,974 62,129 — — 692,996
107,027 72,949 83,688 74,467 104,952— 701,544
) (144,477 (192,708 (110,650 ) (114)545— (890,765 )
— — — 16 52,088 — 52,104
) (144,464 (192,584 (113,958 ) (173)716— (952,968 )

152,610 60,871
279,377 143,892
6,000 4,555

141,349 150,897 198,340(145,984 1,053,361
474,416 250,438  (579)969407,405 1,494,024
8,205 2,879 3,627 — 38,907

(1)Long-lived assets include fixed assets, intangibles and other non-current assets.
(2)Functional Support is geographically located in the United States.
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NOTE 16. CONDENSED CONSOLIDATING FINANCIAL STATEMENTS
Our 2021 Notes, ABL Facility and Term Loan Facility are guaranteed by several of our domestic subsidiaries, all of
which are wholly owned. The guarantees are joint and several, full, complete and unconditional. There are no
restrictions on the ability of subsidiary guarantors to transfer funds to the parent company.
As aresult of these guarantee arrangements, we are required to present the following condensed consolidating
financial information pursuant to SEC Regulation S-X Rule 3-10, “Financial Statements of Guarantors and Issuers of
Guaranteed Securities Registered or Being Registered.”
CONDENSED CONSOLIDATING UNAUDITED BALANCE SHEETS
September 30, 2016
Parent Guarantor Non—GuarantorEhmimItions Consolidated
Company  Subsidiaries Subsidiaries
(in thousands)

Assets:

Current assets $66,750 $121,388 $ 37,799 $— $225,937
Property and equipment, net — 730,300 6,162 — 736,462
Inter'company thes anq gcgounts receivable 1925670 1419901  (2.592 ) (3.342.979 ) —

and investment in subsidiaries

Other assets 870 30,541 1,811 — 33,222
TOTAL ASSETS $1,993,290 $2,302,130 $ 43,180 $(3,342,979) $995,621
Liabilities and equity:

Current liabilities $987,478  $69,290 $ 33,847 $— $1,090,615
Intercompany notes and accounts payable 1,162,645 2,651,259 218,833 (4,032,737 ) —

Other long-term liabilities 6,279 61,824 — — 68,103
Equity (163,112 ) (480,243 ) (209,500 ) 689,758 (163,097 )
TOTAL LIABILITIES AND EQUITY $1,993,290 $2,302,130 $ 43,180 $(3,342,979) $995,621

CONDENSED CONSOLIDATING BALANCE SHEETS
December 31, 2015
Parent Guarantor  Non-Guarantor Eliminations Consolidated
Company Subsidiaries Subsidiaries
(in thousands)

Assets:
Current assets $202,688 $192,083  $ 25,655 $— $420,426
Property and equipment, net — 869,150 10,882 — 880,032

Intercompany notes and accounts receivable

. . e 2,107,092 1,226,433 87,435 (3,420,960 ) —
and investment in subsidiaries
Other assets — 16,885 10,455 — 27,340
TOTAL ASSETS $2,309,780 $2,304,551 $ 134,427 $(3,420,960) $1,327,798
Liabilities and equity:
Current liabilities $35,233 $101,594  $ 17,656 $— $ 154,483
Long-term debt 961,700 — — — 961,700
Intercompany notes and accounts payable 1,162,648 2,731,926 125,565 (4,020,139 ) —
Deferred tax liabilities 3,658 15,159 (4,565 ) — 14,252
Other long-term liabilities 6,267 50,229 577 — 57,073
Equity 140,274 (594,357 ) (4,806 ) 599,179 140,290
TOTAL LIABILITIES AND EQUITY $2,309,780 $2,304,551 $ 134,427 $(3,420,960) $ 1,327,798
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CONDENSED CONSOLIDATING UNAUDITED STATEMENTS OF OPERATIONS

Revenues

Direct operating expense

Depreciation and amortization expense
General and administrative expense
Impairment expense

Operating loss

Interest expense, net of amounts capitalized
Other (income) loss, net

Loss before income taxes

Income tax benefit

Net loss

Three Months Ended September 30, 2016

Parent Guarantor  Non-Guarantor Eliminations Consolidated
Company Subsidiaries Subsidiaries

(in thousands)

$— $99,332 $ 3,110 $ 36 ) $102,406
— 92,643 3,456 (28 ) 96,071

— 32,347 1,120 — 33,467

417 39,738 2,301 — 42,456

— 19,597 20,403 — 40,000

(417 ) (84,993 ) (24,170 ) (8 ) (109,588 )
21,120 — — — 21,120

(636 ) 375 325 90 154

(20,901 ) (85,368 ) (24,495 ) (98 ) (130,862 )
— — 110 — 110
$(20,901) $(85,368 ) $ (24385 ) $ (98 ) $(130,752 )

CONDENSED CONSOLIDATING UNAUDITED STATEMENTS OF OPERATIONS

Revenues

Direct operating expense

Depreciation and amortization expense
General and administrative expense
Impairment expense

Operating loss

Interest expense, net of amounts capitalized
Other (income) loss, net

Loss before income taxes

Income tax (expense) benefit

Net income (loss)
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Three Months Ended September 30, 2015

Parent Guarantor Non-Guarantor Eliminations Consolidated
Company Subsidiaries Subsidiaries

(in thousands)

$— $170913 $ 8,876 $(2932 ) $176,857
— 166,503 9,487 (1,485 ) 174,505

— 43,001 2,269 — 45,270

200 42,664 3,891 (1,441 ) 45314

— 610,384 39,560 — 649,944
(200 ) (691,639 ) (46,331 ) (6 ) (738,176 )
21,689 — 15 — 21,704

(756 ) 5,164 1,462 45 5,915
(21,133 ) (696,803 ) (47,808 ) (51 ) (765,795 )
146,571 (21,259 ) 322 — 125,634
$125,438 $(718,062 ) $ (47,486 ) $ (51 ) $(640,161 )
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CONDENSED CONSOLIDATING UNAUDITED STATEMENTS OF OPERATIONS

Revenues

Direct operating expense

Depreciation and amortization expense
General and administrative expense
Impairment expense

Operating loss

Interest expense, net of amounts capitalized
Other (income) loss, net

Loss before income taxes

Income tax (expense) benefit

Net loss

Nine Months Ended September 30, 2016

Parent Guarantor  Non-Guarantor Eliminations Consolidated
Company Subsidiaries Subsidiaries

(in thousands)

$— $298,926  $ 9,866 $ (286 ) $308,506
— 265,869 10,481 (262 ) 276,088

— 101,557 3,518 — 105,075

815 121,427 7,362 — 129,604

— 19,597 20,403 — 40,000

(815 ) (209,524 ) (31,898 ) (24 ) (242,261 )
64,061 — — — 64,061
(1,926 ) 281 657 323 (665 )
(62,950 ) (209,805 ) (32,555 ) (347 ) (305,657 )
(12 ) — 501 — 489
$(62,962) $(209,805) $ (32,054 ) $ (347 ) $(305,168 )

CONDENSED CONSOLIDATING UNAUDITED STATEMENTS OF OPERATIONS

Revenues

Direct operating expense

Depreciation and amortization expense
General and administrative expense
Impairment expense

Operating loss

Interest expense, net of amounts capitalized
Other (income) loss, net

Loss before income taxes

Income tax (expense) benefit

Net income (loss)

30

Nine Months Ended September 30, 2015

Parent Guarantor Non-Guarantor Eliminations Consolidated
Company Subsidiaries Subsidiaries

(in thousands)

$— $605,381  $ 46,945 $(10,174 ) $642,152
— 504,843 38,107 (5,074 ) 537,876

— 130,525 7,852 — 138,377
607 156,458 11,684 (5,081 ) 163,668

— 632,084 60,912 — 692,996
(607 ) (818,529 ) (71,610 ) (19 ) (890,765 )
52,089 — 15 — 52,104
(1,656 ) 9,650 2,045 60 10,099
(51,040 ) (828,179 ) (73,670 ) (79 ) (952,968 )
208,189 (21,256 ) 819 — 187,752
$157,149 $(849,435) $ (72,851 ) $(79 ) $(765,216 )
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CONDENSED CONSOLIDATING UNAUDITED STATEMENTS OF CASH FLOWS

Net cash provided by (used in) operating activities
Cash flows from investing activities:

Capital expenditures

Intercompany notes and accounts

Other investing activities, net

Net cash provided by (used in) investing activities
Cash flows from financing activities:

Repayments of long-term debt

Restricted cash

Repurchases of common stock

Intercompany notes and accounts

Other financing activities, net

Net cash provided by (used in) financing activities
Effect of changes in exchange rates on cash

Net increase (decrease) in cash and cash
equivalents

Cash and cash equivalents at beginning of period
Cash and cash equivalents at end of period
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Nine Months Ended September 30, 2016
Parent Guarantor Non-Guarantor
Company Subsidiaries Subsidiaries

(in thousands)

Eliminations Consolidated

$— $(108,229 ) $ 3,420 $  —  $(104,809 )
— (7,073 ) (347 ) — (7420 )
— 92,033 — (92,033) —

— 13,376 — — 13,376

— 98,336 (347 ) (92,033) 5,956
(24,548 ) — — — (24,548 )
(18,605 ) — — — (18,605 )
(165 ) — — — (165 )
(92,033 ) — — 92,033 —

(3,164 ) — — — 3,164 )
(138,515 — — 92,033 (46,482 )
— — (1,908 ) — (1,908 )
(138,519 (9,893 ) 1,165 — (147,243 )
191,065 10,024 3,265 — 204,354
$52,550 $131 $ 4,430 $ —  $57.111
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CONDENSED CONSOLIDATING UNAUDITED STATEMENTS OF CASH FLOWS
Nine Months Ended September 30, 2015
Parent Guarantor Non-Guarantor EliminationsConsolidated
Company Subsidiaries Subsidiaries
(in thousands)

Net cash provided by (used in) operating activities $— $(25,358 ) $ 4,520 $ —  $(20,838 )
Cash flows from investing activities:

Capital expenditures — (37,667 ) (1,240 ) — (38,907 )
Intercompany notes and accounts — 57,401 — (57,401) —

Other investing activities, net — 12,095 — — 12,095

Net cash provided by (used in) investing activities — 31,829 (1,240 ) (57,401) (26,812 )
Cash flows from financing activities:

Repayments of long-term debt (788 ) — — — (788 )
Proceeds from long-term debt 305,550 — — — 305,550
Prqgeeds from borrowings on revolving credit 130,000 — . . 130,000
facility

Repayments on revolving credit facility (200,000 ) — — — (200,000 )
Payment of deferred financing costs (11,072 ) — — — (11,072 )
Repurchases of common stock (313 ) — — — (313 )
Intercompany notes and accounts (57,401 ) — — 57,401 —

Other financing activities, net 3,301 ) — — — (3,301 )
Net cash provided by financing activities 162,675 — — 57,401 220,076
Effect of changes in exchange rates on cash — — (613 ) — (613 )
Net increase in cash and cash equivalents 162,675 6,471 2,667 — 171,813
Cash and cash equivalents at beginning of period 19,949 450 6,905 — 27,304

Cash and cash equivalents at end of period $182,624 $6,921 $ 9,572 $ —  $199,117
32
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NOTE 17. SUBSEQUENT EVENTS

Sale of Mexican businesses

On October 18, 2016, the Company closed the sale of its Mexican businesses and related assets. At the closing, the
Company received total cash consideration equal to $10 million.

Voluntary Reorganization under Chapter 11 of the Bankruptcy Code

On the Petition Date the Debtors filed Bankruptcy Petitions for reorganization under Chapter 11 of the Bankruptcy
Code in the Bankruptcy Court pursuant to the terms of the Plan Support Agreement. The Debtors have obtained joint
administration of their Chapter 11 Cases. The subsidiary Debtors in the Chapter 11 Cases are Misr Key Energy
Investments, LLC, Key Energy Services, LLC, and Misr Key Energy Services, LLC. See “Note 1. General” for further
discussion.
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ITEM 2.MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF
OPERATIONS
OVERVIEW
Key Energy Services, Inc., and its wholly owned subsidiaries (collectively, “Key,” the “Company,” “we,” “us,” “its,” and “our
provide a full range of well services to major oil companies, foreign national oil companies and independent oil and
natural gas production companies. Our services include rig-based and coiled tubing-based well maintenance and
workover services, well completion and recompletion services, fluid management services, fishing and rental services,
and other ancillary oilfield services. Additionally, certain rigs are capable of specialty drilling applications. We
operate in most major oil and natural gas producing regions of the continental United States and we previously
operated in Mexico. On October 16, 2016, we completed the sale of our business in Mexico and we are pursuing the
sale of our business in Russia. In addition, we have a technology development and control systems business based in
Canada.
The following discussion and analysis should be read in conjunction with the accompanying unaudited condensed
consolidated financial statements and related notes as of and for the nine months ended September 30, 2016 and 2015,
included elsewhere herein, and the audited consolidated financial statements and notes thereto included in our 2015
Form 10-K and Part 1A. Risk Factors of our 2015 Form 10-K.
We operate in five business segments; U.S. Rig Services, Fluid Management Services, Coiled Tubing Services,
Fishing and Rental Services and International. We also have a “Functional Support” segment associated with managing
our U.S. and International business segments. See “Note 15. Segment Information” in “Item 1. Financial Statements” of
Part I of this report for a summary of our business segments.
Voluntary Reorganization under Chapter 11 of the Bankruptcy Code
On October 24, 2016 (the “Petition Date”), the Company and certain of its domestic subsidiaries (collectively, and
together with the Company, the “Debtors”) filed voluntary petitions (the “Bankruptcy Petitions”) for reorganization under
Chapter 11 of the United States Bankruptcy Code (“Bankruptcy Code”) in the United States Bankruptcy Court for the
District of Delaware (the “Bankruptcy Court”), pursuant to the terms of the Plan Support Agreement. The Debtors have
obtained joint administration of their Chapter 11 Cases under the caption In re: Key Energy Services, Inc, et al., Case
No. 16-12306 (the “Chapter 11 Cases”). The subsidiary Debtors in the Chapter 11 Cases are Misr Key Energy
Investments, LL.C, Key Energy Services, LLC, and Misr Key Energy Services, LLC.
On August 24, 2016, the Debtors entered into a Plan Support Agreement (the “Plan Support Agreement”) with certain of
its lenders and noteholders with respect to the terms of a Chapter 11 plan of reorganization pursuant to which, among
other things and subject to the terms and conditions in the Plan Support Agreement, the Company agreed to
(a) commence a solicitation (the “Solicitation™) for acceptance of a prepackaged plan of reorganization (the “Plan”) based
on the restructuring transactions contemplated by the Plan Support Agreement, (b) offer subscription rights (the
“Rights Offering”) to certain qualifying holders of Key’s senior notes and certain qualifying Key equity holders to
purchase an aggregate of up to 7,022,859 shares of reorganized Key common stock at a price per share of $12.10 for
aggregate gross proceeds of up to $85 million, which proceeds may be increased by up to $25 million through the sale
of additional shares of reorganized Key common stock at a price per share ranging between $6.86 and $8.94, based on
the expected pro forma liquidity of the reorganized Company as of the effective date of the Plan, (c) if the Plan is
accepted by the requisite number of voting holders representing the requisite amounts of the Company’s senior notes
and term loans in the Solicitation, file voluntary petitions for relief under Chapter 11 of the United States Bankruptcy
Code in the Bankruptcy Court, and (d) seek approval of the Plan by the Bankruptcy Court.
On September 21, 2016, pursuant to the Plan Support Agreement, the Company commenced the Solicitation from
holders of the 2021 Notes (“Note Claims”) and holders of loan claims under the Company’s Term Loan Credit
Agreement dated June 1, 2015 (“Term Loan Claims”). The Plan was accepted by 93.88% in number, and 99.89% in
principal amount of the Company’s Noteholders and holders of 100% in number, and 100% in principal amount of
Term Loan Claims, which satisfies the Bankruptcy Code’s applicable thresholds of accepting creditors in each of those
classes of claims. In addition, on September 21, 2016, Key commenced the Rights Offering.
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The Plan contemplates that Key will remain a public company and that the 2021 Notes (as defined below) and all
existing Key equity interests will be cancelled and each holder of 2021 Notes shall receive such holder’s pro rata share
of 7,500,000 shares of common stock of reorganized Key. In addition, Key equity holders will receive a ratable
portion of (a) 815,891 shares of common stock of reorganized Key and (b) warrants to purchase a number of shares of
common stock of reorganized Key that will be determined at a later date, but prior to Key’s emergence from
bankruptcy. Holders of Key’s common stock will also be eligible to elect to participate in a cash-out option under the
Plan, which will be funded by certain
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Key equity holders that committed to doing so in the Rights Offering. Upon confirmation of the Plan, holders of the

2021 Notes are expected to own approximately 95% of the common stock of reorganized Key and holders of Key’s
equity interests are expected to own approximately 5% of the common stock of reorganized Key, in each case subject

to (a) the results of the Rights Offering, (b) the exercise of the warrants referred to above, (c) shares issued to certain
parties to the Plan Support Agreement that also have committed to backstop the full amount of the Rights Offering

and (d) potential further dilution as a result of a new proposed management incentive plan.

The Plan also contemplates that each holder of the Term Loan Facility (defined below) will receive its pro rata share

of (i) payment upon consummation of the plan to reduce the outstanding balance of Term Loan Facility to $250

million and (ii) $250 million in principal amount of new term loans under an amended term loan credit agreement.

On October 25, 2016, the Bankruptcy Court granted certain motions approving the Debtors to pay their employees,
vendors and trade creditors in full in the ordinary course of business and to maintain their customer-related programs

and policies. The Debtors anticipate that, during the Chapter 11 Cases, subject to continuing Bankruptcy Court

approval, the Company’s trade creditors and vendors will continue to be paid in full in the ordinary course of business.
The Debtors will continue to operate their business as “debtors-in-possession” under the jurisdiction of the Bankruptcy
Court and in accordance with the applicable provisions of the Bankruptcy Code and orders of the Bankruptcy Court
while the Chapter 11 Cases are pending.

The filing of the Bankruptcy Petitions described above constitutes an event of default that accelerated the Company’s
obligations under its ABL Facility and Term Loan Facility (each as defined below, the “Facilities”) and its 2021 Notes.
The Facilities and the indenture governing the 2021 Notes provide that as a result of the Bankruptcy Petitions the
principal and interest due thereunder shall be immediately due and payable. Any effort to enforce such payment
obligations, however, are automatically stayed as a result of the Bankruptcy Petitions, and the creditor’s rights of
enforcement thereunder are subject to the applicable provisions of the Bankruptcy Code.

KEY COMMON STOCK

Our common stock was traded on the New York Stock Exchange (“NYSE”) under the symbol “KEG” throughout the first
and second quarter of this year. On July 27, 2016, the trading of our common stock on the NYSE was suspended due
to abnormally low price levels. Our common stock is now being traded on the OTC Pink under the symbol “KEGXQ.
PERFORMANCE MEASURES

The Baker Hughes U.S. rig count data, which is publicly available on a weekly basis, is often used as an indicator of
overall Exploration and Production (“E&P”’) company spending and broader oilfield activity. In assessing overall
activity in the U.S. onshore oilfield service industry in which we operate, we believe that the Baker Hughes U.S. land
drilling rig count is the best available barometer of E&P companies’ capital spending and resulting activity levels.
Historically, our activity levels have been highly correlated to U.S. onshore capital spending by our E&P company
customers as a group.

2

Average Baker
WTI Cushing Oil(1) ng\iﬁi‘xﬁs (1 Hughes U.S. Land

Drilling Rigs(2)

2016:

First Quarter $ 33.35 $ 199 524

Second Quarter $ 45.46 $ 215 398

Third Quarter $ 44.85 $ 2.88 461

2015:

First Quarter $ 48.49 $ 290 1,353

Second Quarter $ 57.85 $ 275 876

Third Quarter $ 46.49 $ 276 833

Fourth Quarter $ 41.94 $ 212 744

(I)Represents the average of the monthly average prices for each of the periods presented. Source: EIA and
Bloomberg
(2)Source: www.bakerhughes.com
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Internally, we measure activity levels for our well servicing operations primarily through our rig and trucking hours.
Generally, as capital spending by E&P companies increases, demand for our services also rises, resulting in increased
rig and
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trucking services and more hours worked. Conversely, when activity levels decline due to lower spending by E&P
companies, we generally provide fewer rig and trucking services, which results in lower hours worked.

In the U.S., our rig activity occurs primarily on weekdays during daylight hours. Accordingly, we track U.S. rig

activity on a “per U.S. working day” basis. Key’s U.S. working days per quarter, which exclude national holidays, are
indicated in the table below. Our international rig activity and domestic trucking activity tend to occur on a 24/7 basis.
Accordingly, we track our international rig activity and our domestic trucking activity on a “per calendar day” basis. The
following table presents our quarterly rig and trucking hours from 2015 through the third quarter of 2016:

Key’s U.S.
Rig Hours Trucking Hours Working

Days(1)
2016: U.S. International Total
First Quarter 153,417 5,715 159,132 217,429 63
Second Quarter 144,587 6,913 151,500 199,527 64
Third Quarter 163,206 6,170 169,376 198,362 64
Total 2016 461,210 18,798 480,008 615,318 191
2015:
First Quarter 271,005 36,950 307,955 418,032 62
Second Quarter 232,169 25,555 257,724 342,271 63
Third Quarter 226,953 13,330 240,283 309,601 64
Fourth Quarter 203,252 8,279 211,531 247,979 62
Total 2015 933,379 84,114 1,017,493 1,317,883 251

(1)Key’s U.S. working days are the number of weekdays during the quarter minus national holidays.

MARKET AND BUSINESS CONDITIONS AND OUTLOOK

Our core businesses depend on our customers’ willingness to make expenditures to produce, develop and explore for
oil and natural gas. Industry conditions are influenced by numerous factors, such as oil and natural gas prices, the
supply of and demand for oil and natural gas, domestic and worldwide economic conditions, and political instability in
oil producing countries. Oil and natural gas prices began a rapid and substantial decline in the fourth quarter of 2014.
Depressed commodity price conditions persisted and worsened during 2015 and that trend continued into 2016. As a
result, the rig count and demand for our products and services declined substantially, and the prices we are able to
charge our customers for our products and services have also declined substantially. While we have sought to
anticipate activity declines and have undertaken to reshape our organizational and cost structure to mitigate the
negative impact of these declines, we have continued to experience negative operating results and cash flows from
operations. Although oil prices have improved off the low point of 2016, and our revenues improved in the third
quarter of 2016 over the second quarter of 2016, we have not experienced an uptick in activity levels commensurate
with that of oil prices. The timing associated with a material activity improvement is dependent on further commodity
price improvement and an outlook which would encourage our customers to increase their spending as a result. Given
the dependency on the oil and natural gas prices, the timing of such a recovery is difficult to predict.
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RESULTS OF OPERATIONS
The following table shows our consolidated results of operations for the three and nine months ended September 30,
2016 and 2015, respectively (in thousands):

Three Months Ended ~ Nine Months Ended

September 30, September 30,

2016 2015 2016 2015
REVENUES $102,406 $176,857 $308,506 $642,152
COSTS AND EXPENSES:
Direct operating expenses 96,071 174,505 276,088 537,876
Depreciation and amortization expense 33,467 45,270 105,075 138,377
General and administrative expenses 42,456 45,314 129,604 163,668
Impairment expense 40,000 649,944 40,000 692,996
Operating loss (109,588 ) (738,176 ) (242,261 ) (890,765 )
Interest expense, net of amounts capitalized 21,120 21,704 64,061 52,104
Other (income) loss, net 154 5,915 (665 ) 10,099
Loss before income taxes (130,862 ) (765,795 ) (305,657 ) (952,968 )
Income tax benefit 110 125,634 489 187,752
NET LOSS $(130,752) $(640,161) $(305,168) $(765,216)

Consolidated Results of Operations — Three Months Ended September 30, 2016 and 2015

Revenues

Our revenues for the three months ended September 30, 2016 decreased $74.5 million, or 42.1%, to $102.4 million
from $176.9 million for the three months ended September 30, 2015, due to lower spending from our customers as a
result of lower oil prices. These market conditions resulted in reduced customer activity and a reduction in the price
received for our services. Internationally, we had lower revenue as a result of reduced customer activity in Mexico and
the exit of operations in the Middle East and South America. See “Segment Operating Results — Three Months Ended
September 30, 2016 and 2015” below for a more detailed discussion of the change in our revenues.

Direct Operating Expenses

Our direct operating expenses decreased $78.4 million, to $96.1 million (93.8% of revenues), for the three months
ended September 30, 2016, compared to $174.5 million (98.7% of revenues) for the three months ended

September 30, 2015. The decrease is primarily related to a decrease in employee compensation costs, fuel expense and
repair and maintenance expense as we sought to reduce our cost structure and as a result of lower activity levels.
Depreciation and Amortization Expense

Depreciation and amortization expense decreased $11.8 million, or 26.1%, to $33.5 million during the three months
ended September 30, 2016, compared to $45.3 million for the three months ended September 30, 2015. The decrease
is primarily attributable to the impairment of certain fixed assets and decreases in capital expenditures, plus lower
amortization expense due to the impairment of certain intangible assets.

General and Administrative Expenses

General and administrative expenses decreased $2.9 million, to $42.5 million (41.5% of revenues), for the three
months ended September 30, 2016, compared to $45.3 million (25.6% of revenues) for the three months ended
September 30, 2015. The decrease is primarily due to lower employee compensation costs as a result of reduced
staffing levels partially offset by an increase in professional fees related to corporate restructuring.

Impairment Expense

During the three months ended September 30, 2016, we recorded a $40.0 million impairment to reduce the carrying
value of assets held for sale to fair market value. During the three months ended September 30, 2015, we recorded a
$561.0 million impairment of goodwill, a $45.0 million impairment of fixed assets, a $1.5 million impairment of other
intangible assets that are no longer being used, and a $42.4 million impairment to reduce the carrying value of assets
held for sale to fair market value.
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Interest Expense, Net of Amounts Capitalized

Interest expense decreased $0.6 million, or 2.7%, to $21.1 million for the three months ended September 30, 2016,
compared to $21.7 million for the same period in 2015.

Other Loss, Net

During the quarter ended September 30, 2016, we recognized other loss, net, of $0.2 million, compared to other loss,
net, of $5.9 million for the quarter ended September 30, 2015. Our foreign exchange loss relates to U.S.
dollar-denominated transactions in our foreign businesses and fluctuations in exchange rates between local currencies
and the U.S. dollar. A $3.8 million allowance for the collectability of our notes receivable related to the sale of our
operations in Argentina was recorded during the three months ended September 30, 2015.

The following table summarizes the components of other loss, net for the periods indicated:

Three Months
Ended
September 30,
2016 2015
(in thousands)
Interest income $(104) $(61 )
Foreign exchange loss 351 2,472
Allowance for collectability of notes receivable — 3,755
Other, net 93 ) (251 )
Total $154 $5915

Income Tax Benefit

We recorded an income tax benefit of $0.1 million on a pre-tax loss of $130.9 million in the three months ended
September 30, 2016, compared to an income tax benefit of $125.6 million on a pre-tax loss of $765.8 million in the
three months ended September 30, 2015. Our effective tax rate was 0.1% for the three months ended September 30,
2016, compared to 16.4% for the three months ended September 30, 2015. Our effective tax rates for such periods
differ from the U.S. statutory rate of 35% due to a number of factors, including the mix of profit and loss between
domestic and international taxing jurisdictions and the impact of permanent items, including expenses subject to
statutorily imposed limitations such as meals and entertainment expenses, that affect book income but do not affect
taxable income and discrete tax adjustments, such as valuation allowances against deferred tax assets and tax expense
or benefit recognized for uncertain tax positions.

Segment Operating Results — Three Months Ended September 30, 2016 and 2015

The following table shows operating results for each of our segments for the three months ended September 30, 2016
and 2015 (in thousands):

For the three months ended September 30, 2016

. Fluid Coiled ~ FShing .
U.S. Rig . and . Functional
. Management Tubing International Total
Services . . Rental Support
Services Services .
Services
Revenues from external customers $59,137 $ 18,969 $7,146 $14,078 $ 3,076 $ —  $102,406
Operating expenses 68,141 32,194 11,518 21,029 47,465 31,647 211,994
Operating loss (9,004 ) (13,225 ) (4,372 ) (6,951 ) (44,389 ) (31,647 (109,588 )
For the three months ended September 30, 2015
. . Fishing
U.S. Rig Fluid C01l.e d and . Functional
. Management Tubing International Total
Services . . Rental Support
Services Services .
Services
Revenues from external customers $85,200 $ 35,519 $20,820 $27.629 $ 7,689 $ —  $176,857
Operating expenses 390,534 63,855 137,392 213,707 79,857 29,688 915,033
Operating loss (305,334 (28,336 ) (116,572) (186,078) (72,168 ) (29,688 (738,176 )
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U.S. Rig Services

Revenues for our U.S. Rig Services segment decreased $26.1 million, or 30.6%, to $59.1 million for the three months
ended September 30, 2016, compared to $85.2 million for the three months ended September 30, 2015. The decrease
for this segment is primarily due to lower spending from our customers as a result of lower oil prices. These market
conditions resulted in reduced customer activity and a reduction in the price received for our services.
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Operating expenses for our U.S. Rig Services segment were $68.1 million during the three months ended

September 30, 2016, which represented a decrease of $322.4 million, or 82.6%, compared to $390.5 million for the
same period in 2015. These expenses decreased primarily due to no impairment expense in 2016 compared to $297.7
million impairment expense in the three months ended September 30, 2015 and as a result of a decrease in employee
compensation costs and equipment expense as we sought to reduce our cost structure and as a result of lower activity
levels.

Fluid Management Services

Revenues for our Fluid Management Services segment decreased $16.6 million, or 46.6%, to $19.0 million for the
three months ended September 30, 2016, compared to $35.5 million for the three months ended September 30, 2015.
The decrease for this segment is primarily due to lower spending from our customers as a result of lower oil prices.
These market conditions resulted in reduced customer activity and a reduction in the price received for our services.
Operating expenses for our Fluid Management Services segment were $32.2 million during the three months ended
September 30, 2016, which represented a decrease of $31.7 million, or 49.6%, compared to $63.9 million for the same
period in 2015. These expenses decreased primarily due to no impairment expense in 2016 compared to $24.5 million
impairment expense in the three months ended September 30, 2015 and as a result of a decrease in equipment expense
and employee compensation costs as we sought to reduce our cost structure and as a result of lower activity levels.
Coiled Tubing Services

Revenues for our Coiled Tubing Services segment decreased $13.7 million, or 65.7%, to $7.1 million for the three
months ended September 30, 2016, compared to $20.8 million for the three months ended September 30, 2015. The
decrease for this segment is primarily due to lower spending from our customers as a result of lower oil prices. These
market conditions resulted in reduced customer activity and a reduction in the price received for our services.
Operating expenses for our Coiled Tubing Services segment were $11.5 million during the three months ended
September 30, 2016, which represented a decrease of $125.9 million, or 91.6%, compared to $137.4 million for the
same period in 2015. These expenses decreased primarily due to no impairment expense in 2016 compared to $106.0
million impairment expense in the three months ended September 30, 2015 and as a result of a decrease in employee
compensation costs, repair and maintenance expense and fuel costs as we sought to reduce our cost structure and as a
result of lower activity levels.

Fishing and Rental Services

Revenues for our Fishing and Rental Services segment decreased $13.6 million, or 49.0%, to $14.1 million for the
three months ended September 30, 2016, compared to $27.6 million for the three months ended September 30, 2015.
The decrease for this segment is primarily due to lower spending from our customers as a result of lower oil prices.
These market conditions resulted in reduced customer activity and a reduction in the price received for our services.
Operating expenses for our Fishing and Rental Services segment were $21.0 million during the three months ended
September 30, 2016, which represented a decrease of $192.7 million, or 90.2%, compared to $213.7 million for the
same period in 2015. These expenses decreased primarily due to no impairment expense in 2016 compared to $181.0
million impairment expense in the three months ended September 30, 2015 and as a result of a decrease in employee
compensation costs, repair and maintenance expense and fuel costs as we sought to reduce our cost structure and as a
result of lower activity levels.

International

Revenues for our International segment decreased $4.6 million, or 60.0%, to $3.1 million for the three months ended
September 30, 2016, compared to $7.7 million for the three months ended September 30, 2015. The decrease was
primarily attributable to lower customer activity in Mexico and the exit of operations in the Middle East and South
America.

Operating expenses for our International segment decreased $32.4 million, or 40.6%, to $47.5 million for the three
months ended September 30, 2016, compared to $79.9 million for the three months ended September 30, 2015. These
expenses decreased primarily as a result of a decrease in employee compensation costs and equipment expense
primarily as a result of the exit of certain International markets.

Functional Support
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Operating expenses for Functional Support, which represent expenses associated with managing our U.S. and
International reporting segments, increased $2.0 million, or 6.6%, to $31.6 million (30.9% of consolidated revenues)
for the three months ended September 30, 2016 compared to $29.7 million (16.8% of consolidated revenues) for the
same period in 2015. These expenses increased primarily due an increase in professional fees related to corporate
restructuring during the three months ended September 30, 2016 partially offset by lower employee compensation
costs due to reduced staffing levels.
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Consolidated Results of Operations — Nine Months Ended September 30, 2016 and 2015

Revenues

Our revenues for the nine months ended September 30, 2016 decreased $333.6 million, or 52.0%, to $308.5 million
from $642.2 million for the nine months ended September 30, 2015, due to lower spending from our customers as a
result of lower oil prices. These market conditions resulted in reduced customer activity and a reduction in the price
received for our services. Internationally, we had lower revenue as a result of reduced customer activity in Mexico and
the exit of operations in the Middle East and South America. See “Segment Operating Results — Nine Months Ended
September 30, 2016 and 2015” below for a more detailed discussion of the change in our revenues.

Direct Operating Expenses

Our direct operating expenses decreased $261.8 million, to $276.1 million (89.5% of revenues), for the nine months
ended September 30, 2016, compared to $537.9 million (83.8% of revenues) for the nine months ended September 30,
2015. The decrease is primarily related to a decrease in employee compensation costs, fuel expense and repair and
maintenance expense as we sought to reduce our cost structure and as a result of lower activity levels.

Depreciation and Amortization Expense

Depreciation and amortization expense decreased $33.3 million, or 24.1%, to $105.1 million during the nine months
ended September 30, 2016, compared to $138.4 million for the nine months ended September 30, 2015. The decrease
is primarily attributable to the impairment of certain fixed assets and decreases in capital expenditures, plus lower
amortization expense due to the impairment of certain intangible assets.

General and Administrative Expenses

General and administrative expenses decreased $34.1 million, to $129.6 million (42.0% of revenues), for the nine
months ended September 30, 2016, compared to $163.7 million (25.5% of revenues) for the nine months ended
September 30, 2015. The decrease is primarily due to lower employee compensation costs due to reduced staffing
levels and reduction in wages and decrease in legal expense related to the FCPA investigation in 2015 partially offset
by an increase in professional fees in 2016 related to corporate reorganization.

Impairment Expense

During the nine months ended September 30, 2016, we recorded a $40.0 million impairment to reduce the carrying
value of assets held for sale to fair market value. During the nine months ended September 30, 2015, we recorded a
$582.7 million impairment of goodwill, a $45.0 million impairment of fixed assets, a $1.5 million impairment of other
intangible assets that are no longer being used, and a $63.8 million impairment to reduce the carrying value of assets
held for sale to fair market value.

Interest Expense, Net of Amounts Capitalized

Interest expense increased $12.0 million, or 22.9%, to $64.1 million for the nine months ended September 30, 2016,
compared to $52.1 million for the same period in 2015. The increase is primarily related to increased borrowings and
higher interest rate under the new Term Loan Facility for the nine months ended September 30, 2016 compared to the
same period in 2015.
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Other (Income) Loss, Net

During the nine months ended September 30, 2016, we recognized other income, net, of $0.7 million, compared to
other loss, net, of $10.1 million for the nine months ended September 30, 2015. Our foreign exchange loss relates to
U.S. dollar-denominated transactions in our foreign locations and fluctuations in exchange rates between local
currencies and the U.S. dollar. A $7.7 million allowance for the collectability of our notes receivable related to the
sale of our operations in Argentina was recorded during the nine months ended September 30, 2015.

The following table summarizes the components of other (income) loss, net for the periods indicated:

Nine Months

Ended September

30,

2016 2015

(in thousands)
Interest income $(371) $99 )
Foreign exchange loss 1,112 4,065
Allowance for collectability of notes receivable — 7,705
Other, net (1,406) (1,572 )
Total $(665) $10,099

Income Tax Benefit

We recorded an income tax benefit of $0.5 million on a pre-tax loss of $305.7 million for the nine months ended
September 30, 2016, compared to an income tax benefit of $187.8 million on a pre-tax loss of $953.0 million for the
same period in 2015. Our effective tax rate was 0.2% for the nine months ended September 30, 2016, compared to
19.7% for the nine months ended September 30, 2015. Due to the history of losses in recent years and the current
downturn in the oil and gas industry, the company did not provide a tax benefit of year to date losses for the nine
months ended September 30, 2016. Our effective tax rates for such periods differ from the U.S. statutory rate of 35%
due to a number of factors, including the mix of profit and loss between domestic and international taxing jurisdictions
and the impact of permanent items, including expenses subject to statutorily imposed limitations such as meals and
entertainment expenses, that affect book income but do not affect taxable income and discrete tax adjustments, such as
valuation allowances against deferred tax assets and tax expense or benefit recognized for uncertain tax positions.
Segment Operating Results — Nine Months Ended September 30, 2016 and 2015

The following table shows operating results for each of our segments for the nine months ended September 30, 2016
and 2015 (in thousands):

For the nine months ended September 30, 2016

. . Fishing
U.S. Rig Fluid Coﬂg d and . Functional
. Management Tubing International Total
Services . . Rental Support
Services Services .
Services
Revenues from external $169,627 $ 61230  $24294 $43773 $9582 § — $308,506
customers
Operating expenses 198,671 88,282 40,872 63,512 63,932 95,498 550,767
Operating loss (29,044 ) (27,052 ) (16,578 ) (19,739 ) (54,350 ) (95,498 (242,261 )
For the nine months ended September 30, 2015
. Fluid Coiled ~ ishing .
U.S. Rig . and . Functional
. Management Tubing International Total
Services . . Rental Support
Services Services .
Services
Revenues from external $209275 $125452  $73446 $98461 $45518 § — $642,152
customers
Operating expenses 600,741 152,371 217,923 291,169 156,168 114,545 1,532,917
Operating loss (301,466 ) (26,919 ) (144,477 (192,708 (110,650 ) (114,545 (890,765 )
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U.S. Rig Services

Revenues for our U.S. Rig Services segment decreased $129.6 million, or 43.3%, to $169.6 million for the nine
months ended September 30, 2016, compared to $299.3 million for the nine months ended September 30, 2015. The
decrease for this segment is primarily due to lower spending from our customers as a result of lower oil prices. These
market conditions resulted in reduced customer activity and a reduction in the price received for our services.
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Operating expenses for our U.S. Rig Services segment were $198.7 million for the nine months ended September 30,
2016, which represented a decrease of $402.1 million, or 66.9%, compared to $600.7 million for the same period in
2015. These expenses decreased primarily due to no impairment expense in 2016 compared to $297.7 million
impairment expense in the nine months ended September 30, 2015 and as a result of a decrease in employee
compensation costs and equipment expense as we sought to reduce our cost structure and as a result of lower activity
levels.

Fluid Management Services

Revenues for our Fluid Management Services segment decreased $64.2 million, or 51.2%, to $61.2 million for the
nine months ended September 30, 2016, compared to $125.5 million for the nine months ended September 30, 2015.
The decrease for this segment is primarily due to lower spending from our customers as a result of lower oil prices.
These market conditions resulted in reduced customer activity and a reduction in the price received for our services.
Operating expenses for our Fluid Management Services segment were $88.3 million for the nine months ended
September 30, 2016, which represented a decrease of $64.1 million, or 42.1%, compared to $152.4 million for the
same period in 2015. These expenses decreased primarily due to no impairment expense in 2016 compared to $24.5
million impairment expense in the nine months ended September 30, 2015 and as a result of a decrease in equipment
expense and employee compensation costs as we sought to reduce our cost structure and as a result of lower activity
levels.

Coiled Tubing Services

Revenues for our Coiled Tubing Services segment decreased $49.2 million, or 66.9%, to $24.3 million for the nine
months ended September 30, 2016, compared to $73.4 million for the nine months ended September 30, 2015. The
decrease for this segment is primarily due to lower spending from our customers as a result of lower oil prices. These
market conditions resulted in reduced customer activity and a reduction in the price received for our services.
Operating expenses for our Coiled Tubing Services segment were $40.9 million for the nine months ended
September 30, 2016, which represented a decrease of $177.1 million, or 81.2%, compared to $217.9 million for the
same period in 2015. These expenses decreased primarily due to no impairment expense in 2016 compared to $127.7
million impairment expense in the nine months ended September 30, 2015 and as a result of a decrease in employee
compensation costs, repair and maintenance expense and fuel costs as we sought to reduce our cost structure and as a
result of lower activity levels.

Fishing and Rental Services

Revenues for our Fishing and Rental Services segment decreased $54.7 million, or 55.5%, to $43.8 million for the
nine months ended September 30, 2016, compared to $98.5 million for the nine months ended September 30, 2015.
The decrease for this segment is primarily due to lower spending from our customers as a result of lower oil prices.
These market conditions resulted in reduced customer activity and a reduction in the price received for our services.
Operating expenses for our Fishing and Rental Services segment were $63.5 million for the nine months ended
September 30, 2016, which represented a decrease of $227.7 million, or 78.2%, compared to $291.2 million for the
same period in 2015. These expenses decreased primarily due to no impairment expense in 2016 compared to $181.0
million impairment expense in the nine months ended September 30, 2015 and as a result of a decrease in employee
compensation costs, repair and maintenance expense and fuel costs as we sought to reduce our cost structure and as a
result of lower activity levels.

International

Revenues for our International segment decreased $35.9 million, or 78.9%, to $9.6 million for the nine months ended
September 30, 2016, compared to $45.5 million for the nine months ended September 30, 2015. The decrease was
primarily attributable to lower customer activity in Mexico and the exit of operations in the Middle East and South
America.

Operating expenses for our International segment decreased $92.2 million, or 59.1%, to $63.9 million for the nine
months ended September 30, 2016, compared to $156.2 million for the nine months ended September 30, 2015. These
expenses decreased primarily as a result of a decrease in employee compensation costs and equipment expense,
primarily due to lower activity and the exit of certain International markets, and impairment expense of $62.1 million
for the nine months ended September 30, 2015 compared to $40.0 for the nine months ended September 30, 2016.
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Functional Support

Operating expenses for Functional Support, which represent expenses associated with managing our U.S. and
International reporting segments, decreased $19.0 million, or 16.6%, to $95.5 million (31.0% of consolidated
revenues) for the nine months ended September 30, 2016 compared to $114.5 million (17.8% of consolidated
revenues) for the same period in 2015. The decrease is primarily due to lower employee compensation costs due to
reduced staffing levels and a decrease in legal expense related to the FCPA investigation in 2015 partially offset by an
increase in professional fees in 2016 related to corporate reorganization.

LIQUIDITY AND CAPITAL RESOURCES

Current Financial Condition and Liquidity

As of September 30, 2016, we had cash and cash equivalents of $57.1 million compared to $204.4 million as of
December 31, 2015. Our adjusted working capital (working capital excluding the current portion of long-term debt)
was $79.5 million as of September 30, 2016, compared to $269.1 million as of December 31, 2015. Our working
capital decreased from the prior year end primarily as a result of a decrease in cash and cash equivalents, accounts
receivable and other current assets partially offset by an increase in restricted cash and a decrease in accounts payable.
Our cash balance declined by $147.2 million during nine months ended September 30, 2016 primarily as a result of
our making interest payments on our outstanding debt instruments totaling $49.5 million, moving approximately $18.6
million to restricted cash in order to maintain the borrowing base under our ABL Facility and repaying $24.5 million
of long-term debt. As of September 30, 2016, we had no borrowings outstanding and $38.5 million in committed
letters of credit outstanding under our ABL Facility.

The following table summarizes our cash flows for the nine months ended September 30, 2016 and 2015:

Nine Months Ended

September 30,

2016 2015

(in thousands)
Net cash used in operating activities $(104,809) $(20,838)
Cash paid for capital expenditures (7,420 ) (38,907 )
Proceeds received from sale of fixed assets 13,376 11,500
Proceeds from notes receivable — 595
Repayments of long-term debt (24,548 ) (788 )
Proceeds from long-term debt — 305,550
Restricted cash (18,605 ) —
Proceeds from borrowings on revolving credit facility — 130,000
Repayments on revolving credit facility — (200,000 )
Payment of deferred financing costs — (11,072 )
Other financing activities, net (3,329 ) (3,614 )
Effect of exchange rates on cash (1,908 ) (613 )

Net increase (decrease) in cash and cash equivalents $(147,243) $171,813

Cash used in operating activities was $104.8 million for the nine months ended September 30, 2016 compared to cash
used in operating activities of $20.8 million for the nine months ended September 30, 2015. Cash used by operating
activities for the nine months ended September 30, 2016 was primarily related to net loss adjusted for noncash items
partially offset by a cash inflow related to a decrease in accounts receivable and other current assets. Cash used by
operating activities for the nine months ended September 30, 2015 was primarily related to decrease in deferred tax
liabilities, accounts payable, other accrued liabilities and net loss adjusted for noncash items partially offset by a cash
inflow related to a decrease in accounts receivable.

Cash provided by investing activities was $6.0 million for the nine months ended September 30, 2016 compared to
cash used in investing activities of $26.8 million for the nine months ended September 30, 2015. Cash inflows during
these periods consisted primarily of proceeds from sales of fixed assets. Cash outflows during these periods consisted
primarily of capital expenditures. Our capital expenditures primarily relate to maintenance of our equipment.
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Cash used in financing activities was $46.5 million for the nine months ended September 30, 2016 compared to cash
provided by financing activities of $220.1 million for the nine months ended September 30, 2015. Overall financing
cash outflows for 2016 primarily relate to the increase in restricted cash and repayment of long-term debt. Overall
financing cash inflows for 2015 primarily relate to proceeds from long-term debt partially offset by net repayment of
our prior revolving credit facility.
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Sources of Liquidity and Capital Resources

We expect that our primary sources of liquidity will be from cash on hand and internally generated cash flows from
operations. We had negative cash from operating activities of $22.4 million during the twelve months ended
December 31, 2015 and $104.8 million during the nine months ended September 30, 2016, and, if industry conditions
do not improve, we expect to continue to experience negative cash from operations for the foreseeable future.

At September 30, 2016, our annual debt maturities for our 2021 Notes and Term Loan Facility were as follows:

Year Principal
Payments
(in thousands)
2016 $ 788
2017 3,150
2018 3,150
2019 3,150

2020 and thereafter 953,638

Total principal payments $ 963,876

Facilities and 2021 Notes

Set forth below are descriptions of the 2021 Notes and Facilities as of September 30, 2016. We are in default under
the indenture governing the 2021 Notes and the Facilities due to our filing of the Bankruptcy Petitions. Additionally,
the Plan and Plan Support Agreement contemplate that the 2021 Notes will be cancelled and that we will expect to
enter into new and/or amended agreements with respect to the Facilities in connection with emerging from
bankruptcy, however, no assurance can be given regarding the approval of the Plan or its ultimate terms or our ability
to regain access to revolving credit following emergence from bankruptcy. Additionally, pursuant to the terms of the
second Amendment, we are no longer permitted to draw under our ABL Facility.

6.75% Senior Notes due 2021

We have outstanding $675.0 million of 6.75% Senior Notes due 2021 (the “2021 Notes”). The 2021 Notes are general
unsecured senior obligations and are effectively subordinated to all of our existing and future secured indebtedness.
The 2021 Notes are or will be jointly and severally guaranteed on a senior unsecured basis by certain of our existing
and future domestic subsidiaries. Interest on the 2021 Notes is payable on March 1 and September 1 of each year. The
2021 Notes mature on March 1, 2021.

The 2021 Notes are subject to redemption at any time and from time to time at our option, in whole or in part, at the
redemption prices below (expressed as percentages of the principal amount redeemed), plus accrued and unpaid
interest to the applicable redemption date, if redeemed during the twelve-month period beginning on March 1 of the
years indicated below:

Year Percentage
2016 103.375 %
2017 102.250 %
2018 101.125 %

2019 and thereafter 100.000 %

If we experience a change of control, subject to certain exceptions, we must give holders of the 2021 Notes the
opportunity to sell to us their 2021 Notes, in whole or in part, at a purchase price equal to 101% of the aggregate
principal amount, plus accrued and unpaid interest to the date of purchase.

We are subject to certain negative covenants under the Indenture. The Indenture limits our ability to, among other
things:

tncur additional indebtedness and issue preferred equity interests;

pay dividends or make other distributions or repurchase or redeem equity interests;

make loans and investments;

enter into sale and leaseback transactions;

sell, transfer or otherwise convey assets;

create liens;
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enter into transactions with affiliates;
enter into agreements restricting subsidiaries’ ability to pay
dividends;
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designate future subsidiaries as unrestricted subsidiaries; and

consolidate, merge or sell all or substantially all of the applicable entities’ assets.

These covenants are subject to certain exceptions and qualifications, and contain cross-default provisions relating to
the covenants of our Facilities discussed below. Substantially all of the covenants will terminate before the 2021

Notes mature if one of two specified ratings agencies assigns the 2021 Notes an investment grade rating in the future
and no events of default exist under the Indenture. As of September 30, 2016, the 2021 Notes were rated below
investment grade. Any covenants that cease to apply to us as a result of achieving an investment grade rating will not
be restored, even if the investment rating assigned to the 2021 Notes later falls below investment grade.

ABL Facility

On June 1, 2015, the Company entered into a Loan and Security Agreement (the “ABL Facility””), among the Company
and Key Energy Services, LLC, as the Borrowers (collectively, the “ABL Borrowers™), certain subsidiaries of the ABL
Borrowers named as guarantors therein, the financial institutions party thereto from time to time as Lenders
(collectively, the “ABL Lenders”), Bank of America, N.A., as Administrative Agent for the Lenders (the “ABL
Administrative Agent”), and Bank of America, N.A. and Wells Fargo Bank, National Association, as Co-Collateral
Agents for the Lenders. The ABL Facility provides for aggregate initial commitments from the ABL Lenders of $100
million (the “Commitments”) and matures on February 28, 2020.

The ABL Facility provides the ABL Borrowers with the ability to borrow up to an aggregate principal amount equal

to the lesser of (i) the Commitments and (ii) the sum of (a) 85% of the value of eligible accounts

receivable plus (b) 80% of the value of eligible unbilled accounts receivable, subject to a limit equal to the greater of
(x) $35 million and (y) 25% of the Commitments plus (c) certain cash and cash equivalents deposited for the benefit

of the ABL Lenders, subject to a limit of $15 million. The amount that may be borrowed under the ABL Facility is
subject to reduction for certain reserves provided for by the ABL Facility. In addition, the percentages of accounts
receivable and unbilled accounts receivable included in the calculation described above is subject to reduction to the
extent of certain bad debt write-downs and similar amounts provided in the ABL Facility.

Borrowings under the ABL Facility bear interest, at the ABL Borrowers’ option, at a per annum rate equal to

(1) LIBOR for 30, 60, 90, 180, or, with the consent of the ABL Lenders, 360 days, plus 4.5% or (ii) a base rate equal

to the sum of (a) the greatest of (x) the prime rate, (y) the Federal Funds rate, plus 0.50% or (z) 30-day

LIBOR, plus 1.0% plus (b) 3.5%. In addition, the ABL Facility provides for unused line fees of 1.00% to 1.25% per
year, depending on utilization, letter of credit fees and certain other fees.

The ABL Facility is guaranteed by certain of the Company’s existing and future subsidiaries (the “ABL Guarantors,” and
together with the ABL Borrowers, the “ABL Loan Parties”). To secure their obligations under the ABL Facility, each of
the ABL Loan Parties has granted to the Administrative Agent a first-priority security interest for the benefit of the
ABL Lenders in its present and future accounts receivable, inventory and related assets and proceeds of the foregoing
(the “ABL Priority Collateral”). In addition, the obligations of the ABL Loan Parties under the ABL Facility are secured
by second-priority liens on the Term Priority Collateral (as described below under “Term Loan Facility”).

The revolving loans under the ABL Facility may be voluntarily prepaid, in whole or in part, without premium or
penalty, subject to breakage or similar costs.

The ABL Facility contains certain affirmative and negative covenants, including covenants that restrict the ability of
the ABL Loan Parties to take certain actions without the permission of the ABL Lenders or as permitted under the
ABL Facility including the incurrence of debt, the granting of liens, the making of investments, the payment of
dividends and the sale of assets. The ABL Facility also contains a requirement that the ABL Borrowers comply with a
minimum liquidity covenant, an asset coverage ratio and, during certain periods, a fixed charge coverage ratio.

Under the asset coverage ratio covenant, the ABL Borrowers must maintain an asset coverage ratio of at least 1.5 to
1.0. The asset coverage ratio is generally defined as the ratio of (i) the sum of (a) the value of the Term Priority
Collateral plus (b) certain cash and cash equivalents in excess of $100 million held for the benefit of the Term Loan
Lenders to (ii) the sum of (a) the amount outstanding under the Term Loan Facility and, following repayment of the
Term Loan Facility, the amount outstanding under the ABL Facility, plus (b) the amount of any fine or settlement in
respect of the FCPA Matter (as defined in the ABL Facility) that is secured by a lien on the ABL Priority Collateral or
the Term Priority Collateral (the “Asset Coverage Ratio”).
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Under the fixed charge coverage ratio covenant, the ABL Borrowers must maintain a fixed charge coverage ratio of at
least 1.0 to 1.0 during the period commencing on the day that availability under the ABL Facility is less than the
greater of $20 million and 20% of the Commitments and continuing until the 90th day following the day that
availability under the ABL Facility is greater than the greater of $20 million and 20% of the Commitments. The fixed
charge coverage ratio is generally defined as the ratio of (i) EBITDA minus certain capital expenditures and cash taxes
paid to (ii) the sum of cash interest
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expenses, scheduled principal payments on borrowed money and certain distributions. The ABL Facility permits the
ABL Borrowers, in calculating EBITDA, to add back certain amounts in respect of the investigatory expenses
associated with the FCPA Matter and amounts paid in settlement of the FCPA Matter to the extent such amounts do
not exceed net liquidity, defined as certain cash and cash equivalents minus the principal amount of loans outstanding
under the ABL Facility.

Under the minimum liquidity covenant (the “Minimum Liquidity Covenant”), the ABL Borrowers must not permit
Liquidity, defined as the sum of (i) availability under the ABL Facility plus (ii) certain unrestricted cash and cash
equivalents, to be less than $100.0 million as of the last day of any fiscal quarter or immediately after any cash
payment of a settlement of, or fine in connection with, the FCPA Matter.

The ABL Facility contains customary representations and warranties and conditions to borrowing, including the
absence of any default or event of default, the accuracy in all material respects of the representations and warranties of
the ABL Loan Parties contained in the ABL Facility and the absence of any event or circumstance that has or could
reasonably be expected to have a material adverse effect.

The ABL Facility contains customary events of default, the occurrence of which entitle the ABL Lenders to accelerate
the maturity of amounts outstanding under the ABL Facility and exercise other customary remedies including an event
of default that is triggered if, immediately after any cash payment of a settlement of the FCPA Matter (and after any
cash or borrowings under the ABL Facility are used to fund such payment), (i) the Company shall fail to be in
compliance with the Minimum Liquidity Covenant or (ii) if any loans under the ABL Facility are outstanding on the
date of such cash payment, availability under the ABL Facility is less than 33% of the borrowing base in effect on
such date.

On August 24, 2016, in connection with entering into the Plan Support Agreement, the Company entered into the
Limited Consent and Second Amendment to Loan and Amendment No. 3 to Limited Consent to Loan Agreement and
Forbearance Agreement (the “Second Amendment”) in connection with its revolving credit facility pursuant to the ABL
Facility. Among other provisions, the Second Amendment terminated the lenders’ commitments under the ABL
Facility to make any further extensions of credit, although letters of credit outstanding under the ABL Facility as of
such date will remain outstanding and may be extended pursuant to the terms of the Second Amendment. As a result,
the Company will no longer have access to the liquidity provided by the ABL Facility.

As of September 30, 2016, we have no borrowings outstanding and $38.5 million of letters of credit outstanding under
our ABL Facility.

Term Loan Facility

On June 1, 2015, the Company entered into a Term Loan and Security Agreement (the “Term Loan Facility””), among
the Company, as Borrower, certain subsidiaries of the Company named as guarantors therein, the financial institutions
party thereto from time to time as Lenders (collectively, the “Term Loan Lenders”), Cortland Capital Market Services
LLC, as Agent for the Lenders (the “Term Loan Administrative Agent”), and Merrill Lynch, Pierce, Fenner & Smith
Incorporated, as Sole Lead Arranger and Sole Bookrunner.

On June 1, 2015, the Company and other parties thereto closed on the Term Loan Facility, the Company borrowed
$315 million (prior to giving effect to an upfront discount of 3% which resulted in net proceeds to the Company, prior
to expenses, of approximately $305.5 million), and the Company used a portion of such proceeds to repay its prior
credit facility. The Term Loan Facility provides for an incremental facility which, subject to the agreement of one or
more Term Loan Lenders or other institutional lenders agreeing to provide the additional loans and the satisfaction of
certain terms and conditions, would enable the Company to borrow additional amounts under the Term Loan Facility
as long as the aggregate outstanding amount of all borrowings thereunder does not exceed $400 million. The Term
Loan Facility will mature on June 1, 2020, although such maturity date may, at the Company’s request, be extended by
one or more of the Term Loan Lenders pursuant to the terms of the Term Loan Facility.

Borrowings under the Term Loan Facility bear interest, at the Company’s option, at a per annum rate equal to

(i) LIBOR for one, two, three, six, or, with the consent of the Term Loan Lenders, 12 months, plus 9.25% or (ii) a
base rate equal to the sum of (a) the greatest of (x) the prime rate, (y) the Federal Funds rate, plus 0.50% and

(z) 30-day LIBOR, plus 1.0% plus (b) 8.25%.
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The Term Loan Facility is guaranteed by certain of the Company’s existing and future subsidiaries (the “Term Loan
Guarantors,” and together with the Company, the “Term Loan Parties”). To secure their obligations under the Term Loan
Facility, each of the Term Loan Parties has granted to the Agent a first-priority security interest for the benefit of the
Term Loan Lenders in substantially all of each Term Loan Party’s assets other than certain excluded assets and the

ABL Priority Collateral (the “Term Priority Collateral”). In addition, the obligations of the Term Loan Parties under the
Term Loan Facility are secured by second-priority liens on the ABL Priority Collateral (as described above under

“ABL Facility”).
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The loans under the Term Loan Facility may be prepaid at the Company’s option, subject to the payment of a
prepayment premium in certain circumstances as provided in the Term Loan Facility. The Company is required to
make principal payments in the amount of $787,500 per quarter commencing with the quarter ended September 30,
2015. In addition, pursuant to the Term Loan Facility, the Company must offer to prepay term loans out of the Net
Cash Proceeds (as defined in the Term Loan Facility) of certain asset sales and, for each fiscal year beginning with the
Company’s fiscal year ending December 31, 2015, the Company must offer to prepay term loans in an aggregate
principal amount equal to 50% of the Company’s Excess Cash Flow (as defined in the Term Loan Facility) for such
fiscal year. Within 30 days following any Change of Control (as defined in the Term Loan Facility), the Company
must offer to prepay all term loans (i) at a price of 101% of the amount thereof if, after giving effect to such Change of
Control, the Asset Coverage Ratio is at least 1.5 to 1.0 or (ii) at a price equal to the greater of 101% of the amount
thereof and the applicable prepayment premium provided for in the Term Loan Facility if, after giving effect to such
Change of Control, the Asset Coverage Ratio is less than 1.5 to 1.0.

The Term Loan Facility contains customary representations and warranties and certain affirmative and negative
covenants, including covenants that restrict the ability of the Term Loan Parties to take certain actions without the
permission of the Term Loan Lenders or as permitted under the Term Loan Facility including the incurrence of debt,
the granting of liens, the making of investments, the payment of dividends and the sale of assets. The Term Loan
Facility also contains financial covenants requiring that the Company maintain an Asset Coverage Ratio of at least 1.5
to 1.0 and that Liquidity (as defined in the Term Loan Facility) must not be less than $100 million as of the last day of
any fiscal quarter or immediately after any cash payment of a settlement of, or fine in connection with, the FCPA
Matter.

The Term Loan Facility contains events of default, the occurrence of which entitle the Term Loan Lenders to
accelerate the maturity of amounts outstanding under the Term Loan Facility and exercise other customary remedies.
The Term Loan Lenders agreed to forbear as to certain events of default in connection with entering into the Plan
support Agreement.

Letter of Credit Facility

On November 7, 2013, we entered into an uncommitted, unsecured $15.0 million letter of credit facility to be used
solely for the issuances of performance letters of credit. As of September 30, 2016, $2.0 million of letters of credit
were outstanding under the facility.

Liquidity Outlook

As of September 30, 2016, we had cash and cash equivalents of $57.1 million and no borrowing capacity under the
ABL Facility. During the nine months ended September 30, 2016, we utilized existing cash balances to fund the
Company’s operations as our cash flow from operations was negative $104.8 million. Our ability to fund our
operations, pay the principal and interest on our long-term debt and satisfy our other obligations will depend upon the
amount of cash we have on hand and the amount of cash flows we are able to generate from our operations. If industry
conditions do not improve, we are likely to continue to have significant negative cash flows from operations during
the remainder of 2016.

We have had negative cash flows from operations in recent fiscal periods and conditions in our industry remain
depressed. Additionally, and as more fully described above, each of our Facilities and our Indenture contain
affirmative and negative covenants, including financial ratios and tests, and if we fail to remain in compliance with
those covenants, our lenders and note holders may declare us to be in default and exercise a variety of remedies
against us. These covenants include, among others, covenants that restrict our ability to take certain actions without
the permission of the holders of our indebtedness, including the incurrence of debt, the granting of liens, the making
of investments, the payment of dividends and the sale of assets, and the financial ratios and tests include, among
others, a requirement that we comply with a Minimum Liquidity Covenant, an Asset Coverage Ratio and, during
certain periods, a fixed charge coverage ratio.

Our ability to satisfy required financial covenants, ratios and tests in our debt agreements and to generate cash from
operations and maintain availability of cash and other sources of liquidity can be affected by events beyond our
control, including commodity prices, demand for our services, the valuation of our assets and other obligations as well
as prevailing economic, financial and industry conditions, and we can offer no assurance that we will be able to
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generate sufficient cash from operations, maintain sufficient liquidity or comply with such covenants or that the
holders of our indebtedness will not seek to assert that we are not in compliance with our covenants. For example, the
Term Priority Collateral used in calculating Asset Coverage Ratio compliance includes substantially all of our
operating assets, and the value of these assets is susceptible to decline during periods of low activity. If the appraised
value of these assets further declines and we are unable to repay amounts outstanding under the Term Loan Facility
and/or provide additional Term Priority Collateral, we may be unable to comply with the Asset Coverage Ratio in the
Facilities.

Likewise, we are required to maintain Liquidity (as defined in the Facilities) of not less than $100 million as of the
last day of any fiscal quarter or immediately after any cash payment of a settlement of, or fine in connection with, the
FCPA matter. If we continue to experience negative cash from operations or are required to expend cash to repay
additional amounts under
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the Term Loan Facility or to discharge other obligations, we may be unable to maintain compliance with the
Minimum Liquidity Covenant under the Facilities.

Finally, under our ABL Facility, we must maintain a fixed charge coverage ratio of at least 1.0 to 1.0 during the period
commencing on the day that availability under the ABL Facility is less than the greater of $20 million and 20% of the
Commitments under the ABL Facility. The fixed charge coverage ratio is generally defined as the ratio of (i) EBITDA
minus certain capital expenditures and cash taxes paid to (ii) the sum of cash interest expenses, scheduled principal
payments on borrowed money and certain distributions. We have generated negative EBITDA in recent fiscal periods
and therefore believe that, in the absence of a significant improvement in the conditions in our industry, we would not
be in compliance with the fixed charge coverage ratio if our availability were to decrease to a level that resulted in
such covenant becoming applicable. Availability under the ABL Facility is influenced primarily by our use of the
facility and by the level of our accounts receivable. As of September 30, 2016, we had no borrowings outstanding but
had $38.5 million of committed letters of credit outstanding under the ABL Facility. Our accounts receivable have
been decreasing as a result of the conditions in our industry, and, although we have been taking steps to seek to
maintain the availability under our ABL Facility, such as by depositing cash with the ABL Lenders and seeking to
cash collateralize certain letters of credit, we may not be able to maintain sufficient availability to avoid the
application, and a potential breach, of the fixed charge coverage ratio.

As aresult, in light of the current conditions in our industry, our significant negative cash flow, our high level of
indebtedness and diminishing liquidity and the risk that we may be unable to remain in compliance with the financial
ratios in our Facilities, we entered into the Plan Support Agreement and commenced the Chapter 11 Cases. Please
read Part I, Item 1A. Risk Factors in this Current Report on Form 10-Q for a discussion of certain risks associated
with our restructuring.

Future Capital Requirements

During the nine months ended September 30, 2016, our capital expenditures totaled $7.4 million, primarily related to
the ongoing maintenance of our equipment. Our capital expenditure plan for 2016 contemplates spending up to
approximately $20.0 million, subject to market conditions. This is primarily related to equipment maintenance needs.
Our capital expenditure program for 2016 is subject to market conditions, including activity levels, commodity prices,
industry capacity and specific customer needs. Our focus for 2016 has been and continues to be the maximization of
our current equipment fleet, but we may choose to increase our capital expenditures in 2016 to increase market share
or expand our presence into a new market. We may also incur capital expenditures for strategic investments and
acquisitions.

Off-Balance Sheet Arrangements

At September 30, 2016 we did not, and we currently do not, have any off-balance sheet arrangements that have or are
reasonably likely to have a material current or future effect on our financial condition, revenues or expenses, results of
operations, liquidity, capital expenditures or capital resources.

ITEM 3. QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK

There have been no material changes in our quantitative and qualitative disclosures about market risk from those
disclosed in our 2015 Form 10-K. More detailed information concerning market risk can be found in “Item 7A.
Quantitative and Qualitative Disclosures about Market Risk” in our 2015 Form 10-K.

ITEM 4. CONTROLS AND PROCEDURES

Disclosure Controls and Procedures

As of the end of the period covered by this Quarterly Report on Form 10-Q, management performed, with the
participation of our Chief Executive Officer and our Chief Financial Officer, an evaluation of the effectiveness of our
disclosure controls and procedures as defined in Rules 13a-15(e) and 15d-15(e) of the Securities Exchange Act of
1934, as amended (the “Exchange Act”). Our disclosure controls and procedures are designed to ensure that information
required to be disclosed by us in the reports we file or submit under the Exchange Act is recorded, processed,
summarized, and reported within the time periods specified in the SEC’s rules and forms. Disclosure controls and
procedures include, without limitation, controls and procedures designed to ensure that information is accumulated
and communicated to our management, including our Chief Executive Officer and our Chief Financial Officer, to
allow timely decisions regarding required disclosures. Based on this evaluation, management concluded that our
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disclosure controls and procedures are effective as of the end of the period covered by this report.

Changes in Internal Control over Financial Reporting

There were no changes in our internal control over financial reporting during the third quarter of 2016 that materially
affected, or were reasonably likely to materially affect, our internal control over financial reporting.
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PART Il — OTHER INFORMATION

ITEM 1. LEGAL PROCEEDINGS

We are subject to various suits and claims that have arisen in the ordinary course of business. We do not believe that
the disposition of any of our ordinary course litigation will result in a material adverse effect on our consolidated
financial position, results of operations or cash flows. For additional information on legal proceedings, see “Note 10.
Commitments and Contingencies” in “Item 1. Financial Statements” of Part I of this report, which is incorporated herein
by reference.

Beginning in January 2014, the Company has cooperated with investigations by the Department of Justice and the
SEC into possible violations by the Company of the Foreign Corrupt Practices Act (“FCPA”). On April 28, 2016, the
Company announced that the Department of Justice had closed its investigation and that the Department had decided
to decline prosecution of the Company. Effective August 11, 2016, the Company entered into a settlement agreement
with the SEC resolving the SEC’s investigation into possible violations of the FCPA by the Company or its
subsidiaries. Pursuant to the settlement, Key has agreed to pay disgorgement of $5.0 million and to cease and desist
from committing or causing any violations of the books and records and internal controls provisions of the FCPA. The
Company neither admitted nor denied any of the SEC’s allegations, except as to jurisdiction. The Company accrued a
liability for the SEC settlement in the first quarter in the amount of $5.0 million,which we paid on August 25, 2016.
Between May of 2013 and June of 2014, five lawsuits (four class actions and one enforcement action) were filed in
California involving alleged violations of California’s wage and hour laws. In general, the lawsuits allege failure to pay
wages, including overtime and minimum wages, failure to pay final wages upon employment terminations in a timely
manner, failure to reimburse reasonable and necessary business expenses, failure to provide wage statements
consistent with California law, and violations of the California meal and break period laws, among other claims. Two
of the five cases have been consolidated in United States District Court for the Central District of California. On
December 22, 2015, that court issued an order granting in part and denying in part a class certification motion. The
court initially certified a class of hourly paid, non-exempt oilfield employees who allege they did not receive
reimbursement for all business expenses and allege they did not receive all rest breaks required by California law. On
July 6, 2016, the court granted plaintiffs’ motion for reconsideration, and certified additional claims alleging that the
wage statements were inaccurate and the overtime was improperly calculated. The court did not determine whether
Key is liable to any of the class members. The plaintiff in the third case was required to file the motion for class
certification by September 30, 2016, but that motion was not filed. The fourth case is waiting for a decision regarding
whether it will move forward in California state court or in federal court. The fifth case was dismissed on July 19,
2016. On September 29, 2016, a new class action was filed in California involving the same allegations as the
previously filed California class actions plus a claim for overtime wages under federal law. The Company was served
with the complaint, but no response will be required during the pendency of the automatic stay. We have investigated
the claims in the four remaining lawsuits, and intend to vigorously defend them. Because these cases are at an early
stage, we cannot estimate any possible loss or range of loss.

In August 2014, two class action lawsuits were filed in the U.S. District Court, Southern District of Texas, Houston
Division, individually and on behalf of all other persons similarly situated against the Company and certain officers of
the Company, alleging violations of federal securities laws, specifically, violations of Section 10(b) thereunder, and
Rule 10(b)-5, thereunder, and Section 20(a) of the Securities Exchange Act of 1934. Those lawsuits were styled as
follows: Sean Cady, Individually and on Behalf of All Other Persons Similarly Situated v. Key Energy Services, Inc.,
Richard J. Alario, and J. Marshall Dodson, No. 4:14-cv-2368, filed on August 15, 2014; and Ian W. Davidson,
Individually and on Behalf of All Other Persons Similarly Situated v. Key Energy Services, Inc., Richard J. Alario,
and J. Marshall Dodson, No. 4.14-cv-2403, filed on August 21, 2014. On December 11, 2014, the Court entered an
order that consolidated the two lawsuits into one action, along with any future filed tag-along actions brought on
behalf of purchasers of Key Energy Services, Inc. common stock. The order also appointed Inter-Local Pension Fund
as the lead plaintiff in the class action and approved the law firm of Spector Roseman Kodroff & Willis, P.C. as lead
counsel for the consolidated class and Kendall Law Group, LLP, as local counsel for the consolidated class. The lead
plaintiff filed the consolidated amended complaint on February 13, 2015. Among other changes, the consolidated
amended complaint added Taylor M. Whichard III and Newton W. Wilson III as defendants, and sought to represent a
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class of purchasers of the Company’s stock between September 4, 2012 and July 17, 2014. Defendants Key Energy
Services, Inc., Richard J. Alario, J. Marshall Dodson and Newton W. Wilson III filed a Motion to Dismiss on April
14, 2015. Defendant Taylor M. Whichard III filed a Joinder in Motion and Motion to Dismiss on the same date. Lead
plaintiff filed an opposition to that motion, and all defendants filed reply briefs in support of the motion. On April 1,
2016, the Court issued its Opinion and Order granting the defendants’ Motion to Dismiss. The Court allowed the lead
plaintiff 20 days to file another amended complaint or to inform the Court that it no longer wishes to proceed with the
suit. On April 20, 2016, the lead plaintiff notified the Court that it did not intend to amend its complaint. On April 26,
2016, the Court entered a final judgment dismissing the case. The deadline for the lead plaintiff to appeal the dismissal
expired on May 26, 2016. Accordingly, there has not been any loss associated with this case.
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In addition, in a letter dated September 4, 2014, a purported shareholder of the Company demanded that the
Company’s board of directors (the “Board”) commence an independent internal investigation into and legal proceedings
against each member of the Board, a former member of the Board and certain officers of the Company for alleged
violations of Maryland and/or federal law. The letter alleges that the Board and senior officers breached their fiduciary
duties to the Company, including the duty of loyalty and due care, by (i) improperly accounting for goodwill, (ii)
causing the Company to potentially violate the FCPA, resulting in an investigation by the SEC, (iii) causing the
Company to engage in improper conduct related to the Company’s Russia operations; and (iv) making false statements
regarding, and failing to properly account for, certain contracts with Pemex. As described in the letter, the purported
shareholder believes that the legal proceedings should seek recovery of damages in an unspecified amount allegedly
sustained by the Company. The Board referred the demand letter to a special committee of the Board (the “Special
Committee”).

In April 2016, the Special Committee decided to recommend to the Board that the actions stated in the demand letter,
including the commencement of litigation asserting the claims stated in the demand letter, would not serve the best
interests of the Company and its shareholders, and that the demand should be refused. On May 12, 2016, the Special
Committee reported its recommendations to the independent members of the board, who voted unanimously to ratify,
adopt and approve the recommendations of the Special Committee and directed counsel to prepare a response. On
August 10, 2016, the Board approved the response and the purported shareholder was notified of this determination on
August 12, 2016. We cannot predict the outcome of this matter.

In March 2015, two collective action lawsuits were filed in the Southern District of Texas, Corpus Christi Division,
individually and on behalf of all others similarly situated, alleging violations of the Fair Labor Standards Act of 1938
(“FLSA”). The first was filed on March 9, 2015 by Juan Aguilar as lead plaintiff (the “Aguilar Suit”), and the second was
filed on March 13, 2015 by Cristobal Lazo (the “Lazo Suit”). We agreed to conditional certification in the Aguilar Suit
and notice of the case issued to 56 putative class members. Only 11 of the eligible class members filed a notice of
consent to join the lawsuit by the opt-in deadline. This is an opt-in rate of just below 20%. The Aguilar Suit was set
for trial on December 12, 2016, but all deadlines and settings have been stayed with the filing of bankruptcy. We also
agreed to conditional certification in the Lazo Suit and notice of the case issued to 14 putative class members. Nine
putative class members, including the named plaintiff, have filed a notice of consent to join the lawsuit and the
deadline to join expired on April 4, 2016. There is no trial date set for the Lazo Suit. At this time, we cannot estimate
any possible loss or range of loss in either case.

On May 7, 2015, a class and collective action lawsuit was filed by Christopher Marion in the Southern District of
Texas, Houston Division, individually and on behalf of all others similarly situated, alleging violations of the FLSA
and the New Mexico Minimum Wage Act (the “Marion Suit”). We agreed to conditional certification of a putative class
and notice issued to 174 putative class members. Only 27 of the eligible class members filed a notice of consent to
join the lawsuit by the opt-in deadline. This is an opt-in rate of just above 15%. There is no trial date set for the
Marion Suit. At this time, we cannot estimate any possible loss or range of loss for this case.

In November 2015, the Santa Barbara County District Attorney filed a criminal complaint against two former
employees and Key, specifically alleging three counts of violations of California Labor Code section 6425(a) against
Key. The complaint seeks unspecified penalties against Key related to an October 12, 2013 accident which resulted in
the death of one Key employee at a drilling site near Santa Maria, California. An arraignment was held on February
10, 2016, where Key and its former employees pleaded not guilty to all charges. Because the matter is in early stages,
we cannot predict the outcome at this time. Accordingly, we cannot estimate any possible loss or range of loss.

On or about November 23, 2015, the North Dakota Industrial Commission (“NDIC”) filed a notice in the county of
Burleigh County, ND alleging statutory violations by Key Energy Services, LLC, as operator of two salt water
disposal wells in the state of North Dakota. The NDIC pled for approximately $888,000 in fines and costs. In October
2016, the Company settled with the NDIC for $88,750.

On October 24, 2016, the Debtors commenced the Chapter 11 Cases. For a description of the Chapter 11 Cases, see
Note 1.

ITEM 1A. RISK FACTORS
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In addition to the risk factors below and the other information set forth in this report, you should carefully consider the
factors discussed in Part I, Item 1A. Risk Factors of the 2015 Form 10-K for information concerning risk factors.

We are subject to the risks and uncertainties associated with our Chapter 11 proceedings.

For the duration of our Chapter 11 proceedings, our operations and our ability to develop and execute our business
plan, and our continuation as a going concern, are subject to the risks and uncertainties associated with bankruptcy.
These risks include the following:
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our ability to prosecute, confirm and consummate the Plan or another plan of reorganization with respect to the
Chapter 11 proceedings;

the high costs of bankruptcy proceedings and related fees;

our ability to obtain sufficient financing to allow us to emerge from bankruptcy and execute our business plan
post-emergence;

our ability to maintain our relationships with our suppliers, service providers, customers, employees, and other third
parties;

our ability to maintain contracts that are critical to our operations;

our ability to execute our business plan in the current depressed commodity price environment;

our ability to attract, motivate and retain key employees;

the ability of third parties to seek and obtain court approval to terminate contracts and other agreements with us;

the ability of third parties to seek and obtain court approval to convert the Chapter 11 proceedings to a Chapter 7
proceeding; and

the actions and decisions of our creditors and other third parties who have interests in our Chapter 11 proceedings that
may be inconsistent with our plans.

Delays in our Chapter 11 proceedings increase the risks of our being unable to reorganize our business and emerge
from bankruptcy and increase our costs associated with the bankruptcy process.

These risks and uncertainties could affect our business and operations in various ways. For example, negative events
associated with our Chapter 11 proceedings could adversely affect our relationships with our suppliers, service
providers, customers, employees, and other third parties, which in turn could adversely affect our operations and
financial condition. Also, we need the prior approval of the Bankruptcy Court for transactions outside the ordinary
course of business, which may limit our ability to respond timely to certain events or take advantage of certain
opportunities. Because of the risks and uncertainties associated with our Chapter 11 proceedings, we cannot accurately
predict or quantify the ultimate impact of events that occur during our Chapter 11 proceedings that may be
inconsistent with our plans.

The Plan Support Agreement is subject to significant conditions and milestones that may be difficult for us to satisfy.
There are certain material conditions we must satisfy under the Plan Support Agreement, including the timely
satisfaction of milestones in the Chapter 11 proceedings, such as confirmation of the Plan and effectiveness of the
Plan. Our ability to timely complete such milestones is subject to risks and uncertainties many of which are beyond
our control.

If the Plan Support Agreement is terminated, our ability to confirm and consummate the Plan could be materially and
adversely affected.

The Plan Support Agreement contains a number of termination events, the occurrence of which gives certain parties to
the Plan Support Agreement the right to terminate the agreement. If the Plan Support Agreement is terminated, each
of the parties thereto will be released from their obligations in accordance with the terms of the Plan Support
Agreement. Such termination may result in the loss of support for the Plan by the parties to the Plan Support
Agreement, which could adversely affect our ability to confirm and consummate the Plan. If the Plan is not
consummated, there can be no assurance that any new Plan would be as favorable to holders of claims as the current
Plan.

We may not be able to obtain confirmation of the Plan.

There can be no assurance that the Plan as outlined in the Plan Support Agreement (or any other plan of
reorganization) will be approved by the Bankruptcy Court. As a result, investors should exercise caution with respect
to existing and future investments in our securities.

The success of any reorganization will depend on approval by the Bankruptcy Court and the willingness of existing
debt and security holders to agree to the exchange or modification of their interests as outlined in the Plan, and there
can be no guarantee of success with respect to the Plan or any other plan of reorganization. For instance, we might
receive official objections to confirmation of the Plan from various stakeholders in the Chapter 11 Cases. We cannot
predict the impact that any objection might have on the Plan or on a Bankruptcy Court’s decision to confirm the Plan.
Any objection may cause us to devote significant resources in response which could materially and adversely affect
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our business, financial condition and results of operations.

If the Plan is not confirmed by the Bankruptcy Court, it is unclear whether we would be able to reorganize our
business and what, if any, distributions holders of claims against us, including holders of our secured and unsecured
debt and equity, would ultimately receive with respect to their claims. We have a significant amount of secured
indebtedness that is senior to our unsecured indebtedness and a significant amount of total indebtedness that is senior
to our existing common stock in our capital structure. As a result, we believe that implementation of any plan is likely
to result in a limited recovery for unsecured noteholders, if any, and place equity holders at significant risk of losing
most or all of their interests in our company.
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There can be no assurance as to whether we will successfully reorganize and emerge from the Chapter 11 Cases or, if
we do successfully reorganize, as to when we would emerge from the Chapter 11 Cases.

Trading in our securities is highly speculative and poses substantial risks. We expect that the existing common stock
of the Company will be extinguished and the warrants proposed to be issued to existing equity holders under the Plan
may not have any value.

The Plan, as outlined in the Plan Support Agreement, provides that our outstanding notes will be converted into equity
of the reorganized Company and that the existing common stock of the Company will be extinguished upon the
Company’s emergence from Chapter 11. The Plan provides that all equity interests of existing equity holders will be
extinguished. Existing equity holders will receive equity in the reorganized Company and certain equity holders also
had the right to participate in a rights offering warrants representing the right to purchase new common stock in the
reorganized Company. Even if the Plan is confirmed as currently outlined, the value of any securities or warrants that
are issued is highly speculative and the exercise prices of such warrants are based upon assumed equity values that
may never be attained.

We may not have adequate liquidity to operate our business.

We have historically relied on cash on hand, cash provided by operating activities and borrowing availability under
our ABL Facility for our liquidity needs. In connection with entering into the Plan Support Agreement, the lenders’
commitments under the ABL Facility were terminated and we therefore no longer have access to the liquidity
provided by that facility. Instead, we will be required to rely on our cash balances and cash provided by operating
activities. As of September 30, 2016, we had cash and cash equivalents of $57.1 million compared to $204.4 million
as of December 31, 2015. Our cash balance declined by $147.2 million during the first nine months of 2016 primarily
as a result of our making interest payments on our outstanding debt instruments totaling $49.5 million, moving
approximately $18.6 million to restricted cash and repaying $24.5 million of long-term debt. In addition, we had
negative cash from operating activities of $22.4 million during the twelve months ended December 31, 2015 and
$105.4 million during the nine months ended September 30, 2016, and, if industry conditions do not improve, we
expect to continue to experience negative cash from operations for the foreseeable future. Accordingly, there can be
no assurance that we will be able to maintain sufficient liquidity or access other sources of liquidity.

Our historical financial information may not be indicative of our future financial performance.

Our capital structure will likely be significantly altered under any plan of reorganization ultimately confirmed by the
Bankruptcy Court. Under fresh-start reporting rules that may apply to us upon the effective date of a plan of
reorganization, our assets and liabilities would be adjusted to fair values and our accumulated deficit would be
restated to zero. Accordingly, if fresh-start reporting rules apply, our financial condition and results of operations
following our emergence from Chapter 11 would not be comparable to the financial condition and results of
operations reflected in our historical financial statements. Further, a plan of reorganization could materially change the
amounts and classifications reported in our consolidated historical financial statements, which do not give effect to
any adjustments to the carrying value of assets or amounts of liabilities that might be necessary as a consequence of
confirmation of a plan of reorganization.

The pursuit of the Chapter 11 Cases has consumed and will continue to consume a substantial portion of the time and
attention of our management, which may have an adverse effect on our business and results of operations, and we may
face increased levels of employee attrition.

While the Chapter 11 Cases continue, our management will be required to spend a significant amount of time and
effort focusing on the cases. This diversion of attention may materially adversely affect the conduct of our business,
and, as a result, on our financial condition and results of operations, particularly if the Chapter 11 Cases are
protracted.

During the pendency of the Chapter 11 Cases, our employees will face considerable distraction and uncertainty and
we may experience increased levels of employee attrition. A loss of key personnel or material erosion of employee
morale could have a materially adverse effect on our ability to meet customer expectations, thereby adversely
affecting our business and results of operations. The failure to retain or attract members of our management team and
other key personnel could impair our ability to execute our strategy and implement operational initiatives, thereby
having a material adverse effect on our financial condition and results of operations. Likewise, we could experience
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losses of customers who may be concerned about our ongoing long-term viability.

In certain instances, a Chapter 11 case may be converted to a case under Chapter 7 of the Bankruptcy Code.

Upon a showing of cause, the Bankruptcy Court may convert our Chapter 11 case to a case under Chapter 7 of the
Bankruptcy Code. In such event, a Chapter 7 trustee would be appointed or elected to liquidate our assets for
distribution in accordance with the priorities established by the Bankruptcy Code. We believe that liquidation under
Chapter 7 would result in significantly smaller distributions being made to our creditors than those provided for in our
Plan because of (i) the likelihood that the assets would have to be sold or otherwise disposed of in a distressed fashion
over a short period of time rather than a
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controlled manner and as a going concern, (ii) additional administrative expenses involved in the appointment of a
Chapter 7 trustee, and (iii) additional expenses and claims, some of which would be entitled to priority, that would be
generated during the liquidation and from the rejection of leases and other executory contracts in connection with a
cessation of operations.

We may be subject to claims that will not be discharged in our Chapter 11 proceedings, which could have a material
adverse effect on our financial condition and results of operations.

The Bankruptcy Code provides that the confirmation of a plan of reorganization discharges a debtor from substantially
all debts arising prior to confirmation. With few exceptions, all claims that arose prior to confirmation of the plan of
reorganization (i) would be subject to compromise and/or treatment under the plan of reorganization and (ii) would be
discharged in accordance with the Bankruptcy Code and the terms of the plan of reorganization. Any claims not
ultimately discharged through a Chapter 11 plan of reorganization could be asserted against the reorganized entities
and may have an adverse effect on our financial condition and results of operations on a post-reorganization basis.
Transfers of our equity, or issuances of equity before or in connection with our Chapter 11 proceedings, may impair
our ability to utilize our federal income tax net operating loss carryforwards in future years.

Under federal income tax law, a corporation is generally permitted to deduct from taxable income net operating losses
carried forward from prior years. We have net operating loss carryforwards of approximately $822 million as of
December 31, 2015. Our ability to utilize our net operating loss carryforwards to offset future taxable income and to
reduce federal income tax liability is subject to certain requirements and restrictions. If we experience an “ownership
change,” as defined in section 382 of the Internal Revenue Code, then our ability to use our net operating loss
carryforwards and amortizable tax basis in our properties may be substantially limited, which could have a negative
impact on our financial position and results of operations. Generally, there is an “ownership change” if one or more
stockholders owning 5% or more of a corporation’s common stock have aggregate increases in their ownership of such
stock of more than 50 percentage points over the prior three-year period. Certain trading that might trigger an
ownership change is currently (i) prohibited by a bylaw amendment adopted by the Company on August 24, 2016,
and/or (ii) subject to certain procedures adopted by the Bankruptcy Court on October 25, 2016 requiring (among other
things) prior notification to the company. Following the implementation a plan of reorganization, it is possible that an
“ownership change” may be deemed to occur. Under section 382 of the Internal Revenue Code, absent an applicable
exception, if a corporation undergoes an “ownership change,” the amount of its net operating losses that may be utilized
to offset future taxable income generally is subject to an annual limitation. Further, future deductions for depreciation,
depletion and amortization could be limited if the fair value of our assets is determined to be less than the tax basis.
ITEM 2. UNREGISTERED SALES OF EQUITY SECURITIES AND USE OF PROCEEDS

Issuer Purchases of Equity Securities

During the three months ended September 30, 2016, we repurchased the shares shown in the table below to satisfy tax
withholding obligations upon the vesting of restricted stock awarded to certain of our employees:

Period gﬁ;?::;ﬁfchase d Average Price
Paid per Share(1)

July 1, 2016 to July 31, 2016 353 $ 007

August 1, 2016 to August 31, 2016 1,935 0.09

September 1, 2016 to September 30, 2016 16,287 0.06

Total 18,575 $ 0.06

(I)The price paid per share with respect to the tax withholding repurchases was determined using the closing prices on
the applicable vesting date.

ITEM 3. DEFAULTS UPON SENIOR SECURITIES

None.

ITEM 4. MINE SAFETY DISCLOSURES

Not applicable.

ITEM 5. OTHER INFORMATION

None.
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ITEM 6. EXHIBITS
The Exhibit Index, which follows the signature pages to this report and is incorporated by reference herein, sets forth a
list of exhibits to this report.
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SIGNATURE
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.

/s/ 1.
Date:November 14,2016 By:MARSHALL
DODSON
J. Marshall
Dodson
Senior Vice
President and
Chief
Financial
Officer
(As duly
authorized
officer and
Principal
Financial
Officer)
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EXHIBIT INDEX
Exhibit No. Description

3.1

3.2

33

34

35

10.1

10.2

10.3

10.4

10.5

Articles of Restatement of Key Energy Services, Inc. (Incorporated by reference to Exhibit 3.1 of our
Annual Report on Form 10-K for the fiscal year ended December 31, 2006, File No. 001-08038).

Unanimous consent of the Board of Directors of Key Energy Services, Inc. dated January 11, 2000,
limiting the designation of the additional authorized shares to common stock. (Incorporated by reference
to Exhibit 3.2 of our Quarterly Report on Form 10-Q for the quarter ended March 31, 2000, File No.
001-08038).

Ninth Amended and Restated By-laws of Key Energy Services, Inc. as amended through August 21,
2015. (Incorporated by reference to Exhibit 3.1 of our Current Report on Form 8-K filed on August 24,
2015, File No. 001-08038).

Amendment to Ninth Amended and Restated By-laws of Key Energy Services, Inc. (Incorporated by
reference to to Exhibit 3.1 of our Current Report on Form 8-K filed on August 8, 2016, File No.
001-08038).

Amendment to Ninth Amended and Restated By-laws of Key Energy Services, Inc. (Incorporated by
reference to to Exhibit 3.1 of our Current Report on Form 8-K filed on August 25, 2016, File No.
001-08038).

Plan Support Agreement, dated August 24, 2016, by and among Key Energy Services, Inc., certain Key
Energy Services, Inc. subsidiaries, Platinum Equity and certain other Holders and Lenders party thereto.
(Incorporated by reference to Exhibit 10.1 of our Current Report on Form 8-K filed on August 25, 2016,
File No. 001-08038).

Limited Consent and Second Amendment to Loan Agreement Consent and Amendment No. 3 to Limited
Consent to Loan Agreement and Forbearance Agreement, dated August 24, 2016, among Key Energy
Services, Inc., Key Energy Services, LLC, certain subsidiaries of the Borrowers as Guarantors, Lenders
and Co-Collateral Agents party thereto and Bank of America, N.A., as administrative agent for the
Lenders. (Incorporated by reference to Exhibit 10.2 of our Current Report on Form 8-K filed on August
25, 2016, File No. 001-08038.)

Backstop Commitment Agreement, dated September 21, 2016, among Key Energy Services, Inc. and the
Backstop Participants party thereto. (Incorporated by reference to Exhibit 10.1 of our Current Report on
Form 8-K filed on September 22, 2016, File No. 001-08038).

Change of Control Agreement, dated October 20, 2016, between Key Energy Services, Inc. and Eddie
Picard. (Incorporated by reference to Exhibit 10.1 of our Current Report on Form 8-K filed on October
21, 2016, File No. 001-08038).

Form of Cash Retention Award Agreement granted January 28, 2016 (Incorporated by reference to
Exhibit 99.1 of our Current Report on Form 8-K filed on February 3, 2016, File No. 001-08038)
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Form of Amended and Restated Cash Retention Award amended as of October 17, 2016.

Certification of Chief Executive Officer pursuant to Section 302 of the Sarbanes-Oxley Act of 2002.
Certification of Chief Financial Officer pursuant to Section 302 of the Sarbanes-Oxley Act of 2002.

Certification of Chief Executive Officer and Chief Financial Officer pursuant to Section 18 U.S.C. 1350,
as adopted pursuant to Section 906 of the Sarbanes-Oxley Act of 2002.

Interactive Data File.

* Filed herewith

oo Furnished herewith
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