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PROFILE

Allis-Chalmers Energy Inc. provides services and equipment to oil and gas exploration and production companies

throughout the United States and internationally, primarily in Argentina, Mexico and Brazil. We operate in 3 key
business segments:

Oilfield Services utilizes state-of-the-art equipment to provide directional, horizontal and underbalanced drill-
ing, casing and tubing installation, coiled tubing and pressure pumping services together with wireline support
equipment and the rental of specialized production tools. Our directional drilling services include directional
drilling packages, downhole motor technology, and well site directional supervision. We provide air compression,
foam units, mist pumps, boosters, nitrogen units, hammers and bits for underbalanced drilling and workover ap-
plications. Our tubular services division uses both automated casing running tools and conventional equipment to
provide pipe handling services, to install casing and tubing, and to change out drill pipe, both in the United States
and Mexico. Utilizing our fleet of modern coiled tubing units, we perform well completion and workover services
to increase production in existing wells.

brilling and Completion provides drilling, completion, workover and related services, including drilling and
completion fluids and engineering and logistics services. We operate in Argentina, Brazil and Bolivia. Our rig fleet
currently consists of 77 rigs, including 29 drilling rigs and 48 workover and pulling units.

Rental Services is a premier provider of rental drill pipe, tubing and blow-out prevention equipment. This
includes premium drill pipe, spiral heavy-weight drill pipe, tubing work strings, blow-out preventors, choke mani-
folds and specialized equipment for landing heavy casing strings in deepwater applications. The Rental Services
segment operates both domestically and internationally. In 2009, we formed a joint venture through which we will
bid on future work in Saudi Arabia.

FINANCIAL HIGHLIGHTS
Years Ended December 31,

(in thousands, except per share data) 2008 2007 2006
Revenues $675,948 $570,967 $310,964
Operating Income (Loss)® ($13,520) $124,782 $67,730
Net Income (Loss)® ($39,464) $50,440 $35,626
Net Income (Loss) per Common Share:

Basic ($1.13) $1.48 $1.73

Diluted ($1.13) $1.45 $1.66
Weighted Average Number of Common Shares Outstanding:

Basic 35,052 34,158 20,548

Diluted 35,052 34,701 21,410
Working Capital (Current Assets - Current Liabilities) $83,086 $120,351 $108,391
Total Assets $1,111,058 $1,053,585 $908,326
Long-Term Debt Classified As:

Current $14,617 $6,434 $6,999

Long-Term $579,044 $508,300 $561,446
Stockholders” Equity $383,409 $414,329 $253,933
Book Value per Share (Basic) $10.75 $11.80 $8.99

(1) Includes a non-cash goodwill impairment charge of $115.8 million in 2008,



DEFENDING OUR OPERATIONS IN THE FACE
OF GLOBAL MACROECONOMIC CHALLENGES

TO OUR STOCKHOLDERS:

We are extremely proud that Allis-Chalmers Energy was named to Fortune’s 100 Fastest
Growing Companies list for 2008, ranking third among publicly traded companies. Fortune
based its ranking on revenue growth, earnings per share growth and annualized total
return to investors for the three year period ended June 30, 2008. We were ranked first in
revenue growth, with a three year annual growth rate of 124%, and 15th in earnings per
share growth, with a three year annual growth rate of 96%. In total return to shareholders,
Fortune ranked Allis-Chalmers 28" with a three year annual rate of return of 47%. By
comparison, the S&P had an average return of approximately 4% annually while the Oilfield
Service Index (OSX) had an average annual return of 34% over the same period.

In 2008 we were successful in increasing revenues by 18.4% to arecord level of approximately
$676 million. Our net income for the year ended December 31, 2008 was $38.4 million, or
$1.08 per diluted share, excluding a goodwill impairment charge of $115.8 million. Our total
assets stood at $1.1 billion at the end of 2008 and our book value per share was $10.75 at
the end of 2008.

Our revenues in 2008 increased 35.0% in our Drilling and Completion segment as we
invested in 16 new service rigs and one new drilling rig which we placed in service in
Argentina in 2008. We activated a second new drilling rig in Argentina and deployed two
large land rigs which began contracts in Bolivia in the first quarter of 2009. At the end
of 2008 we completed the acquisition of BCH Ltd. which operates seven drilling rigs and
one service rig under contracts with Petrobras in Brazil. The reduction in the domestic rig
count between December 2008 and March 2009, the economic downturn and the chaos in
the financial markets, has created significant challenges to our domestic operations. We
expect to mitigate these challenges with the relative stability and expected growth of our
international drilling and completion operations in 2009.

Revenues increased 20.0% in 2008 in our Oilfield Services segment due to our previous
acquisition of a directional drilling operation in the third quarter of 2007 which gave us
access to additional downhole motors and measurement-while-drilling tools. In 2008 we
purchased new technologically advanced equipment, including automated casing running
tools, six new coiled tubing units used for well completions and workovers, and foam units
for our air drilling division. We also expanded our geographic presence in the Fayetteville,
Marcellus and Haynesville shales. We believe the Mexican market will remain strong in
2009 for our tubular services operations.

In our Rental Services segment, revenues decreased 14.4% in 2008 due to the decrease
in U.S. Gulf of Mexico activity commencing in the second half of 2007 and the impact of
Hurricanes Ike and Gustav in 2008. There was no recovery in activity in the Gulf of Mexico
throughout 2008 and, in 2009, with the decline in the rig count, the Rental Services
segment continues to face a more competitive pricing environment. In 2008, we started
generating rental revenues in Colombia and Libya and, in February 2009, we announced
the formation of a new joint venture to rent drill pipe, Hevi-Wate, BOPs and other handling
tools in the Kingdom of Saudi Arabia. We also expect to continue to generate international
rentals from Mexico.
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The severe decline in the U.S. rig count significantly reduced domestic revenues in the first
quarter of 2009. We reacted immediately and initiated a cost cutting plan that we expect
to result in annual savings of approximately $30 million. It is our intention to continue
to lower our fixed overhead as conditions dictate and to compete effectively to increase
utilization in a difficult environment.

In addition to the decreasing U.S. rig count, the economic meltdown has created turmoil in
the financial markets and a liquidity crisis worldwide. As a result, we have reduced capital
expenditure plans for 2009 to maintenance levels and to completing those projects that we
had committed to in 2008. The profile of our debt is such that approximately 85% is on an
interest only basis due in 2014 to 2017. We have $36.5 million of borrowings under our
$90.0 million revolver or about 4% of our capitalization. We have a total of approximately
$72.0 million available under credit facilities and net working capital of approximately
$83.1 million as of December 31, 2008.

We continue to believe in the future prospects of the industry and the values inherent
in our businesses. Although the significant reduction in the domestic rig count will pose
challenges to equipment utilization and pricing in 2009, we plan to continue to defend our
position and intend to grow our international operations which contributed approximately
40% of our total EBITDA in 2008. We also intend to take the necessary steps to protect the
financial soundness and integrity of our company.

We want to thank our stockholders and our board for their continued support and we are
indebted to our employees for their hard work and dedication.

Sincerely,

Munawar (Micki) H. Hidayatallah
Chairman and Chief Executive Officer

“The reduction in the domestic
rig count... has created
significant challenges to
our domestic operations.

We expect to mitigate these
challenges with the relative
stability and expected growth
of our international drilling
and completion operations.”

“In 2008 we purchased new
technologically advanced
equipment... We also
expanded our geographic
presence in the Fayetteville,
Marcellus and Haynesville
shales. We believe the
Mexican market will remain
strong in 2009.”

“We continue to believe in the

future prospects and values
inherent in our businesses...
we plan to continue to defend
our position and intend

to grow our international
operations.”
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“air drilling”

“blow out preventors”
“booster”

“capillary tubing”

“casing”

“choke manifolds”
“coiled tubing”
“directional drilling”

“double studded adapter”

“drill pipe”

“foam unit”

“horizontal drilling”

“laydown machines”
“land drilling rig”

“measurement-while-drilling”

“mist pump”

“pulling rig”

DEFINITIONS

A technique in which oil, natural gas, or geothermal wells are
drilled by creating a pressure within the well that is lower than the
reservoir pressure. The result is increased rate of penetration,
reduced formation damage and reduced drilling costs.

A large safety device placed on the surface of an oil or natural gas
well to maintain high pressure well bores.

A machine that increases the pressure and/or volume of air when
used in conjunction with a compressor or a group of compressors.

A small diameter tubing installed in producing wells and through
which chemicals are injected to enhance production and reduce
corrosion and other problems.

A pipe placed in a drilled well to secure the well bore and
formation.

An arrangement of pipes, valves and special valves on the rig floor
that controls pressure during drilling by diverting pressure away
from the blow-out preventors and the annulus of the well.

A small diameter tubing used to service producing and problematic
wells and to work in high pressure applications during drilling, pro-
duction and workover operations.

The technique of drilling a well while varying the angle of direc-
tion of a well and changing the direction of a well to hit a specific
target.

A device that jdins two dissimilar connections on certain equip-
ment, including valves, piping and blow-out preventers.

A pipe that attaches to the drill bit to drill a well.

A compressor, a booster, a mist pump and a fuel tank all mounted
together on one flat bed trailer to be used for completion, workover
and/or shallow drilling operations. Foam units are designed to pro-
vide a small footprint and easy transport.

The technique of drilling wells at a 90-degree angle.

A truck mounted machine used to move drill pipe, casing and tub-
ing onto a pipe rack (from which a derrick crane lifts the drill pipe,
casing and tubing and inserts it into the well).

Composed of a drawworks or hoist, a derrick, a power plant, rotat-
ing equipment ahd pumps to circulate the drilling fluid and the drill
string.

The technique used to measure direction and angle while drilling a -
well.

A drilling pump that uses mist as the circulation medium for inject-
ing small amounts of foaming agent, corrosion agent and other
chemical solutions into the well.

A type of well-servicing rig used to pull downhole equipment, such
as tubing, rods or the pumps from a well, and replace them when
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“service rig”

“spacer spools”

“spiral heavy weight drill pipe”

“straight-hole drilling”

“test plugs”

“torque turn service” or “torque turn
equipment”.

“tubing”

“tubing work strings”

“wear bushings”

“workover rigs”

necessary. A pulling rig is also used to set downhole tools and per-
form lighter jobs.

A type of well-servicing rig which can function as either a work-
over or as a pulling rig.

High pressure connections or links which are stacked to elevate the
blow out preventors to the drilling rig floor.

A heavy drill pipe used for special applications primarily in direc-
tional drilling. The “spiral” design increases flexibility and penetra-
tion of the pipe.

The technique of drilling that allows very little or no vertical
deviation. '

A device used to test the connections of well heads and the blow
out preventors.

A monitoring device to insure proper makeup of the casing.
A pipe placed inside the casing to allow the well to produce.

The tubing used on workover rigs through which high pressure lig-

_uids, gases or mixtures are pumped into a well to perform produc-

tion operations.

A device placed inside a wellhead to protect the wellhead from
wear. '

Similar to a land drilling rig, however, they are smaller than the
drilling rig for the same depth of well. These rigs are used to com-
plete the drilled wells or to repair them whenever necessary.



SPECIAL NOTE :
REGARDING FORWARD-LOOKING STATEMENTS

This annual report contains forward-looking statements within the meaning of Section 27A of the
Securities Act of 1933, as amended, or the Securities Act, regarding our business, financial condition, results
of operations and prospects. Words such as expects, anticipates, intends, plans, believes, seeks, estimates and
similar expressions or variations of such words are intended to identify forward-looking statements. However,
these are not the exclusive means of identifying forward-looking statements. Although such forward-looking
statements reflect our good faith judgment, such statements can only be based on facts and factors currently
known to us. Consequently, forward-looking statements are inherently subject to risks and uncertainties, and
actual outcomes may differ materially from the results and outcomes discussed in the forward-looking
statements. These factors include, but are not limited to, the following:

« the impact of the weak economic conditions and the future impact of such conditions on the oil and gas
industry and demand for our services;

» unexpected future capital expenditures (including the amount and nature thereof);

+ unexpected difficulties in integrating our operations as a result of any significant acquisitions;

+ adverse weather conditions in certain regions;

» the impact of political disturbances, war, or terrorist attacks and changes in global trade policies;
« the availability (or lack thereof) of capital to fund our business strategy and/or operations;

» the potential impact of the loss of one or more key employees;

» the effect of environmental liabilities that are not covered by an effective indemnity or insurance;
* the impact of current and future laws;

« the effects of competition; and

* the effects of our indebtedness, which could adversely restrict our ability to operate, could make us
vulnerable to general adverse economic and industry conditions, could place us at a competitive
disadvantage compared to our competitors that have less debt, and could have other adverse
consequences

Further information about the risks and uncertainties that may impact us are described in “Risk Factors”
beginning on page — 13 — of this annual report. You should read those sections carefully. You should not
place undue reliance on forward-looking statements, which speak only as of the date of this annual report. We
undertake no obligation to update publicly any forward-looking statements in order to reflect any event or
circumstance occurring after the date of this annual report or currently unknown facts or conditions or the
occurrence of unanticipated events.

PART 1.

ITEM 1. BUSINESS

We provide services and equipment to oil and natural gas exploration and production companies
throughout the U.S. including Texas, Oklahoma, Louisiana, Arkansas, Pennsylvania, New Mexico, Colorado,
offshore in the Gulf of Mexico, and internationally primarily in Argentina, Mexico and Brazil. We operate in
three sectors of the oil and natural gas service industry: Oilfield Services; Drilling and Completion and Rental
Services. Our central operating strategy is to provide high-quality, technologically advanced services and '
equipment. As a result of our commitment to customer service, we have developed strong relationships with
many of the leading oil and natural gas companies, including both independents and majors.

Our growth strategy is focused on identifying and pursuing opportunities in markets we believe are
growing faster than the overall oilfield services industry and opportunities which we believe help us to
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mitigate cyclical risk by diversifying our cash flow. Over the past several years, we have significantly
expanded the geographic scope of our operations and the range of services we provide through strategic
acquisitions and organic growth. Our organic growth has primarily been achieved by expanding our geographic
scope, acquiring complementary property and equipment, hiring personnel to service new regions and cross-
selling our products and services. Since 2001, we have completed 24 acquisitions, including six in 2005, six in
2006, four in 2007 and one in 2008.

Our annual reports on Form 10-K, quarterly reports on Form 10-Q, current reports on Form 8-K and
amendments to those reports filed or furnished pursuant to Section 13(a) or 15(d) of the Securities Exchange
Act of 1934, as amended, or the Exchange Act, are made available free of charge on our website at
www.alchenergy.com as soon as reasonably practicable after we electronically file or furnish them to the
Securities and Exchange Commission, or SEC.

Our Board of Directors has documented its governance practices by adopting several corporate
governance policies. These governance policies, including our corporate governance principles and our code of
business ethics and conduct, as well as the charters for the committees of our Board (Audit Committee,
Compensation Committee and Corporate Governance and Nominating Committee) may be viewed on the
investor relations section of our website. Copies of such documents will be sent to stockholders free of charge
upon written request of the corporate secretary at the address shown on the cover page of this Form 10-K.

Information contained on or connected to our website is not incorporated by reference into this annual
report on Form 10-K and should not be considered part of this report or any other filing we make with the
SEC.

Divisional and geographic financial information appears in “Item 8. Financial Information — Notes to
Consolidated Financial Statements — Note 14.”
Our History

¢ We were incorporated in 1913 under Delaware law.

* We reorganized in bankruptcy in 1988 and sold all of our major businesses. From 1988 to May 2001
we had only one operating company in the equipment repair business.

* In May 2001, under new management we consummated a merger in which we acquired Oil Quip
Rentals, Inc., or Oil Quip, and its wholly-owned subsidiary, Mountain Compressed Air, Inc., or MCA.

* In December 2001, we sold Houston Dynamic Services, Inc., our last pre-bankruptcy business.

* In February 2002, we acquired approximately 81% of the capital stock of Allis-Chalmers Tubular
Services Inc., or Tubular, formerly known as Jens’ Oilfield Service, Inc. and substantially all of the
capital stock of Strata Directional Technology, Inc., or Strata.

* In July 2003, we entered into a limited liability company operating agreement with M-I L.L.C., or M-I,
a joint venture between Smith International and Schlumberger N.V., to form a Delaware limited liability
company named AirComp LLC, or AirComp. Pursuant to this agreement, we owned 55% and M-I
owned 45% of AirComp.

* In September 2004, we acquired the remaining 19% of the capital stock of Tubular.
* In September 2004, we acquired all of the outstanding stock of Safco-Oil Field Products, Inc., or Safco.

+ In November 2004, AirComp acquired substantially all of the assets of Diamond Air Drilling Services, Inc.
and Marquis Bit Co., LLC, which we refer to collectively as Diamond Air.

¢ In December 2004, we acquired Downhole Injection Services, LLC, or Downhole.
* In April 2005, we-acquired all of the outstanding stock of Delta Rental Service, Inc., or Delta.

e In May 2005, we acquired all of the outstanding stock of Capcoil Tubing Services, Inc., or Capcoil.
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« In July 2005, we acquired M-I’s interest in AirComp, and acquired the compressed air drilling assets of
W. T. Enterprises, Inc., or W.T.

+ Effective August 2005, we acquired all of the outstanding stock of Target Energy Inc., or Target.

« In September 2005, we acquired the casing and tubing assets of THS/Spindletop, a division of Patterson
Services, Inc., a subsidiary of RPC, Inc.

« In January 2006, we acquired all of the outstanding stock of Specialty Rental Tools, Inc., or Specialty.
+ In April 2006, we acquired all of the outstanding stock of Rogers Oil Tool Services, Inc., or Rogers.

« In August 2006, we acquired all of the outstanding stock of DLS Drilling, Logistics & Serv1ces
Corporation, or DLS.

¢ In October 2006, we acquired all of the outstanding stock of Petro-Rentals, Incorporated, or Petro
Rentals. ‘

o In December 2006, we acquired all of the outstanding stock of Tanus Argentina S.A., or Tanus.

¢ In December 2006, we acquired substantially all of the assets of Oil & Gas Rental Services, Inc., or
OGR.

* In June 2007, we acquired all of the outstanding stock of Coker Directional, Inc., or Coker and merged
it with Strata.

* In June 2007, we sold our capillary assets that were acquired in the Downhole and Capcoil acquisitions

« In July 2007, we acquired all of the outstanding stock of Diggar Tools, LLC, or Diggar and merged it
with Strata.

« In October 2007, we acquired all of the outstanding stock of Rebel Rentals, Inc., or Rebel.

« In November 2007, we acquired substantially all the assets Diamondback Qilfield Services, Inc. or
Diamondback.

« In August 2008, we sold our drill pipe tong manufacturing assets that we acquired in the acquisition of
Rogers.

« In December 2008, we acquired all of the outstanding stock of BCH Ltd., or BCH.

As a result of these transactions, our prior results may not be indicative of current or future operations of
those sectors.

Our Industry

The oilfield industry is highly cyclical. The most critical factor in assessing the outlook for the industry is
the worldwide supply and demand for oil and the domestic supply and demand for natural gas. The industry is
driven by commodity demand and corresponding price increases. As demand increases, producers raise their
prices. The price escalation enables producers to increase their capital expenditures. The increased capital
expenditures ultimately result in greater revenues and profits for services and equipment companies. The
increased capital expenditures also ultimately result in greater productlon which historically has resulted in
increased supplies and reduced prices.

Demand for our services generally increased from 2004 through 2007. Activity in the U.S. Gulf of Mexico,
however decreased in the second half of 2007 due to the hurricane season and relocation of rigs to more
attractive international markets. Demand for our services for most of 2008 was generally stable due to high oil
and natural gas prices and the capital expenditures of the exploration and production companies. As a result, the
number of active rigs drilling, or rig count, in the U.S. peaked at 2,031 in August of 2008 compared to 1,782 at
the end of 2007. In the last quarter of 2008, the rig count in the U.S. began to drop due to the weakening
U.S. economy, the decrease in oil and natural gas prices and the turmoil in the financial markets which affected
the availability of capital for our customers. As of February 27, 2009, the U.S. rig count stood at 1,243.
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Business Segments

Oilfield Services. We utilize state-of-the-art equipment to provide well planning and engineering
services, directional drilling packages, downhole motor technology, well site directional supervision, explor-
atory and development re-entry drilling, downhole guidance services and other drilling services to our
customers, including measurement-while-drilling (MWD) services. We provide compressed air equipment,
chemicals and other specialized products for underbalanced drilling and production applications. We also
provide specialized equipment and trained operators to perform a variety of pipe handling services, including
installing casing and tubing, changing out drill pipe and retrieving production tubing for both onshore and
offshore drilling and workover operations, which we refer to as tubular services. In addition, we provide a
variety of quality production-related rental tools and equipment and services, including wire line services, land
and offshore pumping services and coiled tubing.

According to Baker Hughes, as of February 27, 2009, 56% of all wells in the U.S. are drilled directionally
and/or horizontally. We believe directional drilling offers several advantages over conventional drilling
including: 1) improvement of total cumulative recoverable reserves; 2) improved reservoir production
performance beyond conventional vertical wells; and 3) reduction of the number of field development wells.

All wells drilled for oil and natural gas require casing to be installed for drilling, and if the well is
producing, tubing will be required in the completion phase. We currently provide tubular services primarily in
Texas, Louisiana, Oklahoma and both onshore and offshore in the Gulf of Mexico and Mexico.

Underbalanced drilling shortens the time required to drill a well and enhances production by minimizing
formation damage. There is a trend in the industry to drill, complete and workover wells with underbalanced
operations. We currently have a combined fleet of approximately 260 compressors, boosters and foam units
and we believe we are one of the largest providers of underbalanced drilling services in the United States. We
also provide premium air hammers and bits to oil and natural gas companies for use in underbalanced drilling.
* Our broad and diversified product line enables us to compete in the underbalanced market with equipment and
services packages engineered and customized to specifically meet customer requirements.

In 2007, we expanded our directional drilling capability by completing three acquisitions for approx-
imately $37.3 million in total. These were Coker (June 2007), Diggar (July 2007) and Diamondback
(November 2007). These acquisitions provided additional directional drillers, downhole motors, and MWD
tools and enabled us to expand our presence in the Northern Rockies and the Mid-Continent areas. We

- currently maintain an inventory of approximately 330 drilling motors. Our straight-hole motors offer an
opportunity to capture additional market share. We currently provide our directional drilling services in Texas,
Oklahoma, Pennsylvania, Louisiana, North Dakota and offshore in the Gulf of Mexico.

We expanded our tubular services in September 2005 by acquiring the casing and tubing assets of THS/
Spindletop, a division of Patterson Services, Inc., a subsidiary of RPC, Inc. We paid $15.7 million for RPC, Inc’s
casing and tubing assets, which consisted of casing and tubing installation equipment, including hammers, elevators,
trucks, pickups, power units, laydown machines, casing tools and torque turn equipment. The acquisition of RPC,
Inc’s casing and tubing assets increased our capability in tubular services and expanded our geographic capability.
We opened new field offices in Corpus Christi, Texas, Kilgore, Texas, Lafayette, Louisiana and Houma, Louisiana.
The acquisition allowed us to enter the East Texas and Louisiana market for casing and tubing services as well as
offshore in the Gulf of Mexico. Additionally, the acquisition greatly expanded our premium tubing services. In
April 2006 we acquired Rogers for a purchase price of approximately $13.7 million. Historically, Rogers rented,
sold and serviced power drill pipe tongs and accessories and rental tongs for snubbing and well control applications
and pr0v1ded specialized tong operators for rental jobs. In August 2008, we sold the drill pipe tong manufacturing
assets we acquired in the Rogers acquisition for approximately $7.5 million. In October 2007 we acquired Rebel
Rentals, Inc. for a purchase price of approximately $7.3 million. Rebel owns an inventory of equipment used
primarily for tubing installation services in the South Louisiana and Gulf Coast regions.

In July 2005, we purchased the compressed air drilling assets of W. T., operating in West Texas for
$6.0 million. The acquired assets included air compressors, boosters, mist pumps, rolling stock and other
equipment. We also acquired the remaining 45% equity interest in AirComp from M-I in July 2005. We
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currently provide underbalanced drilling services in Texas, Arkansas, Oklahoma, New Mexico, Colorado, Utah
and Pennsylvania.

We started offering production related services with the acquisition of Downhole, in December 2004, and
the acquisition of Capcoil, in May 2005. In October 2006, we expanded our production services with the
acquisition of Petro Rentals for a purchase price of approximately $33.6 million. Petro Rentals served both the
onshore and offshore markets, providing a variety of quality rental tools and equipment and services, with an
emphasis on production-related equipment and services, including wire line services and equipment, land and
offshore pumping services and coiled tubing. On June 29, 2007, we sold our capillary tubing units and related
equipment for approximately $16.3 million. We reported a gain of approximately $8.9 million. The assets sold
represented a small portion of our Oilfield Services segment. We currently provide production services in
Texas, Louisiana and Arkansas.

Drilling and Completion. We provide drilling, completion, workover and related services for oil and
natural gas wells. We operate out of the San Jorge, Cuyan, Neuquen, Austral and Noroeste basins of Argentina
and the Espirito Santo, Potiguar, Reconcavo and Sergipe basins of Brazil and in Bolivia. We also offer a wide
variety of other oilfield services such as drilling fluids and completion fluids and engineering and logistics to
complement our customers’ field organization.

Our Drilling and Completion segment was established with the acquisition of DLS in August 2006 for a
purchase price of approximately $114.5 million. We expanded our Drilling and Completion segment with the
acquisition of BCH, which operates in Brazil. In 2008, we invested $40.0 million into BCH via a 15%
convertible subordinated secured debenture and we acquired the common stock of BCH for a total purchase
price of $56.1 million. We currently operate a fleet of 74 land rigs, including 18 drilling rigs and 46 service
rigs (workover and pulling units) in Argentina, seven drilling rigs and one service rig in Brazil and two
drilling rigs in Bolivia. Argentine rig operations are generally conducted in remote regions of the country and
require substantial infrastructure and support. In 2007, we placed orders for four drilling rigs and 16 service
rigs. All of the service rigs and one of the drilling rigs were placed into service at various dates in 2008. A
second drilling rig will be activated in March 2009 and the remaining two drilling rigs are expected to be
delivered in the second quarter of 2009 for use in the U.S. for a customer operating in the Haynesviile Shale.
As of February 28, 2009, all of our rig fleet was actively marketed, except for one drilling rig that is presently
inactive and is being refurbished and upgraded. ‘

Rental Services. 'We provide specialized oilfield rental equipment, including premium drill pipe, spiral . -
heavy weight drill pipe, tubing work strings, blow out preventors, choke manifolds and various valves and
handling tools, for both onshore and offshore well drilling, completion and workover operations. Most wells
drilled for oil and natural gas require some form of rental equipment in both the drilling and completion of a
well. We have an inventory of specialized equipment, which includes double studded adapters, test plugs, wear
bushings, adaptor spools, baskets, spacer spools and other assorted handling tools in various sizes to meet our
customers’ demands. We charge customers for rental equipment on a daily basis. Our customers are liable for
the cost of inspection, repairs and lost or damaged equipment. We currently provide rental equipment in Texas,
Louisiana, Oklahoma, offshore in the Gulf of Mexico and internationally in Mexico, Columbia, Libya and
Malaysia.

Our Rental Services segment was established with the acquisition of Safco in September 2004 and Delta
in April 2005. We significantly expanded our Rental Services segment in January 2006 with the acquisition of
Specialty for a purchase price of approximately $95.3 million. Specialty had been in the rental business for
over 25 years, providing oil and natural gas operators and oilfield services companies with rental equipment.
We further expanded this segment with the acquisition of substantially all the assets of OGR in December
2006 for a purchase price of approximately $342.4 million. The assets we acquired included an extensive
inventory of premium rental equipment, including drill pipe, spiral heavy weight drill pipe, tubing work
strings, landing strings, blow out preventors, choke manifolds and various valves and handling tools for oil and
natural gas drilling. Included in the acquisition were OGR’s facilities in Morgan City, Louisiana and Victoria,
Texas. ‘



Competitive Strengths
We believe the following competitive strengths will enable us to capitalize on future opportunities:

Strategic position in high growth markets. We focus on markets we believe are growing faster than
the overall oilfield services industry and in which we can capitalize on our competitive strengths.
Pursuant to this strategy, we have become a significant provider of products and services in directional
drilling, casing and tubing, underbalanced drilling, drilling and completion and rental services.

Strong relationships with diversified customer base. We have strong relationships with many of the
major and independent oil and natural gas producers and service companies in Texas, Oklahoma,
Louisiana, Arkansas, Pennsylvania, New Mexico, Colorado, offshore in the Gulf of Mexico, Argentina,
Brazil and Mexico. Our largest customers include Pan American Energy, Apache Corporation, Repsol-
YPF, Chesapeake Energy, Oxy, BP, ConocoPhilips, Anadarko Petroleum, Devon Energy, Materiales y
Equipo Petroleo, or Matyep, TXCO Resources, Pioneer Natural Resources, North American Petroleum,
Jones Energy Ltd, Drilex SA DE CV, Mariner Energy, El Paso Corporation, and Petroleo Brasileiro S.A,
or Petrobras. Since 2002, we have broadened our customer base as a result of our acquisitions, technical
expertise and reputation for quality customer service and by providing customers with technologically
advanced equipment and highly skilled operating personnel.

Successful execution of growth strategy. Over the past seven years, we have grown both organically
and through successful acquisitions of competing businesses. Since 2001, we have completed 24
acquisitions. We strive to improve the operating performance of our acquired businesses by increasing
their asset utilization and operating efficiency. These acquisitions and organic growth, through our capital
expenditures program, have expanded our geographic presence and customer base and, in turn, have
enabled us to cross-sell various products and services.

Diversified and increased cash flow sources. 'We operate as a diversified oilfield service company
through our three business segments. We believe that our product and service offerings and geographical
presence through our three business segments provide us with diverse sources of cash flow. Our
acquisition of DLS in Argentina in August 2006 and ouf acquisition of BCH in Brazil at the end of 2008,
increased our international presence and we believe, provides more stable long-term contracts when
compared to the volatility in the U.S. domestic market. Our acquisition of Petro Rentals in October 2006
significantly enhanced our production-related services and equipment provided by our Oilfield Services
segment, and our acquisition of substantially all the assets of OGR in December 2006 expanded our
Rental Services segment and increased our offshore and international operations.

Experienced management team. Our executive management team has extensive experience in the
energy sector, and consequently has developed strong and longstanding relationships with many of the
major and independent exploration and production companies.

Business Strategy
The key elements of our long-term strategy include:

Mitigate cyclical risk through balanced operations. We strive to mitigate cyclical risk across our
lines of business by balancing our operations between onshore versus offshore; drilling versus production;
rental tools versus service; domestic versus international; and natural gas versus crude oil. We will
continue to shape our organic and acquisition growth efforts to provide further balance across these five
categories. A key part of our strategy has been to increase our international operations because they
increase our exposure to crude oil and provide opportunities for long-term contracts.

Expand geographically to provide greater access and service to key customer segments. We have
locations in Texas, New Mexico, Colorado, Wyoming, Arkansas, Oklahoma, Louisiana and Pennsylvania
in order to enhance our proximity to customers and more efficiently serve their needs. Our acquisition of
DLS expanded our geographic footprint into Argentina and our acquisition of BCH expanded our
geographic footprint into Brazil. While we will continue to evaluate locations to conveniently serve our
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customers, due to the decrease in the rig count in late 2008 and 2009 in the U.S., we have begun to
consolidate overlapping domestic operating yard locations in order to reduce costs.

Prudently pursue strategic acquisitions. To complement our organic growth, we have historically
pursued strategic acquisitions which we believe are accretive to earnings, complement our products and
services, provide new equipment and technology, expand our geographic footprint and market presence,
and further diversify our customer base. As part of our long-term growth strategy, we continue to review
complementary acquisitions, as well as capital expenditures to enhance our ability to increase cash flows
from our existing assets. Future acquisitions will be subject to an improved outlook for our products and
services and improved availability of capital on reasonable terms.

Expand products and services provided in existing operating locations. ~Since the beginning of
2004, we have invested approximately $329.7 million in capital expenditures to grow our business
organically by investing in new, technologically advanced equipment and by expanding our product and
service offerings. This strategy is consistent with our belief that our customers favor modern equipment
emphasizing efficiency and safety and integrated suppliers that can provide a broad range of products and
services in many geographic locations. Current economic conditions have led us to reduce our capital
spending and operating expenses consistent with the decline in demand for our services as producers
curtail their drilling activity.

Increase utilization of assets. 'We seek to increase revenues and enhance margins by increasing the
utilization of our assets with new and existing customers. We expect to accomplish this through
leveraging longstanding relationships with our customers and cross-selling our suite of services and
equipment. Currently, our focus has shifted to how to limit the reduction of utilization due to decreased
drilling activity as a result of current economic conditions.

Customers

Tn 2008 and 2007, one of our customers, Pan American Energy LLC Sucursal Argentina, or Pan
American Energy, represented approximately 28.5% and 20.7% of our consolidated revenues, respectively. Pan
America Energy is a joint venture that is owned 60% by British Petroleum and 40% by Bridas Corporation.
Alejandro P. Bulgheroni and Carlos A. Bulgheroni, two of our directors, may be deemed to indirectly
beneficially own all of the outstanding capital stock of Bridas Corporation and are members of the
Management Committee of Pan American Energy. The loss without replacement of our larger existing
customers could have a material adverse effect on our results of operations.

Suppliers

The equipment utilized in our business is generally available new from manufacturers or at auction.
However, the cost of acquiring new equipment to expand our business could increase as demand for equipment
in the industry increases.

Competition

We experience significant competition in all areas of our business. In general, the markets in which we
compete are highly fragmented, and a large number of companies offer services that overlap and are
competitive with our services and products. We believe that the principal competitive factors are technical and
mechanical capabilities, management experience, past performance and price. While we have considerable
experience, there are many other companies, that have comparable skills. Many of our competitors are larger
and have greater financial resources than we do.

We believe that there are five major directional drilling companies, Schlumberger, Halliburton, Baker
Hughes, Smith International (Pathfinder) and Weatherford, that market both worldwide and in the U.S. as well
as numerous small regional players. Significant competitors in the tubular markets we serve include Frank’s
Casing Crew and Rental Tools, Weatherford, BJ Services, Tesco and Premier. These markets remain highly
competitive and fragmented with numerous casing and tubing crew companies working in the U.S. Our
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primary competitors in Mexico are South American Enterprises and Weatherford, both of which provide
similar products and services. Our largest competitor for underbalanced drilling services is Weatherford.
Weatherford focuses on large projects, but also competes in the more common compressed air, mist, foam and
aerated mud drilling applications. Other competition comes from smaller regional companies. In the production
services market there are numerous competitors, most of which have larger coiled tubing services operations
than us.

Our five largest competitors in the Drilling and Completion segment, which operate primarily in
Argentina, are Pride International, Servicios WellTech, Ensign Energy Services, Nabors and Helmerich &
Payne, and San Antonio Global Ltd in Brazil.

The Rental Services business is highly fragmented with hundreds of companies offering various rental
tool services. Our largest competitors include Weatherford, Quail Rental Tools, Knight Rental Tools and Smith
International (Thomas Tools).

Backlog

We do not view backlog of orders as a significant measure for our business because our jobs are short-
term in nature, typically one to 30 days, without significant on-going commitments.

Employees

Our strategy includes acquiring companies with strong management and entering into long-term employ-
ment contracts with key employees in order to preserve customer relationships and assure continuity following
acquisition. In general, we believe we have good relations with our employees. None of our employees, other
than our Drilling and Completion employees, are represented by a union. We actively train employees across
various functions, which we believe is crucial to motivate our workforce and maximize efficiency. Employees
showing a higher level of skill are trained on more technologically complex equipment and given greater
responsibility. All employees are responsible for on-going quality assurance. At February 20, 2009, we had
approximately 3,580 employees. Almost all of our Drilling and Completion operations located in Argentina
and Brazil are subject to collective bargaining agreements. We believe that we maintain a satisfactory
relationship with the unions to which our Drilling and Completion employees belong.

Insurance

We carry a variety of insurance coverages for our operations, and we are partially self-insured for certain
claims in amounts that we believe to be customary and reasonable. However, there is a risk that our insurarce
may not be sufficient to cover any particular loss or that insurance may not cover all losses. We are
responsible for the first $250,000 of claims under our workers compensation policy and the first $100,000 of
claims under our general liability and medical insurance policies. Insurance rates have in the past been subject
to wide fluctuation and changes in coverage could result in less coverage, increases in cost or higher
deductibles and retentions. '

Seasonality

Oil and natural gas operations of our customers located offshore and onshore in the U.S. Gulf of Mexico
and in Mexico may be adversely affected by hurricanes and tropical storms, resulting in reduced demand for
our services. For example, from August to October of 2007 we witnessed a decline in offshore drilling rig
operations in the Gulf of Mexico in anticipation of the hurricane season. Many of those rigs have not returned
to the U.S. Gulf and have been relocated to the international markets. In 2008, Hurricanes Gustav and Ike
disrupted our operations along the Texas and Louisiana Gulf Coast and the East Texas/West Louisiana
corridor. In addition, our customers’ operations in the Mid-Continent and Rocky Mountain regions of the
U.S. are also adversely affected by seasonal weather conditions. These weather conditions limit our access to
these job sites and our ability to service wells in these areas. These constraints decrease drilling activity and
the resulting shortages or high costs could delay our operations and materially increase our operating and
capital. costs.
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Federal Regulations and Environmental Matters

Our operations are subject to federal, state and local laws and regulations relating to the energy industry
in general and the environment in particular. Environmental laws have in recent years become more stringent
and have generally sought to impose greater liability on a larger number of potentially responsible parties.
Because we provide services to companies producing oil and natural gas, which are toxic substances, we may
become subject to claims relating to the release of such substances into the environment. While we are not
currently aware of any situation involving an environmental claim that would likely have a material adverse.
effect on us, it is possible that an environmental claim could arise that could cause our business to suffer. We
do not anticipate any material expenditures to comply with environmental regulations affecting our operations.

In addition to claims based on our current operations, we are from time to time named in environmental
claims relating to our activities prior to our reorganization in 1988 (See “Item 3. Legal Proceedings™).

Intellectual Property Rights

Except for our relationships with our customers and suppliers described above, we do not own any
patents, trademarks, licenses, franchises or concessions which we believe are material to the success of our
business. ‘

ITEM 1A. RISK FACTORS

Our business, financial condition, results of operations and the trading price of our securities can be
materially and adversely affected by many events and conditions, including the following:

Risks Associated With Our Industry
Global political, economic and market conditions could negatively impact our business.

Our operations are affected by global political, economic and market conditions and the condition of the
oil and natural gas industry. During recent months, there has been a substantial downturn in business activity
and in the worldwide credit and capital markets that has led to a worldwide economic recession. Our operating
results and the forward-looking information we provide are based on our current assumptions about oil and
natural gas supply and demand, oil and natural gas prices, rig count and other market trends. Our assumptions
on these matters are in turn based on currently available information, which is subject to change. The oil and
natural gas industry is extremely volatile and subject to change based on political and economic factors
outside our control. This volatility causes oil and natural gas companies and drilling contractors to change
their strategies and expenditure levels. We have experienced in the past, and expect to experience in 2009,
significant fluctuations in operating results based on these changes.

The current sustained declines in oil and natural gas prices, particularly in combination with the
constrained capital markets and overall economic downturn, has resulted in a decline in activity by customers
in our Oilfield Services and Rental Services segments during the first quarter of 2009. We cannot predict the
timing or the duration of this or any other economic downturn in the economy and if the current conditions
continue, our operating results and financial conditions could be materially adversely affected.

Our industry is highly competitive, with intense price competition.

The markets in which we operate are highly competitive. Contracts are traditionally awarded on a
competitive bid basis. Pricing is often the primary factor in determining which qualified contractor is awarded
a job. The competitive environment has intensified as mergers among oil and natural gas companies have
reduced the number of available customers. The competitive environment has also intensified, late in 2008 and
2009, due to the decrease in the U.S. rig count and the demand for our services. Many other oilfield services
companies are larger than we are and have resources that are significantly greater than our resources. These
competitors are better able to withstand industry downturns, compete on the basis of price and acquire new
equipment and technologies, all of which could affect our revenues and profitability. These competitors
compete with us both for customers and for acquisitions of other businesses. This competition may cause our
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business to suffer. We believe that competition for contracts will continue to be intense in the foreseeable
future.

Risks Associated With Our Company

Our business depends on spending by the o0il and natural gas industry, and this spending and our
business may be adversely affected by industry and financial market conditions that are beyond our
control.

- Demand for our products and services is dependent upon the level of oil and natural gas exploration and
development activities of, and the corresponding capital spending by, oil and natural gas companies. The
industry’s willingness to explore, develop and produce depends largely upon the availability of attractive
drilling prospects, the price of oil and natural gas, and the prevailing view of future product prices. Qil and
natural gas prices have been extremely volatile in recent months, and have declined significantly from their
historic highs in mid-2008. Any prolonged reduction in oil and natural gas prices will depress levels of
exploration, development, and production activity. Such price declines can be expected to reduce drilling
activity and demand for our services, which could lead to lower pricing for our products and services.
Accordingly, prolonged periods of lower drilling activity and the reduction in our customers’ expenditures
could have a materially adverse effect on our financial condition, results of operations and cash flows.

Oil and natural gas prices depend on many factors beyond our control, including the following:

* economic conditions in the U.S. and elsewhere;

* changes in global supply and demand for oil and natural gas;

* the level of production of the Organization of Petroleum Exporting Countries, commonly called OPEC;
« the level of production of non-OPEC countries;

* the price and quantity of imports of foreign oil and natural gas;

* political conditions, including embargoes, in or affecting othér oil and natural gas producing activities;
» the level of global oil and natural gas inventories;

* advances in exploration, development and production technologies; and

* the availability of capital for exploration and production companies.

Recent adverse changes in the capital markets have also caused a number of oil and natural gas producers
to announce reductions in capital budgets for future periods. Limitations on the availability of capital, or
higher costs of capital, for financing expenditures may cause these and other oil and natural gas producers to
make additional reductions to capital budgets in the future even if commodity prices remain at historically
high levels.

Historically, we have been dependent on a few customers operating in a single industry; the loss of one
or more customers could adversely affect our financial condition and results of operations.

Our customers are engaged in the oil and natural gas exploration business in the U.S., Argentina, Mexico
and elsewhere. Historically, we have been dependent upon a few customers for a significant portion of our
revenues. In 2008, 2007 and 2006, one of our customers, Pan American Energy represented 28.5%, 20.7% and
11.7% of our consolidated revenues, respectively. Pan American Energy also contributes a majority of the
revenue derived from our Drilling and Completion operations. In 2008, 2007 and 2006, Pan American Energy
represented 66.0%, 51.0% and 45.6% of our Drilling and Completion revenues, respectively.

Additionally, in 2007, we placed orders for 16 new service rigs and four drilling rigs pursuant to our
strategic agreement with Pan American Energy. The 16 service rigs and one of the drilling rigs were delivered
and placed in service in 2008 and an additional drilling rig will be activated in March 2009. The agreement
with Pan American Energy currently has an expiration date of June 30, 2011. However, Pan American Energy
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may terminate the agreement (i) without cause at any time with 60 days’ notice, or (ii) in the event of a breach
of the agreement by us if such breach is not cured within 20 days of notice of the breach. Because a majority
of the revenues of our Drilling and Completion operations are currently generated under this agreement, the
revenues and earnings of our Drilling and Completion operations will be materially adversely affected if this
agreement is terminated unless we are able to enter into a satisfactory substitute arrangement. We cannot
assure you that in the event of such a termination we would be able to enter into a substitute arrangement on
terms similar to those contained in the current agreement with Pan American Energy.

This concentration of customers may increase our overall exposure to credit risk, and customers will
likely be similarly affected by changes in economic and industry conditions. Our financial condition and
results of operations will be materially adversely affected if one or more of our significant customers fails to
pay us or ceases to contract with us for our services on terms that are favorable to us or at all.

Our customers may seek to cancel or renegotiate some of our Drilling and Completion contracts during
periods of depressed market conditions or if we experience operational difficulties.

Substantially all of our Drilling and Completion business’ contracts with major customers are dayrate
contracts, where we charge a fixed charge per day regardless of the number of days needed to drill the well.
During depressed market conditions, a customer may no longer need a rig that is currently under contract or
may be able to obtain a comparable rig at a lower daily rate. As a result, customers may seek to renegotiate
the terms of their existing drilling contracts or avoid their obligations under those contracts. In addition, our
customers may have the right to terminate existing contracts if we experience operational problems. The
likelihood that a customer may seek to terminate a contract for operational difficulties is increased during
periods of market weakness. The cancellation of a number of our drilling contracts could materially reduce
our revenues and profitability.

An oversupply of comparable rigs in the geographic markets in which we compete could depress the
utilization rates and dayrates for our rigs and materially reduce our revenues and profitability.

Utilization rates, which are the number of days a rig actually works divided by the number of days the
rig is available for work, and dayrates, which are the contract prices customers pay for rigs per day, are also
affected by the total supply of comparable rigs available for service in the geographic markets in which we
compete. Improvements in demand in a geographic market may cause our competitors to respond by moving
competing rigs into the market, thus intensifying price competition. Significant new rig construction could also
intensify price competition. In the past, there have been prolonged periods of rig oversupply with correspond-
ingly depressed utilization rates and dayrates largely due to earlier, speculative construction of new rigs.
Improvements in dayrates and expectations of longer-term, sustainéd improvements in utilization rates and
dayrates for drilling rigs may lead to construction of new rigs. These increases in the supply of rigs could
depress the utilization rates and dayrates for our rigs and materially reduce our revenues and profitability.

We may experiehce increased labor costs or the unavailability of skilled workers and the failure to retain
key personnel could hurt our operations.

Companies in our industry, including us, are dependent upon the available labor pool of skilled
employees. We compete with other oilfield services businesses and other employers to attract and retain
qualified personnel with the technical skills and experience required to provide our customers with the highest
quality service. We are also subject to the Fair Labor Standards Act, which governs such matters as minimum
wage, overtime and other working conditions. A shortage in the labor pool of skilled workers or other general
inflationary pressures or changes in applicable laws and regulations could make it more difficult for us to
attract and retain personnel and could require us to enhance our wage an