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FINANCIAL HIGHLIGHTS

DILUTED EARNINGS (LOSS)
REVENUES NET INCOME (LOSS) PER SHARE
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"Revenues for 2006 increased by 40 percent compared to 2005, which represented the fourth consacutive year of revenue:
increases in excess of 25 percent. RPC’s results continue to reflect high activity levels, improved pricing and capacity growth, all
of which are a result of our long-term growth plan.”

-Ben M. Patmer, Chief Financial Officer
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A focus for the coming year will be continued execution
of RPC's growth plan, which wil take advantage of
opportunities in the domestic oilfield for its largest and most
profitable service lines, and provide for gecgraphic expansion.
We have successfully expanded our pressure pumping
capabilities to service customers in Arkansas and Colorado.
These two iocations will be the largest recipients of the new
equipment additions that we will be making throughout
2007. This expansion is a stepping-stone towards our
overall previously stated long-term growth plan, which
spans through 2008 and involves higher capital expenditures
utilizing our $25C million revolving credit facility.

We remain optimistic about the future of RPC and the current
operating environment, in spite of any short-term fluctuations
in customer activity levels or industry sentiment. We believe
that we are in a solid long-term operating environment and
will continue to reinvest in our people and cur company. As
always, however, we remain aware that we are in a cyclical
business. and we are always prepared 1o respond to any
changes that impact our business.

RPC’s 2006 results were built on 2005’s success, and we
express our gratitude to our employees, stockholders,
lenders and customers for their continued support of RPC.

Sincerely,

MLl e

R. Randall Rollins
Chairman of the Beard

@»LL\J /UU/W\

Richard A. Hubbell
President and Chief Executive Officer

“IN 2007 WE WILL FOCUS
ON REINVESTING FOR
CLEAR RESULTS.”

- Richard A. Hubbell,
President and CEQ
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SERVIGE LINES

PRESSURE PUMPING

RPC's largest and fastest growing service line is pressure
pumping, which accounted for almost 38 percent of RPC’s
2006 revenues. Pressure pumping is a stimulation service
that involves fracturing or acidizing a formation to initiate or
stimulate production in new and existing customer wells,
either at the completion of driling or later in the well's life
cycle. RPC provides these services to customers in a
number of U.S. domestic oil and gas-producing regions.
Currently, RPC provides pressure pumping services in the
Arkoma Basin, the Delaware Basin, the East Texas Basin,
the Fayetteville Shale, the Green River Basin, the Midland
Basin and the Piceance Basin.

SNUBBING-HYDRAULIC WORKOVER

Snubbing-Hydraulic Workover has been animportant service
line due to its specialization. This service line contributed
approximately 11 percent of our 2006 revenues. Snubbing-
Hydraulic Workover is a well intervention service that
uses a portable hydraulic workover rig and crew to repair
damaged casing, production tubing and down-hole
production equipmeant in a high-pressure environment.
Snubbing-Hydraulic  Workover requires  significant
experience and knowledge to perform this service safely
and efficiently; therefore, Snubbing-Hydrautic Workover is
a small, specialized segment of the oil and gas industry.
This service line has been a long-standing international
performer, and has led to other business for RPC in
international markets,

COILED TUBING

Coiled tubing is a continuous reel of steel tubing that is
unwound, straightened and inserted into a well to perform
a variety of services in diverse environments. Coiled
tubing comprised about 10 percent of revenues in 2008,
Coiled tubing is mobile and because of its versatility
can be tripped in and out of a well more quickly than
conventional tubing. RPC was also a pioneer in driling with
coiled tubing.

RPC AR 2006
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NITROGEN

Nitrogen is a safe, non-combusiible and non-
corrosive substance and has a variety of oilfield
uses; it is used to complement several of our
other service lines, including coiled tubing,

snubbing and pressure pumping. Nitrogen
accounted for approximately eight percent of
RPC's revenues in 20086.
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DOMESTIC EXPANSION

The domestic oil and gas industry has been steadily on the
rise, and yet again, RPC has managed to grow at a faster
rate than the domestic industry. At the end of 2006 there
were 1,710 domestic rigs, up 16 percent over the prior year.
In order to meet the growing domestic demand for oil and
gas services, we have focused primarily on a mid-continent
expansion. We currently have locations in Arkansas,
Colorado, Louisiana, New Mexico, Oklahoma, Texas, Utah
and Wyoming. We operate in these states and others, as
well as offshore in the Gulf of Mexico. We plan to continue to
grow our services primarily in these areas.

The demand for RPC's pressure pumping services has been
extremmely high, and at the end of 2006 and during 2007 we
are making significant additions to our pressure pumping
capacity. We have also added high-demand equipment to
our rental tools service line, which has also yielded a high
return. We plan to continue to cultivate our largest and most
profitable service lines and focus on the domestic expansion.

RPC has been able to use its technology and expand to meet
the growing demands of the industry.

It is becoming increasingly difficult to find natural gas in the
domestic market. Annually, more than three times as many
wells are being drilled today as were being drilled ten years
ago, but domestic production of natural gas has not grown.
More and more, RPC's customers are driling for natural
gas using unconventional drilling techniques. Domest'c
uncenventional driling is growing at a slightly faster pace
than conventional driling. RPC is benefiting from the trerd
towards unconventional drilling for natural gas.

RPC's domestic expansicn is a part of our long-term plan
which includes capital expenditures of approximately $700
million cumulatively from 2008 through 2008. Pressure

pumping will be the largest recipient of funding, along with
our other top-producing service lines, nitragen, coiled tubing
and snubbing-hydraulic workover.

0O Domestic cilfield basins served by RPC
Corporate Headguarters

RPC AR 2006




INTERNATIONAL BUSINESS
DEVELOPMENT

For several years RPC has been working to expand its
international business capabilities, and in 2008 international
revenues increased in most of our internationailocations. RPC
has provided rental tools and down-hole motors, performed
snubbing, well control, fishing tool services and oiffield
training to international customers in a number of countries.
A majority of our work during 2006 was in Africa, Canada,
China, Eastern Europe, Latin America and the Middle East.
In the coming year we plan to focus on cultivating our current
international relationships and developing relationships with
other countries in order to fulfill their oil and gas needs utilizing
our specialized services.

RPC’S TECHNICAL SERVICES
— GAINING MARKET SHARE

RPC's Technical Services segment includes ailfield service
lines that utilize skifled people and specialized equipment
to perform value-added completion, production and
maintenance services directly to a customer’s well. These
services are aimed towards improving the flow of oil and
natural gas from producing wells, and the services can also
be utiized to address well control issues. The technical
services segment revenues for 2006 increased 36 percent
over the prior year, This increase can be attributed to price
increases, additional capacity and higher activity levels in all
of its service lines.

RPC has made investments in research and new technology.
These investments have helped to improve our services, as
well as enabled RPC to gain new business. Our services
include a wide variety of oilfield services in many iocations
worldwide. A majority of these services require a high degree
of technical planning, implementation and oversight. These
services are provided by RPC's technical professionals and
engineers assigned {o every iocation that RPC services
and available to respond to unique customer needs on
short notice.

TECHNOLOGICAL ADVANCES GAINING
RECOGNITION IN THE INDUSTRY

RPC’s engineering groups provide technicai support for
the following service lines: pressure pumping, acidizing,
gravel packing, coiled tubing, snubbing-hydraulic workover,

B RPC AR 2006

nitrogen, wireling, well control, industrial nitrogen, hot tapping,
valve drilling, freezing, through-tubing tocl design, downhole
motor design and consulting services.

RPC’'s engineers design, specify, buid and test all of
the operational equipment utilized to perform technical
services for our customers’ wells. Our engineers also
design job procedure recommendations and safe operating
parameters for every customer, as well as provide on-site
and post-jiob technical analysis. Daily exposure to different
situations hones the skills of our engineers, allowing RPC
to maintain its reputation for being a leader in well control
tachnical expertiss.

Customers rely an RPC's technical services for unique
solutions to difficult problems.

SUPPORT SERVICES PRODUCES
IMPRESSIVE RESULTS

RPC’'s support services segment provides and maintains
equipment for customer use and services to assist in
customer operations. The equipment and services offered
include the rental of drill pipe and related tools, pipe
handling, inspection and storage services, along with oilfield
training services. Support services revenues increased 58
percent over the prior year. This increase can be attributed
primarily to increased capacity and better pricing within the
rental teols division, which is the largest service ling within
support services.

QOver the past couple of years, we made significant capital
expenditures in the rental tools service line. RPC has been
able 1o gain internaticnal business due to the quality and
portability of the equipment we have acquired. We currently
have rental tools being utilized in West Africa, South America,
Mexico, China and the Middle East.
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PART 1

Throughout this report, we refer to RPC, Inc., together with its subsidiaries, as “we,” “us,” “RPC” or “the
Company.”

Forward-Looking Statements

Certain statements made in this report that are not historical facts are “forward-looking statements” under the
Private Securities Litigation Reform Act of 1995. Such forward-looking statements may include, without fimitation,
statemnents that relate to our business strategy, plans and objectives, and our beliefs and expectations regarding
future demand for our products and services and other events and conditions that may influence the oilfield services
market and our performance in the future. Forward-looking statements made elsewhere in this report include without
limitation statements regarding our expectations regarding continued increases in oil and gas exploration and
production, our belief that high returns on our investments will continue long-term, our ability to obtain other
customers in the event of a loss of our largest customers, the adequacy of our insurance coverage, the impact of
lawsuits, legal proceedings and claims on our business and financial condition, our expectations regarding revenues
in 2007, our expectations regarding capital expenditures in 2007, our ability to maintain sufficient liquidity and a
conservative capital structure, our ability to fund capital requirements in the future, the adequacy of our liquidity in
the future, the estimated amount of our capital expenditures and contractual obligations for future periods, our
expectation to continue to pay cash dividends, estimates made with respect to our critical accounting policies, and
the effect of new accounting standards.

ELINTY LLEYY LI » o L2

The words “may,” “will,” “expect,” “believe,” “anticipate,” “project,” “estimate,” and similar expressions
generally identify forward-looking statements. Such statements are based on certain assumptions and analyses made
by our management in light of its experience and its perception of historical trends, current conditions, expected
future developments and other factors it believes to be appropriate. We caution you that such statements are only
predictions and not guarantees of future performance and that actual results, developments and business decisions
may differ from those envisioned by the forward-looking statements. See “Risk Factors™ contained in Item 1 A. fora
discussion of factors that may cause actual results to differ from our projections.

Item 1. Business

Organization and Overview

RPC is a Delaware corporation originally organized in 1984 as a holding company for several oilfield services
companies and is headquartered in Atlanta, Georgia.

RPC provides a broad range of specialized oilfield services and equipment primarily to independent and
major oil and gas companies engaged in the exploration, production and development of oil and gas properties
throughout the United States, including the Gulf of Mexico, mid-continent, southwest and Rocky Mountain regions,
and in selected international markets. The services and equipment provided include, among others, (1) pressure
pumping services, (2) snubbing services (also referred to as hydraulic workover services), (3) coiled tubing services,
(4) nitrogen services, (5) the rental of drill pipe and other specialized oilfield equipment, (6} downhole tool rental
services and (7) firefighting and well conirol. RPC acts as a holding company for its operating units, Cudd Energy
Services, Patterson Rental and Fishing Tools, Bronce Qilfield Services (acquired in April 2004), Thru-Tubing
Solutions, Well Control School, and others. As of December 31, 2006, RPC had approximately 2,000 employees.

Business Segments

RPC’s service lines have been agaregated into two reportable oil and gas services business segments,
Technical Services and Support Services, because of the similarities between the financial performance and
approach to managing the service lines within each of the segments, as well as the economic and business conditions
impacting their business activity levels. The Other business segment aggregates information concerning RPC’s
business units that do not qualify for separate segment reporting, including an interactive training sofiware
developer (until its sale in May 2005) and an overhead crane fabricator (until its sale in April 2004).

Technical Services include RPC’s oil and gas service lines that utilize people and equipment to perform
value-added completion, production and maintenance services directly to a customer’s well. The demand for these
services is generally influenced by customers’ decisions to invest capital toward initiating production in a new oil or
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natural gas well, improving production flows in an existing formation, or to address well control issues. This
business segment consists primarily of pressure pumping, snubbing, coiled tubing, nitrogen, well control, down-hole
tools, wireline, fluid pumping and casing installation services (until its sale in August 2005). The principal markets
for this business segment include the United States, including the Gulf of Mexico, mid-continent, southwest and
Rocky Mountain regions, and international locations including primarily Africa, Canada, China, Eastern Europe,
Latin America and the Middle East. Customers include major multi-national and independent o1l and gas producers,
and selected nationally owned oil companies.

Support Services include RPC’s oil and gas service lines that primarily provide equipment for customer use or
services 1o assist customer operations. The equipment and services include drill pipe and related tools, pipe
handling, pipe inspection and storage services, work platform marine vessels (until its sale in October 2004) and
oilfield training services. The demand for these services tends to be influenced primarily by customer drilling-
related activity levels. The principal markets for this segment include the United States, including the Gulf of
Mexico, mid-continent and Rocky Mountain regions and international locations including primarily Canada, Latin
America and the Middle East. Customers primarily include domestic operations of major multi-national and
independent oit and gas producers, and selected nationally owned oil companies.

Technical Services

The following is a description of the primary service lines conducted within the Technical Services business
segment:

Pressure Pumping. Pressure pumping services, which accounted for approximately 38 percent of 2006
revenues, 37 percent of 2005 revenues and 31 percent of 2004 revenues, are provided to customers throughout the
Gulf Coast, mid-continent and Rocky Mountain regions of the United States and are generally utilized to initiate or
enhance production in existing customer wells. Pressure pumping services involve using complex, truck or skid-
mounted equipment designed and constructed for each specific pumping service offered. The mobility of this
cquipment permits pressure pumping services to be performed in varying geographic areas. Principal materials
utilized in the pressure pumping business include fracturing proppants, acid and bulk chemical additives. Generally,
these items are available from several suppliers, and the Company utilizes more than one supplier for each item,
Pressure pumping services offered include:

Fracturing — Fracturing services are performed to stimulate production of oil and natural gas by increasing
the permeability of a formation. The fracturing process consists of pumping nitrogen or a fluid gel into a
cased well at sufficient pressure to fracture the formation at desired depths. Sand, bauxite or synthetic
proppant, which is suspended in the gel, is pumped into the fracture. When the pressure is released at the
surface, the fluid gel returns to the well, but the proppant remain in the fracture, thus keeping it open so that
oil and natural gas can flow through the fracture into the well. In some cases, fracturing is performed in
formations with a high amount of carbonate rock by an acid solution pumped under pressure without a
proppant or with small amounts of proppant.

Acidizing — Acidizing services are also performed to stimulate production of oil and natural gas, but they are
used in wells that have undergone formation damage due to the buildup of various materials that block the
formation. Acidizing entails pumping large volumes of specially formulated acids into reserveirs to dissolve
barriers and enlarge crevices in the formation, thereby eliminating obstacles to the flow of ail and natural gas.
Acidizing services can also enhance production in limestone formations.

Snubbing. Snubbing (also referred to as hydraulic workover services), which accounted for approximately 11
percent of 2006 revenues, 11 percent of 2005 revenues and 12 percent of 2004 revenues, involves using a hydraulic
workover rig that permits an operator 1o repair damaged casing, production tubing and down-hole production
equipment in a high-pressure environment. A snubbing unit makes it possible to remove and replace down-hole
equipment while maintaining pressure in the well. Customers benefit because these operations can be performed
without removing the pressure from the well, which stops production and can damage the formation, and because a
snubbing rig can perform many applications at a lower cost than other alternatives. Because this service involves a
very hazardous process that entails high risk, the snubbing segment of the oil and gas services industry is limited to a
relatively few operators who have the experience and knowledge required to perform such services safely and
efficiently.




Coiled Tubing. Coiled tubing services, which accounted for approximately 10 percent of 2006 and 2005
revenues and 11 percent of 2004 revenues, involve the injection of coiled tubing into wells to perform various
applications and functions for use principally in well-servicing operations. Coiled tubing is a flexible steel pipe with
a diameter of less than four inches manufactured in continuous lengths of thousands of feet and wound or coiled
around a large reel. It can be inserted through existing production tubing and used to perform workovers without
using a larger, more costly workover rig. Principal advantages of employing coiled tubing in a workover operation
include: (i) not having to “shut-in" the well during such operations, (ii) the ability to reel continuous coiled tubing in
and out of a well significantly faster than conventional pipe, (iii) the ability to direct fluids into a wellbore with more
precision, and (iv) enhanced access to remote or offshore fields due to the smaller size and mobility of a coiled
tubing unit compared to a workover rig. There are several manufacturers of flexible steel pipe used in coiled tubing
services, and the Company believes that its sources of supply are adequate.

Nitrogen. Nitrogen accounted for approximately eight percent of 2006 and 2005 revenues and nine percent of
2004 revenues. There are a number of uses for nitrogen, an inert, non-combustible element, in providing services to
oilfield customers and industrial users outside of the oilfield. For our oilfield customers, nitrogen can be used to
clean drilling and production pipe and displace fluids in various drilling applications. It also can be used to create a
fire-retardant environment in hazardous blowout situations and as a fracturing medium for our fracturing service
line. In addition, nitrogen can be complementary to our snubbing and coiled tubing service lines, because it is a non-
corrosive medium and is frequently injected into a well using coiled tubing. Nitrogen is complementary to our
pressure pumping service line as well, because foam-based nitrogen stimulation is appropriate in certain sensitive
formations in which the fluids used in fracturing or acidizing would damage a customer’s well.

For non-oilfield industrial users, nitrogen can be used 1o purge pipelines and create a non-combustible
environment. RPC stores and transports nitrogen and has a number of pumping unit configurations that inject
nitrogen in its various applications. Some of these pumping units are set up for use on offshore platforms or inland
waters. RPC purchases its nitrogen in liquid form from several suppliers and believes that these sources of supply
are adequate.

Well Control. Cudd Pressure Control specializes in responding to and controlling oil and gas well
emergencies, including blowouts and well fires, domestically and internationally. In connection with these services,
Cudd, along with Patterson Services, has the capacity to supply the equipment, expertise and personnel necessary to
restore affected oil and gas wells to production. In the last eight years, the Company has responded to well control
situations in several international locations including Algeria, Argentina, Australia, Bolivia, Canada, Colombia,
Egypt, India. Kuwait, Peru, Qatar, Taiwan, Trinidad and Venezuela.

The Company’s professional firefighting staff has many years of aggregate industry experience in responding
to well fires and biowouts. This team of 19 experts responds to well control situations where hydrocarbons are
escaping from a well bore, regardless of whether a fire has occurred. In the most critical situations, there are
explosive fires, the destruction of drilling and production facilities, substantial environmental damage and the loss of
hundreds of thousands of dollars per day in well operators’ production revenue. Since these events ordinarily arise
from equipment failures or human error, it is impossible to predict accurately the timing or scope of this work.
Additionally, less critical events frequently occur in connection with the drilling of new wells in high-pressure
reservoirs. In these situations, the Company is called upon to supervise and assist in the well controt effort so that
drilling operations can resume as promptly as safety permits.

Down-hole Tools. ThruTubing Solutions (“T'TS™), a division of the Company, provides services and
proprietary down-hole motors and fishing tools to operators and service companies in drilling and production
operations. TTS" experience providing reliable tool services allows it to work in a pressurized environment with
virtually any coiled tubing unit or snubbing unit that is equipped for the task.

Wireline Services. A wireline unit is a spooled wire that can be unwound and lowered into a well carrying
various types of tools. Wireline services are used for a variety of purposes, such as accessing a well to assist in data
acquisition or fogging activities, fishing tool operations to retrieve lost or broken equipment, pipe recovery and
remedial activities. In addition, wireline services are an integral part of the plug and abandonment process, near the
end of the life cycle of a well.

Fishing. Fishing involves the use of specialized tools and procedures to retrieve lost equipment from dkill
operations and producing wells. It is a service required by oil and gas operators who have lost equipment in a well.
Qil and natural gas production from an affected well typically declines until the lost equipment can be retrieved. In

12




some cases, the Company creates customized tools to perform a fishing operation. The customized tools are
maintained by the Company after the particular fishing job for future use if a similar need arises.

Support Services

The following is a description of the primary service lines conducted within the Support Services business
segment:

Rental Tools. Rental tools accounted for approximately 13 percent of 2006 revenues, 10 percent of 2005
revenues and |1 percent of 2004 revenues. The Company rents specialized equipment for use with onshore and
offshore oil and gas well drilling, completion and workover activities. The drilling and subsequent operation of oil
and gas wells generally require a variety of equipment. The equipment needed is in large part determined by the
geological features of the production zone and the size of the well itself. As a result, operators and drilling
contractors often find it more economical to supplement their tool and tubular inventories with rental items instead
of owning a complete inventory. The Company’s facilities are strategically located to serve the major staging points
for oil and gas activities in the Gulf of Mexico, mid-continent region and Rocky Mountains.

Patterson Rental Tools offers a broad range of rental tools including:

Blowout Preventors Diverters

High Pressure Manifolds and valves Drill Pipe
Hevi-wate Drill Pipe Drill Collars
Tubing Handling Tools
Production Related Rental Tools Coflexip Hoses
Pumps

Pipe Inspection and Handling Services. Pipe inspection services involve the inspection and testing of the
integrity of pipe used in oil and gas wells. These services are provided primarily at the Company’s inspection yards
located on a water channel near Houston, Texas, and in Morgan City, Louisiana. Customers rely on tubular
inspection services to avoid failure of in-service tubing, casing, flowlines, and drill pipe. Such tubular failures are
expensive and, in some cases, catastrophic. Qur facility in Houston, Texas is equipped with bulkhead waterfronts,
large capacity cranes, specially designed forklifis and a computerized inventory system to serve a variety of storage
and handling services for both oilfield and non-oilfield customers.

Well Control School. Well Control School provides industry and government accredited training for the oil
and gas industry both in the United States and in several international locations. Well Control School provides this
training in various formats including conventional classroom training, interactive computer training and mobile
simulator training. Well Control School also develops customized training solutions for clients.

Energy Personnel International. Energy Personnel International provides drilling and production engineers,
project management specialists and workover specialists on a consulting basis to the oil and gas industry to meet
customers’ needs for staff engineering and wellsite management.

Refer to Note 12 in the Notes to the Consolidated Financial Statements for additional financial information on
our business segments.

Industry

United Stares. RPC provides its services to its domestic customers through a network of facilities strategically
located to serve the Gulf of Mexico, the mid-continent, the southwest and the Rocky Mountains production fields.
Demand for RPC’s services in the U.S. tends to be extremely volatile and fluctuates with current and projected price
levels of oil and natural gas and activity levels in the oil and gas industry. Customer activity levels are influenced by
their decisions about capital investment toward the development and production of oil and gas reserves.

Due to aging oilfields and lower-cost sources of oil internationally, the drilling rig count in the U.S. has
declined more than 61 percent from its peak in 1981. Due to enhanced technology, however, more wells are being
drilled and the domestic production of oil and natural gas remains roughly equivalent to prior years. Record low
drilling activity levels were experienced in 1986, 1992, 1999 (with April 1999 recording the lowest U.S. drilling rig
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count in the industry’s history) and again in 2002. At the beginning of 2006, there were 1,464 domestic working
drilling rigs, up 13 percent from the third quarter 200} peak during that industry cycle. U.S. domestic drilling
activity steadily rose during 2006 and peaked in the third quarter at a rig count of 1,762, which was 36 percent
higher than the third quarter 2001 peak. In 2006 the average rig count of 1,649 increased 19 percent compared to the
prior year. During 2006 the average price of natural gas declined by almost 25 percent, and the average price of oil
increased by over |7 percent. We believe that the change in the U.S. domestic rig count was not positively
correlated with the changes in the prices of oil and natural gas as in prior years for several reasons. One factor Is that
the prices of oil and natural gas in late 2005 were extraordinarily high due to disruptions in domestic oil and gas
infrastructure caused by the hurricanes in the Gulf of Mexico during 2005. Also, we believe that the current prices of
oil and natural gas are high enough to encourage our customers to undertake exploration and production activities,
that many of them have entered into hedging contracts to sell their production at higher prices, and that cur
customers believe that in the long-term, the prices of oil and natural gas will remain high enough to yield profitable
returns for their exploration and production activities.

Gas drilling rigs have represented an increasing percentage of the total drilling rig count, and have represented
at least 80 percent of the drilling rig count each year since 2001. In 2006, gas drilling rigs represented 83 percent of
total drilling activity, Demand for natural gas is continuing to rise, primarily as a result of increased emphasis on
gas-fired power generation, Also. unlike oil, foreign imports of natural gas do not compete with domestic
production. This lack of foreign competition tends to keep prices high. Based on current demand levels for natural
gas as well as the high oil and gas well depletion rates experienced over the past several years, it is anticipated that
gas-directed drilling will represent at least 80 percent of the total drilling rig count in the foreseeable future. The
demand for RPC’s services is driven more by gas-directed drilling than oil-directed drilling, because our services are
more applicable to deeper, higher pressure wells, which tend to be the wells that produce natural gas. In addition,
there are certain types of gas wells being drilled in the U.S. domestic market for which there is a higher demand for
RPC’s services. Known as either directional or horizontal wells, these natural gas wells are more difficult and costly
to complete. Because they are drilled through a narrow formation, they require additional stimulation when they are
completed. and since they are not drilled in a straight vertical direction from the Earth’s surface, they require tools
and drilling mechanisms that are flexible, rather than rigid, and can be steered once they are downhole. Specifically,
these types of wells require RPC’s pressure pumping and coiled tubing services, as well as our downhole tools and
services.

Thus, in North America the demand for our services and products associated with natural gas development is
currently more robust than demand related to oil drilling. Drilling activity and demand for our services have
continued to increase and are expected to continue increasing with domestic economic improvements.

International. RPC has historically operated in several countries outside of the United States, although
international revenues have never accounted for more than 10 percent of total revenues. Over the past several years,
RPC has increased its focus on developing international opportunities, although our long-term growth plan
emphasizes domestic rather than international expansion. As a result of this focus, international revenues for 2006
increased due to higher customer activity levels in Angola, Argentina, Canada and Turkmenistan. During 2006, RPC
performed snubbing work in Cameroon, China, Gabon, Hungary, Kuwait and Turkmenistan, among other countries.
We also provided rental tools, well control services, downhole motors, fishing tool services and oilfield training to
customers located in Algeria, Angola, Argentina, Australia, Bahrain, Bolivia, Canada, Chile, China, Ecuador,
Equatorial Guinea, India, Indonesia, Mexico, Peru, Qatar, the United Kingdom and Venezuela. We continue to focus
on the development of international opportunities in these and other markets, although we believe that it will
continue to be less than 10 percent of total revenues.

RPC provides services to its international customers through branch locations or wholly-owned foreign
subsidiaries. The international market is prone to political uncertainties, including the risk of civil unrest and
conflicts. However, due to the significant investment requirement and complexity of international projects,
customers” drilling decisions relating to such projects tend to be evaluated and monitored with a longer-term
perspective with regard to oil and naturai gas pricing, and therefore have the potential to be more stable than most
U.S. domestic operations. Additionally, the international market is dominated by major oil companies and national
oil companies which tend to have different objectives and more operating stability than the typical independent oil
and gas producer in the U.S. Predicting the timing and duration of contract work is not possible. Pursuing selective
international opportunities for revenue growth continues to be a strong emphasis for RPC. Refer to Note 12 in the
Notes to Consolidated Financial Statements for further information on our international operations.
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Growth Strategies

RPC’s primary objective is to generate excellent long-term returns on investment through the effective and
conservative management of its invested capital, thus yielding strong cash flow and asset appreciation. This
objective will be pursued through strategic investments and opportunities designed to enhance the long-term value
of RPC while improving market share, product offerings and the profitability of existing businesses. Growth
strategies are focused on selected areas and markets in which we believe there exist opportunities for higher growth,
market penetration, or enhanced returns achieved through consolidations or through providing proprictary value-
added products and services, RPC intends to focus on specific market segments in which it believes that it has a
competitive advantage or there exists significant growth potential.

RPC seeks to expand its service capabilities through a combination of internal growth, acquisitions, joint
ventures and strategic alliances. Because of the fragmented nature of the oil and gas services industry, RPC believes
a number of attractive acquisition opportunities exist. Although current price expectations reduce the near-term
possibility of completing a transaction, we believe we generate better returns growing organically in service lines
and geographic locations in which we have experience and presence.

RPC has traditionally had a conservative capital structure with minimal debt. During 2006, however, we
established a new revolving credit facility to fund the purchase of revenue-producing equipment and other working
capital requirements to pursue our growth plan. RPC is pursuing this growth plan, including funding with debt,
because of the high retumns on investment historically generated by many of its service lines, RPC’s belief that these
high returns will continue long-term with minimal downside risk, and the low cost and ready availability of debt
capital.

Customers

Demand for RPC’s services and products depends primarily upon the number of oil and natural gas wells
being drilled, the depth and drilling conditions of such wells, the number of well completions and the level of
production enhancement activity worldwide. RPC’s principal customers consist of major and independent oil and
natural gas producing companies. During 2006, RPC provided oilfield services to several hundred customers, none
of which accounted for more than 10 percent of consolidated revenues. While the loss of certain of RPC’s largest
customers could have a material adverse effect on Company revenues and operating results in the near term,
management believes RPC would be able to obtain other customers for its services in the event of a loss of any of its
largest customers. Sales are generated by RPC’s sales force and through referrals from existing customers. With the
exception of certain international customers, there are no long-term written contracts for services or equipment. Due
to the short [ead time between ordering services or equipment and providing services or delivering equipment, there
is no significant sales backlog in most of our service lines.

Competition

RPC operates in highly competitive areas of the oilfield services industry. RPC’s products and services are
sold in highly competitive markets, and its revenues and earnings are affected by changes in prices for our services,
fluctuations in the level of customer activity in major markets, general economic conditions and governmental
regulation. RPC competes with many large and small oilfield industry competitors, including the largest integrated
oilfield services companies. RPC believes that the principal competitive factors in the market areas hat it serves are
product and service quality and availability, reputation for safety and technical proficiency, and price.

The oil and gas services industry includes a small number of dominant global competitors including, among
others, Halliburton Energy Services Group, a division of Halliburton Company, BJ Services Company and
Schlumberger Ltd., and a significant number of locally oriented businesses.

Facilities/Equipment

RPC’s equipment consists primarily of oil and gas services equipment used either in servicing customer wells
or provided on a rental basis for customer use. Substantially all of this equipment is Company owned and
unencumbered, RPC purchases oilfield service equipment from a limited number of manufacturers. These
manufacturers of our oilfield service equipment may not be able to meet our requests for timely delivery during
periods of high demand which may result in delayed deliveries of equipment and higher prices for equipment. At the
end of 2006, the Company experienced a delay of new equipment deliveries anticipated for the fourth quarter of
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2006 due to high manufacturing backlogs resuiting from high demand; however, we have recetved the majority of
this equipment by the first two months of 2007 and expect to receive the remainder of the 2006 deliveries by the end
of the first quarter of 2007,

RPC both owns and leases regional and district facilities from which its oilfield services are provided to land-
based and offshore customers. RPC’s principal executive otfices in Atlanta, Georgia are leased. The Company has
two primary administrative buildings, one in Houston, Texas that includes the Company’s operations, sales and
marketing headquarters, and one in Houma, Louisiana that includes certain administrative functions. RPC believes
that its facilities are adequate for its current operations but as the business continues to grow, we are evaluating the
need for additional facilities. For additional information with respect to RPC’s lease commitments, see Note 9 of the
Notes to Consolidated Financial Statements.

Governmental Regulation

RPC’s business is affected by state, federal and foreign laws and other regulations relating to the o1l and gas
industry, as well as laws and regulations relating to worker safety and environmental protection. RPC cannot predict
the level of enforcement of existing laws and regulations or how such laws and regulations may be interpreted by
enforcement agencies or court rulings, whether additional laws and regulations will be adopted, or the effect such
changes may have on it, its businesses or financial condition.

In addition, our customers are affected by laws and regulations relating to the exploration for and production
of natural resources such as oil and natural gas. These regulations are subject to change, and new regulations may
curtail or eliminate our customers” activities in certain areas where we currently operate. We cannot determine the
exlent lo which new legislation may impact our customers” activity levels, and ultimately, the demand for our
services.

Intellectual Property

RPC uses several patented items in its operations, which management believes are important but are not
indispensable to RPC’s success. Although RPC anticipates seeking patent protection when possible, it relies to a
greater extent on the technical expertise and know-how of its personnel to maintain its competitive position.

Availability of Filings

RPC makes available, free of charge, on its website, www.rpe.net, its annual report on Form 10-K, quarterly
reports on Form 10-Q, current reports on Form 8-K, and all amendments to those reports on the same day as they are
filed with the Securities and Exchange Commission.

1A, Risk Factors
Demand for our products and services is affected by the volatility of oil and natural gas prices.

Oil prices affect demand throughout the oil and natural gas industry, including the demand for our products
and services. Our business depends in large part on the conditions of the oil and gas industry, and specifically on the
capital investments of our customers related to the exploration and production of oil and natural gas. When these
capital investments decline, our customers’ demand for our services declines.

Although the production sector of the cil and gas industry is less immediately affected by changing prices,
and, as a result, less volatile than the exploration sector, producers react to declining o1l and gas prices by curtailing
capital spending, which would adversely affect our business. A prolonged low level of customer activity in the oil
and gas industry will adversely affect the demand for our products and services and our financial condition and
results of operations.

The relationship between the prices of oil and natural gas and our customers’ drilling and production
activities may not be highly correlated in the future,

Historically, a rise in the prices of oil and natural gas has led to an immediate increase in our customers’
drilling and production activities as measured by the domestic rig count. However, this relationship has not been as
strong in the recent past as it was historically, due in part to limited drilling rig capacity in the United States. For
example, during 2006 the average drilling rig count rose by 19 percent, despite the 25 percent decline in the average
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price of natural gas and the 17 percent increase in the average price of oil. If this correlation is weak in the future,
then it is possible that increases in the prices of oil and natural gas will not lead to an increase in our customers’
activities, and our future operating results could be negatively impacted.

We may be unable to compete in the highly competitive oil and gas industry in the future.

We operate in highly competitive areas of the oilfield services industry. The products and services in our
industry segments are sold in highly competitive markets, and our revenues and earnings may be affected by the
following factors: changes in competitive prices, fluctuations in the level of activity in major markets, general
economic conditions, and governmental regulation. We compete with the oil and gas industry’s many large and
small industry competitors, including the largest integrated oilfield service providers. We believe that the principal
competitive factors in the market areas thal we serve are product and service quality and availability, reputation for
safety, technical proficiency and price. Although we believe that our reputation for safety and quality service is
good, we cannot assure you that we will be able to maintain our competitive position.

We may be unable to identify or complete acquisitions,

Acquisitions have been and will continue to be a key element of our business strategy. We cannot assure you
that we wili be able to identify and acquire acceptable acquisition candidates on terms favorable to us in the future.
We may be required to incur substantial indebtedness to finance future acquisitions and also may issue equity
securities in connection with such acquisitions. The issuance of additional equity securities could result in
significant dilution to our stockholders. We cannot assure you that we will be able to integrate successfully the
operations and assets of any acquired business with our own business. Any inability on our part to integrate and
manage the growth from acquired businesses could have a material adverse effect on our results of operations and
financial condition.

Our operations are affected by adverse weather conditions.

Our operations are directly affected by the weather conditions in several domestic regions, including the Gulf’
of Mexico, the Gulf Coast, the mid-continent and the Rocky Mountains. Hurricanes and other storms prevalent in
the Gulf of Mexico and along the Gulf Coast during certain times of the year may also affect our operations, and
severe hurricancs may affect our customers’ activities for a period of several years. While the impact of these storms
may increase the need for certain of our services over a longer period of time, such storms can also decrease our
customers’ activities immediately afier they occur. Such hurricanes may also affect the prices of oil and natural gas
by disrupting supplies in the short term, which may increase demand for our services in geographic areas not
damaged by the storms. Prolonged rain, snow or ice in many of our locations may temporarily prevent our crews and
equipment from reaching customer work sites. Due to seasonal differences in weather patterns, our crews may
operate more days in some periods than others. Accordingly, our operating results may vary from quarter to quarter,
depending on the impact of these weather conditions.

Our inability to attract and retain skilled workers may impair growth potential and profitability.

Our ability to remain productive and profitable will depend substantially on our ability to attract and retain
skilled workers. Our ability to expand our operations is in part impacted by our ability to increase our labor force.
The demand for skilled oilfield employees is high, and the supply 1s very limited. A significant increase in the wages
paid by competing employers could result in a reduction in our skilled labor force, increases in the wage rates paid
by us, or both. If either of these events occurred, our capacity and profitability could be diminished, and our growth
potential could be impaired.

Our concentration of customers in one industry may impact overall exposure to credit risk.

Substantially all of our customers operate in the energy industry. This concentration of customers in one
industry may impact our overall exposure to credit risk, either positively or negatively, in that customers may be
similarly affected by changes in economic and industry conditions, We perform ongoing credit evaluations of our
customers and do not generally require collateral in support of our trade receivables.




Our business has potential liability for litigation, personal injury and property damage claims assessments.

Our operations involve the use of heavy equipment and exposure to inherent risks, including blowouts,
explosions and fires. [f any of these events were to occur, it could result in liability for personal injury and property
damage, pollution or other environmental hazards or loss of production. Litigation may arise from a catastrophic
occurrence at a location where our equipment and services are used. This litigation could result in large claims for
damages. The frequency and severity of such incidents will affect our operating costs, insurability and relationships
with customers, employees and regulators. These occurrences could have a material adverse effect on us. We
maintain what we believe is prudent insurance protection. We cannot assure you that we will be able to maintain
adequate insurance in the future at rates we consider reasonable or that our insurance coverage will be adequate to
cover future claims and assessments that may arise.

Our operations may be adversely affected if we are unable to comply with regulatory and environmental
laws.

Our business is significantly affected by stringent environmental laws and other regulations relating to the oil
and gas industry and by changes in such laws and the level of enforcement of such laws. We are unable to predict
the level of enforcement of existing laws and regulations, how such laws and regulations may be interpreted by
enforcement agencies or court rulings, or whether additional laws and regulations will be adopted. The adoption of
laws and regulations curtailing exploration and development of oil and gas fields in our areas of operations for
economic, environmental or other policy reasons would adversely affect our operations by limiting demand for our
services. We also have potential environmental liabilities with respect to our offshore and onshore operations, and
could be liable for cleanup costs, or environmental and natural resource damage due to conduct that was lawful at
the time it occurred, but is later ruled to be unlawful. We also may be subject to claims for personal injury and
property damage due to the generation of hazardous substances in connection with our operations. We believe that
our present operations substantialty comply with applicable federal and state pollution control and environmental
protection laws and regulations. We also believe that compliance with such faws has had no material adverse effect
on our operations to date. However, such environmental laws are changed frequently. We are unable to predict
whether environmental laws will, in the future, materially adversely affect our operations and tinancial condition.
Penalties for noncompliance with these laws may include cancellation of permits, fines, and other corrective actions,
which would negatively affect our future financial results,

Our international operations could have a material adverse effect on our business.

Our operations in various countries including, but not limited to, Africa, Canada, China, Eastern Europe,
Latin America and the Middle East are subject to risks. These risks include, but are not limited to, political changes,
expropriation, currency restrictions and changes in currency exchange rates, taxes, and boycotts and other civil
disturbances. The occurrence of any one of these events could have a material adverse effect on our operations.

Our common stock price has been volatite.

Historically, the market price of commeon stock of companies engaged in the oil and gas services industry has
been highly volatile. Likewise, the market price of our common stock has varied significantly in the past.

Our management has a substantial ownership interest, and public shareholders may have no etfective voice in
the management of the Company.

The Company has elected the “Controlled Corporation” exemption under Rule 303A of the New York Stock
Exchange (“NYSE™) Company Guide. The Company is a “Controlied Corporation” because a group that includes
the Company’s Chairman of the Board, R. Randall Rollins and his brother, Gary W. Rollins, who is also a director
of the Company, and certain companies under their control, controls in excess of fifty percent of the Company’s
voling power. As a “Controlled Corporation,” the Company need not comply with certain NYSE rules including
those requiring a majority of independent directors.

RPC’s executive officers, directors and their affiliates hold directly or through indirect beneficial ownership,
in the aggregate, approximately 67 percent of RPC’s outstanding shares of common stock. As a result, these
stockholders effectively control the operations of RPC, including the election of directors and approval of significant
corporate transactions such as acquisitions and other matters requiring stockholder approval. This concentration of
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ownership could also have the effect of delaying or preventing a third party from acquiring control over the
Company at a premium.

Our management has a substantial ownership interest, and the availability of the Company’s common stock
to the investing public may be limited,

The availability of RPC’s common stock to the investing public may be limited to those shares not held by the
executive officers, directors and their affiliates, which could negatively impact RPC’s stock trading prices and affect
the ability of minority stockholders to sell their shares. Future sales by executive officers, directors and their
affiliates of all or a portion of their shares could also negatively affect the trading price of our common stock.

Provisions in RPC’s Certificate of Incorporation and Bylaws may inhibit a takeover of RPC.

RPC’s certificate of incorporation, bylaws and other documents contain provisions including advance notice
requirements for shareholder proposals and staggered terms of office for the Board of Directors. These provisions
may make a tender offer, change in control or takeover attempt that is opposed by RPC’s Board of Directors more
difficult or expensive,

Some of our equipment and several types of materials used in providing our services are available from a
limited number of suppliers.

There are a limited number of suppliers for certain materials used in pressure pumping services, our iargest
service line. While these materials are generally available, supply disruptions can occur due to factors beyond our
control. We purchase equipment provided by a limited number of manufacturers who specialize in oilfield service
equipment. During periods of high demand, these manufacturers may not be able to meet our requests for timely
delivery, resulting in delayed deliveries of equipment and higher prices for equipment. Such disruptions, delayed
deliveries, and higher prices can limit our ability to provide services, or increase the costs of providing services, thus
reducing our revenues and profits.

We may decide to seek outside financing to accomplish our growth strategy, and cutside financing may not he
available or may be unfavorable to us.

Our business requires a great deal of capital in order to maintain our equipment and increase our fleet of
equipment to expand our operations, and we have access to our $250 million credit facility to fund our capital
requirements. Our existing credit facility bears interest at a floating rate, which exposes us to market risks as interest
rates rise. If our existing capital resources become unavailable, inadequate or unfavorable for purposes of funding
our capital requirements, we would need to raise additional funds through alternative debt or equity financings to
maintain our equipment and continue our growth. Such additional financing sources may not be available when we
need them, or may not be available on favorable terms. If we fund our growth through the issuance of public equity,
the holdings of shareholders will be diluted. If capital generated either by cash provided by operating activities or
outside financing is not available or sufficient for our needs, we may be unable to maintain our equipment, expand
our fleet of equipment, or take advantage of other poientially profitable business opportunities, which could reduce
our future revenues and profits,

Item 1B. Unresolved Staff Comments

None.

Item 2. Properties

RPC owns or leases approximately 85 offices and operating facilities. The Company leases approximately
13,400 square feet of office space in Atlanta, Georgia that serves as its headquarters, a portion of which is allocated
and charged to Marine Products Corporation. See “Related Party Transactions” contained in Item 7. The lcase
agreement on the headquarters is effective through October 2013, RPC believes its current operating facilities are
suitable and adequate to meet current and reasonably anticipated future needs although as our business continues to
grow we are evaluating the need for additional facilities. Descriptions of the major facilities used in our operations
are as follows:




Owned Locations
Houma, Louisiana — Administrative office
Houston, Texas — Pipe storage terminal and inspection sheds
Houston, Texas — Operations, sales and administrative office
Morgan City, Louisiana — Pipe cleaning facility
Elk City. Oklahoma - Operations, sales and equipment storage yards

Rock Springs, Wyoming — Operations, sales and equipment storage yards

Leased Locations
Seminole, Oklahoma — Pumping services facility
Elk City, Oklahoma —— Operations, sales and equipment storage yards
Kilgore, Texas -— Pumping services facility

Odessa, Texas — Operations, sales and equipment storage yards

Item 3. Legal Proceedings

RPC is a party to various routine legal proceedings primarily involving commercial claims, workers’
compensation claims and claims for personal injury. RPC insures against these risks to the extent deemed prudent by
its management, but no assurance can be given that the nature and amount of such insurance will, in every case,
fully indemnify RPC against liabilities arising out of pending and future legal proceedings related to its business
activities. While the cutcome of these lawsuits, legal proceedings and claims cannot be predicted with certainty,
management believes that the outcome of all such proceedings, even if determined adversely, would not have a
material adverse eftect on RPC’s business or financial condition.

1tem 4. Submission of Matters to a Vote of Security Holders

There were no matters submitted 1o a vote of security holders during the fourth quarter of 2006.
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Item 4A. Executive Officers of the Registrant

Each of the executive officers of RPC was elected by the Board of Directors to serve until the Board of

Directors’ meeting immediately following the next annual meeting of stockholders or until his or her earlier removal
by the Board of Directors or his or her resignation. The following table lists the executive officers of RPC and their
ages, offices, and terms of office with RPC.

Name and Office with Registrant Age Date First Elected to Present Office
R.Randall Rollins (1) oo e 75 1/24/84
Chairman of the Board
Richard A. HGbBel (2) ...coovoooeeveeoreeeoseeeeeooeoeoeoeeoe e 62 4/22/03
President and Chief Executive Officer
Linda H. Graham (3) ocoooovoioiiieeeeeeeeeeeeeeeeeee e 70 1/27/87
Vice President and
Secretary
Ben M. Palmer (4).......coo 46 7/8/96

Vice President,
Chief Financial Officer and
Treasurer

(n

(@)

(3)

@

R. Randall Rollins began working for Rollins, Inc. (consumer services) in 1949, At the time of the spin-off of
RPC from Rollins, in 1984, Mr. Rollins was elected Chairman of the Board and Chief Executive Officer of
RPC. He remains Chairman of RPC and stepped down as the Chiel Executive Officer effective April 22,
2003. He has served as Chairman of the Board of Marine Products Corporation (boat manufacturing) since it
was spun-off in February 2001 and Chairman of the Board of Roliins, Inc. since October 1991. He js also a
director of Dover Downs Gaming and Entertainment, Inc. and Dover Motorsports, Inc. and, until April 2004,
he served as a director of SunTrust Banks, Inc. and SunTrust Banks of Georgia.

Richard A. Hubbell has been the President of RPC since 1987 and Chief Executive Officer since April 22,
2003. He has also been the President and Chief Executive Officer of Marine Products Corporation since it was
spun-off in February 2001. Mr. Hubbell serves on the Board of Directors for both of these companies.

Linda H. Graham has been the Vice President and Secretary of RPC since 1987. She has also been the Vice
President and Secretary of Marine Products Corporation since it was spun-off in February 2001. Ms. Graham
serves on the Board of Directors for both of these companies.

Ben M. Palmer has been the Vice President, Chief Financial Officer and Treasurer of RPC since 1996. He
has also been the Vice President, Chief Financial Officer and Treasurer of Marine Products Corporation since
it was spun-off in February 2001.
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PART II

Item 5. Market for Registrant’s Common Equity, Related Stockholder Matters and Issuer Purchases of

Equity Securities

RPC’s common stock is listed for trading on the New York Stock Exchange under the symbol RES. On
October 24, 2006, RPC’s Board of Directors declared a three-for-two stock split of the Company’s common shares.
The additional shares were distributed on December 11, 2006, to shareholders of record on November 10, 2006. All
share, earnings per share, and dividends per share data presented throughout this document have been adjusted to
reflect this stock split. At February 15, 2007, there were 97,753,233 shares of common stock outstanding and
approximately 6,896 holders of record of common stock. The following table sets forth the high and low prices of
RPC’s common stock and dividends paid for each quarter in the years ended December 31, 2006 and 2005:

2006 2005
Quarter High Low Dividends High Low Dividends
First....ccoovenennnn. $23.72 $12.33 $0.033 $891 $6.22 $0.018
Second .........c.c.. 23.19 12.83 0.033 1.77 5.85 0.018
Third ...ccocoovenee. 16.97 11.53 0.033 11.72 7.40 0.018
Fourth ................ 17.95 11.17 0.033 17.92 9.35 0.018

On January 23, 2007, the Board of Directors approved a quarterly cash dividend per common share of $0.05
payable March 12, 2007 to stockholders of record at the close of business February 12, 2007. The Company expects
to continue to pay cash dividends to the common stockholders, subject 10 the earnings and financial condition of the

Company and other relevant factors.

Issuer Purchases of Equiry Securities

Shares repurchased in the fourth quarter of 2006 are outlined below.

Total Number
of Shares (or

Average Price

Total Number of
Shares (or Units
Purchased as Part of

Maximum Number
{or
Approximate Dollar
Value) of Shares (or
Units)
that May Yet Be

Units) Paid Per Share Publicly Announced Purchased Under the
Period Purchased (or Unit) Plans or Programs Plans or Programs
October 1, 2006 to
October 31, 2006......... — (H — — 4,066,965
November 1, 2006 to
November 30, 2006..... 2,331 () 14.74 — 4,066,965
December 1. 2006 to
December 31, 2006 ..... 245,986 (2 15.60 — 4,066,965
Totals....oooeeveeveieecevenenne 248,317 3 15.59 — 4,066,965
(1) All shares shown were tendered to the Company in connection with employee stock option exercises.

Consists of 9,986 shares tendered to the Company in connection with employee stock option exercises.
Also includes 236,000 shares purchased by “affiliated purchasers™ under Rule 10b - 18 of the Securities
Exchange Act of open market transactions. These affiliated purchases were made by RFT Investment
Co. LLC of which LOR, Inc. is the manager. Mr. R. Randall Rollins and Mr. Gary W. Rollins having
voting control of LOR, Inc.

The Company’s Board of Directors announced a stock buyback program in March 1998 authorizing the
repurchase of 11,812,500 shares in the open market. During the fourth quarter of 2006, there were no open market
purchases of the Company’s shares under this stock repurchase program, Currently the program does not have a
predetermined expiration date.

22




Performance Graph

The following graph shows a five year comparison of the cumulative total stockhoelder return based on the
performance of the stock of the Company, assuming dividend reinvestment, as compared with both a broad equity
market index and an industry or peer group index. The indices included in the following graph are the Russell 2000
Index (*“Russelt 2000™), the Philadelphia Stock Exchange’s Oil Service Index (“OSX”), and a peer group which
includes companies that are considered peers of the Company, as discussed below (the “Peer Group™). The
Company has voluntarily chosen to provide both an industry and a peer group index.

The Russell 2000 is a stock index representing small capitalization U.S. stocks. The components of the index had an
average market capitalization tn 2006 of $1.25 billion, and the Company was a component of the Russell 2000
during 2006. The Russell 2000 was chosen because it represents companies with comparable market capitalizations
to the Company. The OSX is a stock index of 15 U.S. companies that provide oil drilling and production services,
oilfield equipment, support services and geophysical/reservoir services. The Company is not a component of the
OSX, but it was chosen because it represents a large group of companies that provide the same or similar products
and services as the Company. The companies included in the Peer Group are Weatherford International, Inc., BJ
Services Company, Superior Energy Services, Inc., and Halliburton Company. The companies included in the peer
group have been weighted according to each respective issuer’s stock market capitalization at the beginning of each
year.

COMPARISON OF FIVE-YEAR CUMULATIVE TOTAL RETURN*

300 -

| 0 L RN — e e — J— - _ — i . — — o
12/31/01 12/31/02 12/31/03 1231704 12/31/05 12/31/06
—¢— RPC, [nc. Common Stock — 4 — Russcll 2000 Index —A&— 0SX ---@ - Peer Group

*Assumes Reinvestment of Dividends

Item 6. Selected Financial Data

The following table summarizes certain selected financial data of the Company. The historical information
may not be indicative of the Company’s future results of operations, The information set forth below should be read
in conjunction with “Management’s Discussion and Analysis of Financial Condition and Results of Operations™ and
the Consolidated Financial Statements and the notes thereto included elsewhere in this document.
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STATEMENT OF OPERATIONS DATA:

Years Ended December 31,

2006 2005 2004 2003 2002

(in thousands, except employee and per share amounts)

REVEIMUES....coeeeiriiiiees s e e
Cost of services rendered and goods sold..................
Selling, general and administrative expenses ............
Depreciation and amortization...........cccovveiieniicineeens
Gain on disposition of assets, net (a) ...
Operating profit (loss)

INEErESE EXPEINSE coveveieieeieece s

Interest income

Other INCOME, MEL c..eeeeiie et eciit i e s st s e s s sntee s esaneees
[ncome (loss) before income taxes ...........cccoeevvvinnnnns
Income tax provision (benefit) (b).......................

Net income (1oss) {bY..cooor oo,

Earnings (loss) per sharc:

DHIUIED oottt ce e e
Dividends paid per share
OTHER DATA:
Operating margin Percent ...

Net cash provided by operations............c.ooeeviirrinees
Net cash used for investing activities

Net cash provided by (used for) financing activities ...
Depreciation and amortization (€} ........ccocooeieiinecns
Capital expenditures ...
Employees at end of period ..........coovirvriinninenns
BALANCE SHEET DATA AT END OF YEAR:

Accounts recetvable, net...........
Working capital ..o
Property, plant and equipment, Net..........ocovviriinrnes
TOAl ASS8LS 1.eeioieiieeiis e
Current portion of long-termdebt. ..o
Long-term debt (d) ...
Total stockholders’ equity ..o,

(a)

$ 596,630 $427,643 $339,792 $270,527 $209,030

287,037 227492 193,659 168,766 143362
91,051 75478 65871 52268 44,852
46,711 39,129 34473 33,094 31242
(5,969) (12,169)  (5.551) (36) _ (1,597)
177,800 97,713 51340 16435  (8.829)
(418) (127) 311 (284) (210)

381 1,077 243 131 136
1,085 2,077 1,931 1,288 749
178,848 100,740 53203 17,570  (8,154)
68,054 34256 _ 18430 6,677  (2.894)

$ 110,794 $ 66484 $ 34773 S 10,893 $ (5.260)
$ 116 S 070 S 036 $ 011 $ (0.06)
$ 1138 067 $ 036 $ 011 $ (0.06)
$ 0133 $ 0071 $ 0036 $ 0030 § 0030
29.8%  22.8%  15.1% 6.1%  (4.2%)

$ 118228 S 66,362 $§ 50374 § 50631 § 27,556
(151,085) (62,415) (37.215) (34,670) (21,831)
22777 (20,774)  (5.825)  (5,192)  (4,927)
46,711 39,129 34,500 33,182 31,342

$ 159831 $ 72,808 $ 49,869 $ 30,356 $ 22.481
2,000 1,649 1,596 1,529 1,419

$ 148469 $107,428 $ 75793 § 53,719 § 40,168
111,302 95215 77.509 63,226 52,646
262,797 141,218 114222 109,163 105,338
474307 311,785 262942 226864 195954
— — 2,700 1,110 552
35,600 — 2,100 4.800 2.410

$ 335287 $232,501 $181.423 $151.106 $145,081

Gain on disposition of assets, net in 2005 includes a $10.7 million pre-tax gain ($0.07 after tax per diluted share) on the

sale of certain assets during third quarter of 2005. In 2004 the gain on disposition, net includes a $3.3 million pre-tax gain
(30.02 after tax per diluted share)} on the sale of certain operating assets during the fourth quarter of 2004.

(b)

During the fourth quarter of 2003, the income tax provision and net income reflect the receipt of tax refunds of §3.5

million related to the successtul resolution of certain tax matters, which had a positive impact of $0.04 after tax per diluted

share,

(¢

Prior 1o the sale of our overhead crane fabricator in April 2004, depreciation and amortization differed from depreciation

and amortization presented in the statements of operations. This difference is due to depreciation related to the
manufacturing of goods which was included in cost of services rendered and goods sold.

(d)

Effective September 2006, the Company closed on a new revolving credit facility for up to $250 million. In 2005, the
Company prepaid a $2.8 million promissory note and the remaining balance was paid in full upon maturity of a
promissory note in Juty 2005,




ltem 7. Management’s Discussion and Analysis of Financial Condition and Results of Operations
Overview

The following discusston should be read in conjunction with “Selected Financial Data,” and the Consolidated
Financial Statements included elsewhere in this document. See also “Forward-Looking Statements™ on page 10.

RPC, Inc. ("RPC™) provides a broad range of specialized oilfield services primarily to independent and major
oilfield companies engaged in exploration, production and development of oil and gas properties throughout the
United States, including the Gulf of Mexico, mid-continent, southwest and Rocky Mountain regions, and selected
international locations. The Company’s revenues and profits are generated by providing equipment and services to
customers who operate oil and gas properties and invest capital to drill new wells and enhance production or
perform maintenance on existing wells,

Our key business and financial strategies are:

. To focus our management resources on and invest our capital in equipment and geographic markets
that we believe will earn high returns on capital, and maintain an appropriate capital structure.

. To maintain a flexible cost structure that can respond quickly to volatile industry conditions and
business activity levels.

. To deliver equipment and services to our customers safely.
. To maintain and increase market share.
. To maximize shareholder return by optimizing the balance between cash invested in the Company’s

productive assets, the payment of dividends to shareholders, and the repurchase of cur common stock
on the open market.

. To align the interests of our management and shareholders,

. To maintain an efficient, low-cost capital structure, which includes an appropriate use of debt.

[n assessing the outcomes of these strategies and RPC’s financial condition and operating performance,
management generally reviews periodic forecast data, monthly actual results, and other similar information, We also
consider trends related to certain key {inancial data, including revenues, utilization of our equipment and personnel.
pricing for our services and equipment, profit margins, selling, general and administrative expenses, cash flows and
the return on our invested capital. We continuously moniter factors that impact the level of current and expected
customer activity levels, such as the price of oil and natural gas, changes in pricing for our services and equipment
and utilization of our equipment and personnel. Our financial results are affected by geopolitical factors such as
political instability in the petroleum-producing regions of the world. overall economic conditions and weather in the
United States, the prices of oil and natural gas, and our customers’ drilling and production activities.

Current industry conditions include natural gas prices that, while high by historical levels, are extremely
volatile and have recently declined significantly compared to prior year. Oil prices are historically high, although
they have declined somewhat during the second half of 2006. During 2006, the price of natural gas increased at the
beginning of the year compared to 2005, as U.S. natural gas production continued 1o be disrupted as a result of the
severe hurricanes in the Gulf of Mexico in the third quarter of 2005, which significantly disrupted U.S. natural gas
production. However, during the second half of 2006 natural gas prices decreased dramatically due to a much less
severe 2006 hurricane season, increasing natural gas storage levels, and expectations of warm weather in the winter
of 2007. In spite of these volatile, declining commodity prices, the rig count increased steadily throughout the year,
as our customers continued to eam strong returns on their investments and believed that the long-term operating
environment would be profitable. These trends in 2006 resulted in higher pricing for the Company’s services and
equipment, high utilization of new equipment placed in service during the year, and continued high utilization of our
existing equipment and personnel. Cash flow generated by our improved results and proceeds from our revolving
credit facility have also allowed us to make higher capital expenditures, which has led to an increase in capacity for
providing services to our customers.

The results of our strategies are reflected in our 2006 financial and operational performance. We generated
record revenues and profitability in 2006 because of better industry conditions, improved pricing, increased capacity
and growth in the utilization of our personnel and equipment. Revenues in 2006 of $596.6 million increased 39.5
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percent compared to the prior year. The growth in revenues resulted primarily from improved pricing for our
equipment and services, increased capacity due to our expenditures for new equipment and maintenance on existing
equipment, and a slight increase in utilization consistent with higher customer activity levels. The increase in prices
is partially attributable to the issuance of new price books during the third quarter of 2005 and the first and third
quarters of 2006. International revenues for 2006 increased due to higher customer activity levels in Angola,
Argentina, Canada and Turkmenistan. We continue to focus on developing international growth opportunities;
however, it is difficult to predict when contracts and projects will be initiated and their ultimate duration.
International revenues remain less than 10 percent of consolidated revenues. Based on current industry conditions
and trends during 2007 and our planned capital expenditures, we expect consolidated revenues for 2007 to increase
compared to 2006, although the volatility in our industry makes accurate near-term forecasts unreliable.

Income before income taxes was $178.8 million in 2006 compared to $100.7 million in the prior year. The
effective tax rate for 2006 was 38.1 percent compared to 34.0 percent in the prior year. Diluted earnings per share
increased to $1.13 in 2006 compared to $0.67 for the prior year, which included an after tax gain of $7.1 million or
$0.07 diluted earnings per share due to sale of certain assets in the third quarter of 2005. Cash flows from operating
activities were $118.2 million in 2006 compared to $66.4 million in the prior year, and cash and cash equivalents
were $2.7 million at December 31, 2006, a decrease of $10.1 million compared to Decernber 31, 2005. This
decrease in cash and cash equivalents occurred despite higher cash flows from operating activities primarily because
of increased capital expenditures to expand our fleet of revenue producing equipment. During the third quarter of
2006, we replaced our $50 million credit facility with a new $250 million revolving credit facility in order to support
our growth plan. As of December 31, 2006, there was $35.6 million in outstanding borrowings on our revolving
credit facility.

Cost of services rendered and goods sold as a percentage of revenues decreased approximately 5.1 percentage
points in 2006 compared to 2005. This improvement was due to improved pricing and higher equipment and
personnel utilization resulting in the leverage of our fixed costs over higher revenues.

Selling, general and administrative expenses as a percentage of revenues decreased approximately 2.3
percentage points in 2006 compared to 2005, which was due to the leverage of these costs over higher revenues
partially offset by an increase in employment costs consistent with higher activity levels, and increased incentive
compensation consistent with improved financial results.

Consistent with our strategy to selectively grow our capacity and maintain our existing fleet of high demand
equipment, capital expenditures were $159.8 million in 2006. [n September 2006, we selected a group of banks that
put a credit facility in place that allows for up to $250 million in borrowings. Although we currently expect capital
expenditures to be approximately $275 million during 2007, the total amount of 2007 expenditures will depend
primarily on equipment maintenance requirements and the ultimate delivery dates for equipment on order. We
expect these expenditures to be primarily directed toward our larger, core service lines including primarily pressure
pumping, but also hydraulic workover, coiled tubing, nitrogen, and rental tools.

On October 24, 2006, RPC’s Board of Directors declared a three-for-two stock split of the Company’s
common shares. The additional shares were distributed on December 11, 2006, to shareholders of record on
November 10, 2006. All share, earnings per share, and dividends per share data presented throughout this document,
including the accompanying financial statements and management’s discussion and analysis, have been adjusted to
reflect this stock split.

Qutlock

Drilling activity in the U.S. domestic oilfields, as measured by the rotary drilling rig count, has been stable or
gradually increasing for several years, and the overall domestic rig count during the fourth quarter of 2006 was
approximately 16 percent higher than in the comparable period in 2005. The average price of oil rose by
approximately one percent while the average price of natural gas declined by more than 44 percent during the fourth
quarter compared 1o the prior year. The natural gas price was substantially higher one year ago because of the
reduction in gas production following hurricanes Katrina and Rita. While the overall drilling rig count has increased,
drilling activity in the Gulf of Mexico has been weak, although it has recently improved. The Company has
responded to these trends by emphasizing investments in more robust domestic markets and making only selective
investments in the Gulf of Mexico market. In spite of recent strong industry conditions, the Company understands
that factors influencing the industry are unpredictable. The Company is monitoring recent declines in oil and natural
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gas prices for any signs of weakness in domestic customer activity levels. Our response to the industry’s potential
uncertainty is to maintain sufficient liquidity and a conservative capital structure. Although we have recently
decided to expand our bank credit facility to finance our expansion, we will still maintain a conservative financial
structure. Based on current industry conditions and trends during 2006, we expect consolidated revenues for 2007 to
increase compared to 2006,

The high activity levels in the domestic oilfield have increased demand for equipment from the manufacturers
of equipment and components used in the Company’s business. This increased demand has increased the lead times
for ordering and delivery of such equipment and components. If this increased demand and resulting delays in
delivery extends indefinitely, it could constrain the Company’s ability to expand its capacity, which would
negatively impact the Company’s future financial results.

Results of Operations

Years Ended December 31, 2006 2005 2004
ConsolAdated FEVEMUES covvitieceir ittt eeeee s $ 596,630 3 427,643 $ 339,792
Revenues by business segment:
Technical ..o $ 495,090 § 363,139 § 279,070
SUPPOIT ettt aseer e ern e rr et s 101,540 64,487 56,917
OMRET ettt ene e e — 17 3,805
Consolidated operating profit ..., $ 177,800 § 97,713 § 51,340
Operating profil by business segment:
Technical. ..o $ 153,126 § 84,048 § 47,027
U0 ettt e et e e e et e ar e r et eeas ettt 30,953 11,990 8.287
OTHET . b b ettt bttt asemsemenseneeneens — (273) (975)
COPPOLALE EXPEIISES oviitiiiiiiaiteioieiteeteestereeeeeee e oeessttesssesstestasrestessnssrestseons (12,248) (10,221 (8,550}
Gain on disposition 0f asSets, M. ........vvvvivinieiriniess e 5,969 12,169 5,551
N IICOIMIE 1ottt ettt ettt et e e e e e e et e et e emeeee e e et e e e e e eaeeeeeeaee e e ermeerseereeeaneen $110,794 $§ 66,484 § 34773
Earnings per share — diluted .......ooooiiiiiiiiiceeee e 3 1.13 % 067 3§ 0.36
Percentage of cost of services rendered and goods sold to revenues............. 48% 53% 57%
Percentage of selling, general and administrative expenses to revenues......... 15% 18% 15%
Percentage of depreciation and amortization expense to revenues.................. 8% 9% 10%
Effective iNCOmME tAX TALE ..ot 38.1% 34.0% 34.6%
Average U.S. domestic [Ig COUNt ..o e 1,649 1,383 1,90
Average natural gas price (per thousand cubic feet (mef)).ooveeieeie $ 665 % 886 S 5.88
Average oil price (perbarrel} ..o § 6636 § 5661 § 4135

Year Ended December 31, 2006 Compared To Year Ended December 31, 2005

Revenues. Revenues for 2006 increased $169.0 million or 39.5 percent compared to 2005, The Technical
Services segment revenues for 2006 increased 36.3 percent from the prior year due primarily to improved pricing
and increased capacity driven by higher capital expenditures. The Support Services segment revenues for 2006
increased 57.5 percent from the prior year due to increased capacity driven by higher capital expenditures in the
rental tool service line, the largest within this segment, as well as improved pricing in the service lines which
comprise this segment.

Domestic revenues increased 37 percent to $566.6 miltion during 2006 compared to the prior year, The
increase in revenues is due to higher pricing and increased capacity in our largest service lines, such as pressure
pumping and rental tools. The increase in pricing is mostly attributed to price book adjustments effective during the
third quarter of 2005 and the first and third quarters of 2006 and higher customer demand for our services. The
average price of natural gas decreased by almost 25 percent and the average price of oil increased by over 17 percent
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during 2006 compared to the prior year. In spite of the decrease in natural gas, the average domestic rig count during
2006 was 19 percent higher than the same period in 2005. This increase in drilling activity had a positive impact on
our financial results. We believe that our activity levels are affected more by the price of natural gas than by the
price of oil, because the majority of U.S. domestic drilling activity relates to natural gas, and many of our services
are more appropriate for gas wells than o1l wells. Foreign revenues increased from $14.3 million in 2005 to $30.0
million in 2006, or only five percent of consolidated revenues. Revenue increases were realized due mainly to higher
customer activity levels in Angola, Argentina, Canada and Turkmenistan compared to the prior year. Our
international revenues are impacted by the timing of project initiation and their ultimate duration,

Cost of services rendered and goods sold. Costs of services rendered and goods sold in 2006 was $287.0
million compared 1o $227.5 million in 2005, an increase of $59.5 million or 26.2 percent. The increase in these costs
was due to the variable nature of many of these expenses, including compensation, materials and supplies expenses
and maintenance and repair expenses. Cost of services rendered and goods sold, as a percent of revenues, decreased
in 2006 from 2005 due to leveraging of fixed costs over higher revenues as a result of improved pricing and
increased equipment and personnel utilization.

Selling. general and administrative expenses. Selling, general and administrative expenses increased 20.6
percent to $91.1 million in 2006 compared to $75.5 million in 2005. This increase was primarily due to higher
employee headcount consistent with higher activity levels, and increased compensation costs consistent with
improved profitability. Thesc costs as a percent of revenues, however, decreased due to leveraging of these
expenses, most of which are of a fixed nature, over higher revenues.

Depreciation and amortization. Depreciation and amortization were $46.7 million in 2006, an increase of
$7.6 million or 19.4 percent compared to $39.1 million in 2005. This increase in depreciation and amortization
resulted from a higher level of capital expenditures during recent quarters within both Support Services and
Technical Services to increase capacity and to maintain our existing equipment.

Gain on disposition of assets. net. Gain on the disposition of assets, net decreased due primarily to the sale of
operating and intangible assets refated to the hammer, casing, laydown and casing torque-turn service lines which
generated a pre-tax gain of $10.7 million in the third quarter of 2005. The remaining gain on disposition of assets,
net during 2006 and 2005 includes gains or losses related to various property and equipment dispositions or sales to
customers of lost or damaged rental equipment.

Other income, net. Other income, net in 2006 was $1.1 million, a decrease of $1.0 million compared to $2.1
million in 2005. The decrease is primarily due to proceeds from a litigation settlement that were realized during the
first quarter of 2005. The remaining other income. net primarily includes gains from settlements of various other
legal and insurance claims.

Interest expense and interest income. Interest expense was $418 thousand in 2006 compared to $127 thousand
in 2005, The increase is due primarily to higher interest expense in 2006 incurred on outstanding interest bearing
advances on our revolving line of credit. Interest income declined to $381 thousand in 2006 compared to $1.1
million in 2005 as a result of a lower average cash balance in 2006 compared to 2005 and $412 thousand of interest
income related to income tax refunds received during the fourth quarter of 2005,

Income tax provision. The income tax provision increased to $68.1 million in 2006 from $34.3 million in
2005. The increase is due to the increase in income before taxes and an increase in the effective tax rate to 38.1
percent in 2006 from 34.0 percent in 2005. Adjustments of $3.5 million in 2005 related to receipt of income tax
refunds resulted in an income tax benefit of 3.4 percent.

Net income and diluted earnings per share. Net income increased 66.6 percent to $110.8 million, or $1.13
earnings per diluted share, compared to $66.5 million, or $0.67 earnings per diluted share in 2005, which included
an after-tax gain on the sale of certain assets in the third quarter of 2005 of $0.07 diluted earnings per share.

Year Ended December 31, 2005 Compared To Year Ended December 31, 2004

Revenues. Revenues for 2005 increased $87.9 million or 25.9 percent compared to 2004. The Technical
Services segment revenues for 2005 increased 30.1 percent from the prior year due primarily to increases in capacity
driven by higher capital expenditures, improved utilization, and increased pricing driven by higher customer demand
for our services. This increase was partially offset by the disposal of our casing installation services in the third
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quarter of 2005. The Support Services segment revenues for 2005 increased 13.3 percent from the prior year as a
result of higher capacity, equipment utilization and increased pricing in rental tools, which is the largest service line
within this segment. The growth in this segment was lower than the change in the domestic rig count and in
Technical Services due to this segment’s exposure to the Gulf of Mexico, a region in which activity has been very
weak since the hurricanes in the third quarter of 2005. In addition, these increases were also offset by the lack of
revenues for 2005 from our marine liftboat division, which was sold in the fourth quarter of 2004. The marine
lifthoat division generated revenues of $3.3 million in 2004.

Domestic revenues increased during 2005 due to increased customer demand for our services, which we were
able to meet with increases in capacity, utilization and improved pricing as a result of new price books issued during
the third quarter of 2005. The average domestic rig count during 2005 was 16 percent higher than the same period in
2004. In addition, the average price of natural gas increased by approximately 51 percent and the average price of oil
increased by approximately 37 percent during 2005 compared to the prior year. This increase in oil and gas prices
and the resulting increase in drilling activity had a positive impact on our financial results. These increases were
partially offset by continued weakness in the Gulf of Mexico market, which was especially weak in the third and
fourth quarters as a result of the hurricanes that occurred in the third quarter. Foreign revenues decreased from $15.9
million in 2004 to $14.3 million in 2005 due to a large decline in our Kuwait operation. This decline was due to the
sporadic nature of the contract as well as customer-imposed delays. This decline was offset by increases in almost
all of our other international locations as well as the inception of a new contract in Turkmenistan. These increases
were due to our increased focus on international business and our business development efforts.

Cost of services rendered and goods sold. Costs of services rendered and goods sold in 2005 was $227.5
million compared to $193.7 million in 2004, an increase of $33.8 miilion or 17.5 percent, The increase in these costs
was due to the variable nature of many of these expenses, including compensation, materials and supplies,
maintenance and repair, and fuel costs and the increase in the price of fuel. Cost of services rendered and goods sold,
as a percent of revenues, decreased to 53.2 percent in 2005 from 57.0 percent in 2004 as a result of higher utilization
of personnel and operating equipment, improved pricing, and the leveraging of fixed costs over higher revenues.

Selling. general and administrative expenses. Selling, general and administrative expenses increased 14.6
percent to $75.5 million in 2005 compared to $65.9 million in 2004. However, as a percentage of revenues, these
expenses decreased 1.7 percentage points to 17.7 percent. The increase was primarily due to higher employment
cosls associated with additions to field administrative personnel to handle higher business activity levels and costs to
implement additional information technology to support operational efticiencies.

Depreciation and amortization. Depreciation and amortization were $39.1 million in 2005, an increase of
$4.6 million or 13.3 percent compared to $34.5 million in 2004, This increase in depreciation and amortization
resulted trom various capital expenditures made during 2005 within Support Services and Technical Services. A
larger percentage of the increase in depreciation and amortization was due to capital expenditures made in the
Support Services segment than the Technical Services segment, despite its smaller relative revenues and total assets,
because ol investments made in the rental tools service line, the largest service line within Support Services, and a
new Support Services operational facility that was constructed in 2005,

Gain on disposition of assets, net. Gain on the disposition of assets, net increased primarily due 10 the sale of
certain assets of the hammer, casing, laydown and casing torque-iurn service lines for net proceeds of $15.7 million
which generated a pre-tax gain of $10.7 million, or $0.07 after tax gain per diluted share. The gain on disposition of
assets in 2004 was due primarily to the pre-tax gain of $3.3 million on the sale of the domestic liftboat fleet which
occurred during the fourth quarter of 2004. The remaining gain on disposition of assets, net in 2005 and 2004 also
includes gains or losses related to various real property and equipment dispositions or sales to customers of lost or
damaged rental equipment.

Other income, net. Other income, net in 2005 of $2.1 million primarily includes proceeds of approximately
$1.3 million from a litigation settlement in the first quarter of 2005. The remaining other income, net in 2005 and
2004 also includes gains from various other legal and insurance claims.

Interest expense and interest income. Interest expense decreased to $127 thousand in 2005 compared to $311
thousand in 2004. The decrease resulted primarily from the reduction in outstanding debt through annual principal
payments made during 2004 and 2005. Interest income increased to $1.1 million in 2005 compared to $243 thousand
in 2004 as a result of $412 thousand of interest income related 1o income tax refunds received during the fourth
quarter of 2005 and higher percentage yields on a slightly higher average cash balance in 2005 compared to 2004,
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Income rax provision, The effective tax rate was 34.0 percent in 2005 and 34.6 percent in 2004. Adjustments
of $3.5 million in 2005 resulted in an income tax benefit of 3.4 percent related to income tax refunds received
primarily during the fourth quarter of 2005. Adjustments of $1.1 million in 2004 resulted in an income tax benefit of
3.2 percent primarily related to the recognition of previously reserved foreign tax credit carryovers and an
adjustment to the liability for foreign taxes.

Net income and diluted earnings per share. Net income for 2005 was $66.5 million, or $0.67 earnings per
diluted share. This included a $7.1 million after tax gain, or $0.07 per diluted share, related to the sale of the
operating and intangible assets of the hammer, casing, laydown and casing torque-turn service lines. Net income for
2004 was $34.8 million or $0.36 earnings per diluted share, and included a pre-tax gain of $3.3 million related to the
sale of the domestic liftboat fleet.

Liquidity and Capital Resources
Cash and Cash Flows

The Company’s cash and cash equivalents were $2.7 million as of December 31, 2006, $12.8 million as of
December 31, 2005 and $29.6 million as of December 31, 2004.

The following table sets forth the historical cash flows for the year ended December 31:

{(in thousands)

2006 2005 2004
Net cash provided by operating activities.....c..voveeeeonvncnnnecececccreeces $ 118228 % 66362 3 350374
Net cash used for investing aCtvities ........cooceveeeinniinnienns e, (151,085) (62.415) (37,215)
Net cash provided by (used for} financing activities ...............ccco i 22,777 (20,774) (5,825)

2006

Cash provided by operating activities increased by $51.9 million in 2006 compared to the prior year. This
increase is due primarily to the $44.3 million increase in net income partially offset by a small increase in working
capital requirements. Increased business activity levels and revenues resulted in higher accounts receivable,
inventories and prepaid expenses partially offset by the increased accounts payable and accrued payroli.

Cash used for investing activities in 2006 increased by $88.7 million compared to 2005, primarily as a result
of higher capital expenditures to increase capacity and maintain our existing equipment. This increase was partially
offset by earnout payments made in the second and third quarters of 2005 which did not recur in the current period.

Cash provided by financing activities in 2006 increased by $43.6 million compared to 2005, primarily due to
net borrowings from notes payable to banks during the third and fourth quarters of 2006, a decrease in repurchases
of common shares, principal loan repayments made in the first and third quarters of 2005 which did not recur in the
current year and excess tax benefits for share-based payments. This increase was partially offset by an 88 percent
increase in dividends paid to common shareholders.

2003

Cash provided by operating activities was $66.4 million in 2005 compared to $50.4 million in 2004. The large
improvement in operating results and increased gains on sale of assets was partially offset by higher working capital
requirements and a lower cash contribution to the defined benefit pension plan.in 2005 compared to 2004. Increased
business activity levels and revenues resulted in increased accounts receivable and inventories which was partially
offset by higher accounts payable. Also, the company received income tax refunds of $3.5 million in 2005 that did
not occur in 2004.

Cash used for investing activities in 2005 increased by $25.2 million compared to 2004, primarily as a result
of an increase in capital expenditures to increase capacity and maintain our existing equipment and an increase of
$5.5 million in 2005 compared to 2004 in earnout payments for acquisitions. These increases were partially offset by
higher proceeds from the sale of assets.




Cash used for financing activities in 2005 increased by $14.9 million compared to 2004, due to increased cost
of open market share repurchases of Company common stock, a 100 percent increase in dividends paid to common
shareholders, and principal repayments totaling $4.8 million during the first and third quarters of 2005,

Financial Condition and Liquidity

The Company’s financial condition as of December 31, 2006, remains strong. We believe the liquidity
provided by our existing cash and cash equivalents, our overall strong capitalization which includes a revolving
credit facility and cash expected to be generated from operations will provide sufficient capital 10 meet our
requirements for at least the next twelve months. During the third quarter of 2006, the Company replaced its $50
million line of credit with a $250 million revolving credit facility (the “Revolving Credit Agreement”), with a term
of five years. The Revolving Credit Agreement contains customary terms and conditions, including certain financial
covenants including covenants restricting RPC’s ability to incur liens, merge or consolidate with another entity. A
total of $199.4 million was available under our facility as of December 31, 2006 and $190.6 million was available as
of February 28, 2007; approximately $15.0 million of the credit facility supports outstanding letters of credit relating
to self-insurance programs or contract bids. For additional information with respect to RPC’s credit facility, see
Note 7 of the Notes to Consolidated Financial Statements.

The Company’s decisions about the amount of cash to be used for investing and financing purposes are
influenced by its capital position, including access to borrowings under our credit facility, and the expected amount
of cash to be provided by operations. We believe our liquidity will continue to provide the opportunity to grow our
assel base and revenues during periods with positive business conditions and strong customer activity levels. The
Company’s decisions about the amount of cash to be used for investing and financing activities could be influenced
by the financial covenants in our credit facility but we do not expect the covenants to restrict our planned activities.

Cash Requirements

Capital expenditures were $159.8 miltion in 2006, and we currently expect capital expenditures to be
approximately $275 million in 2007. We expect these expenditures to be primarily directed towards revenue-
producing equipment in our larger, core service lines including pressure pumping, snubbing, nitrogen, and rental
tools. The actual amount of 2007 expenditures will depend primarily on equipment maintenance requirements,
expansion opportunities, and equipment delivery schedules.

The Company’s Retirement Income Plan, a multiple employer trusteed defined benefit pension plan, provides
monthly benefits upon retirement at age 65 to eligible employees. During the first quarter of 2006, the Company
contributed $2.6 million to the pension plan. We expect that additional contributions to the defined benefit pension
plan of approximately 54.75 million will be required in 2007 to achieve the Company’s funding objective.

The Company’s Board of Directors announced a stock buyback program on March 9, 1998 authorizing the
repurchase of up to 11,812,500 shares of which 4,066,965 additional shares were available to be repurchased as of
December 31, 2006. The program does not have a predetermined expiration date.

On January 23, 2007, the Board of Directors approved an increase in the quarterly cash dividend per common
share, from $0.03 to $0.05, payable March 12, 2007 to stockholders of record at the close of business February 12,
2007. The Company expects to continue to pay cash dividends to common stockholders, subject to the earnings and
financial condition of the Company and other relevant factors.
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Contractual Obligations

The Company’s obligations and commitments that require future payments include a bank demand note,
certain non-cancelable operating leases, purchase obligations and other long-term liabilities. The following table
summarizes the Company’s significant contractual obligations as of December 31, 2006:

Contractual obligations Payments due by period

Less than 1-3 3-5 More than
(in thousands) Total 1 year years years 5 years
Long-term debt obligations ... $ 35600 § — ¥ — § 35600 § —
Interest on long-term debt obligations .............. 10,346 2,072 6,248 2,026 —
Capital tease obligations........occovceiiinn e, — — — — —
Operating leases (1) .....ocooevinieininieicccn, 9,627 182 6,065 2,056 1,324
Purchase obligations (2} .....ccccocvennniiiicnenes 55,356 55,356 — s —
Other long-term labilities (3} ..o, 8,132 4,750 3,382 — —
Total contractual obligations ..o $ 119061 § 62360 § 15695 $ 39682 3§ 1,324

{1)  Operating leases include agreements for various office locations, office equipment, and certain operating
equipment.

(2)  Includes agreements to purchase goods or services that have been approved and that specify all significant
terms (pricing, quantity, and timing}. As part of the normal course of business the Company enters into
purchase commitments to manage its various operating needs.

(3) Includes expected cash payments for long-term liabilities reflected on the balance sheet where the timing of
the payments are known. These amounts include primarily known pension plan funding obligations and
incentive compensation. These amounts exclude pension obligations with uncertain funding requirements and
deferred compensation liabilities.

Inflation

The Company purchases its equipment and materials from suppliers who provide competitive prices, and
employs skilled workers from competitive labor markets. If inflation in the general economy increases, the
Company’s costs for equipment, materials and labor could increase as well. Due to the increases in activity in the
domestic oilfield over the past several years, as well as a shortage of a skilled work force due to historically low
activity in the oilfield, the Company has experienced some upward wage pressures in the labor markets from which
it hires employees. Also over the past several years, the price of steel, for both the commodity and for products
manufactured with steel, has increased dramatically. Recently, steel prices have moderated, although they remain
high by historical standards. This factor has affected the Company’s operations by extending time for deliveries of
new equipment and receipt of price quotations that may only be valid for a limited period of time. If this factor
continues, it is possible that the cost of the Company’s new equipment will increase which would result in higher
capital expenditures and depreciation expense. RPC has been able to recover such increased costs through price
increases to its customers, but it may not be able to do so in the future, thereby reducing the Company’s future
profits.

Off Balance Sheet Arrangements

The Company does not have any material off balance sheet arrangements.

Related Party Transactions

Marine Products Corporation

Effective February 28, 2001, the Company spun-off the business conducted through Chaparral Boats, Inc.
(**Chaparral™), RPC’s former powerboat manufacturing segment, RPC accomplished the spin-oft by contributing
100 percent of the issued and outstanding stock of Chaparral to Marine Products Corporation (a Delaware
corporation) (“Marine Products™). a newly formed wholly-owned subsidiary of RPC, and then distributing the
commeon stock of Marine Products to RPC stockholders. In conjunction with the spin-oft, RPC and Marine Products
entered into various agreements that define the companies’ relationship.
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In accordance with a Transition Support Services agreement, which may be terminated by either party, RPC
provides certain administrative services, including financial reporting and income tax administration, acquisition
assistance, etc.. to Marine Products. Charges from the Company (or from corporations that are subsidiaries of the
Company) for such services aggregated approximately $739,000 in 2006, $616,000 in 2005 and $546.,000 in 2004.
The Company’s receivable due from Marine Products for these services as of December 31, 2006 and 20035 was
approximately $236,000 and $66,000. The Company’s directors are also directors of Marine Products and all of the
executive officers are employees of both the Company and Marine Products.

The Tax Sharing and Indemnification Agreement provides for, among other things, the treatment of income
tax matters for periods through February 28, 2001, the date of the spin-off, and responsibility for any adjustments as
a result of audits by any taxing authority. The general terms provide for the indemnification for any tax detriment
incurred by onc party caused by the other party’s action. In accordance with the agreement, RPC transferred
approximately $19,000 in 2004 to Marine Products for tax settlements.

Other

The Company periodically purchases in the ordinary course of business products or services from suppliers,
who are owned by significant officers or shareholders, or affiliated with the directors of RPC. The total amounts
paid to these affiliated parties were approximately $1,248,000 in 2006, $926,000 in 2005 and $529,000 in 2004,

RPC receives certain administrative services and rents office space from Rollins, Inc. (a company of which
Mr. R. Randall Rollins is also Chairman and which is otherwise affiliated with RPC). The service agreements
between Rollins, Inc. and the Company provide for the provision of services on a cost reimbursement basis and are
terminable on six months notice. The services covered by these agreements include office space, administration of
certain employee benefit programs, and other administrative services. Charges to the Company (or to corporations
which are subsidiaries of the Company) for such services and rent totaled to $70,000 in 2006, 871,000 in 2005 and
$76,000 in 2004,

Critical Accounting Policies

The consolidated financial statements are prepared in accordance with accounting principles generally
accepted in the United States, which require significant judgment by management in selecting the appropriate
assumptions for calculating accounting estimates. These judgments are based on our historical experience, terms of
existing contracts, trends in the industry, and information available from other outside sources. as appropriate.
Senior management has discussed the development, selection and disclosure of its critical accounting estimates with
the Audit Committee of our Board of Directors. The Company believes the following critical accounting policies
involve estimates that require a higher degree of judgment and complexity:

Allowance for doubiful accounts— Substantially all of the Company’s receivables are due from oil and gas
exploration and production companies in the United States, sclected international locations and foreign, nationally
owned oil companies. Qur allowance for doubtful accounts is determined using a combination of factors to ensure
that our receivables are not overstated due to uncollectibility. Our established credit evaluation procedures seek to
minimize the amount of business we conduct with higher risk customers. Our customers’ ability to pay is directly
related 10 their ability to generate cash flow on their projects and is significantly affected by the volatility in the
price of oil and natural gas. Provisions for doubtful accounts are recorded in selling, general and administrative
expenses. Accounts are written-off against the allowance for doubtful accounts when the Company determines that
amounts are uncollectible and recoveries of amounts previously written oft are recorded when collected. Significant
recoveries will generally reduce the required provision in the period of recovery. Therefore, the provision for
doubtful accounts can fluctuate significantly from period to period. There were no large recoveries in 2006, 2005
and 2004. We record specific provisions when we become aware of a customer’s inability to meet its financial
obligations to us, such as in the case of bankruptcy filings or deterioration in the customer’s operating results or
financial position. 1T circumstances related to customers change, our estimates of the realizability of receivables
would be further adjusted, either upward or downward.

The estimated allowance for doubtful accounts is based on our evaluation of the overall trends in the oil and
gas industry, financial condition of our customers, our historical write-off experience, current economic conditions,
and in the case of international customers. our judgments about the economic and political environment of the
related country and regien. [n addition to reserves established for specific customers, we establish general reserves
by using different percentages depending on the age of the receivables. Excluding the eftect of the recoveries
referred to above, the annual provisions for doubtful accounts have ranged from 0.25 percent to 0.40 percent of
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revenues over the last three vears. Increasing or decreasing the estimated general reserve percentages by 0.50
percentage points as of December 31, 2006 would have resulted in a change of approximately $0.8 million to the
allowance for doubtful accounts and a corresponding change to selling, general and administrative expenses.

fncome taxes — The effective income tax rates were 38.1 percent in 2006, 34.0 percent in 2005, and 34.6
percent in 2004. Our effective tax rates vary due to changes in estimates of our future taxable income, fluctuations in
the 1ax jurisdictions in which our earnings and deductions are realized, and favorable or unfavorable adjustments to
our estimated tax liabilities related to proposed or probable assessmenlts. As a result, our effective tax rate may
fluctuate significantly on a quarterly or annual basis.

We establish a valuation allowance against the carrying value of deferred tax assets when we determine that it
is more likely than not that the asset will not be realized through future taxable income. Such amounts are charged to
earnings in the period in which we make such determination. Likewise, if we later determine that it is more likely
than not that the net deferred tax assets would be realized, we would reverse the applicable portion of the previously
provided valuation allowance. We have considered future market growth, forecasted earnings, future taxable
income, the mix of earnings in the jurisdictions in which we operate, and prudent and feasible tax planning strategies
in determining the need for a valuation allowance.

We calculate our current and deferred tax provision based on estimates and assumptions that could differ from
the actual results reflected in income tax returns filed during the subsequent year. Adjustments based on filed returns
are recorded when identified, which is generaily in the third quarter of the subsequent year for U.S. federal and state
provisions. Deferred tax liabilities and assets are determined based on the differences between the financial and tax
bases of assets and liabilities using enacted tax rates in effect in the year the differences are expected to reverse,

The amount of income taxes we pay is subject to ongoing audits by federal, state and foreign tax authorities,
which often result in proposed assessments. Qur estimate for the potential outcome for any uncertain tax issue is
highly judgmental. We believe we have adequately provided for any reasonably foreseeable outcome related to these
matters. However, our future results may include favorable or unfavorable adjustments to our estimated tax
liabilities in the period the assessments are made or resolved or when statutes of limitation on potential assessments
expire. Additionally, the jurisdictions in which our earnings or deductions are realized may differ from our current
estimates.

Insurance expenses — The Company self insures, up to certain policy-specified limits, certain risks related to
general liability, workers’ compensation, vehicle and equipment liability. The cost of claims under these self-
insurance programs is estimated and accrued using individual case-based valuations and statistical analysis and is
based upon judgment and historical experience; however, the ultimate cost of many of these claims may not be
known for several years. These claims are monitored and the cost estimates are revised as developments occur
relating to such claims. The Company has retained an independent third party actuary to assist in the calculation of a
range of exposure for these claims. As of December 31, 2006, the Company estimates the range of exposure to be
from $8.9 million to $11.6 millton. The Company has recorded liabilities at December 31, 2006 of approximately
$10.2 million which represents management’s best estimate of probable loss.

Depreciable life of ussets — RPC’s net property, plant and equipment at December 31, 2006 was $262.8
million representing 55 .4 percent of the Company’s consolidated assets. Depreciation and amortization expenses for
the year ended December 31, 2006 were $46.7 million, or 11.0 percent of total operating costs. Management
judgment is required in the determination of the estimated useful lives used to calculate the annual and accumulated
depreciation and amortization expense.

Property, plant and equipment are reported at cost less accumulated depreciation and amortization, which is
generally provided on a straight-line basis over the estimated useful lives of the assets. The estimated useful life
represents the projected period of time that the asset will be productively employed by the Company and is
determined by management based on many factors including historical experience with similar assets. Assels are
monitored to ensure changes in asset lives, are identified and prospective depreciation and amortization expense is
adjusted accordingly. We have not made any changes to the estimated lives of assets resulting in a material impact
in the last three years.

Defined benefit pension plan — In 2002, the Company ceased all future benefit accruals under the defimed
benefit plan, although the Company remains obligated to provide employees benefits earned through March 2002.
The Company accounts for the defined benefit plan in accordance with the provisions of Statement of Financial
Accounting Standards No. 158, “Employers’ Accounting for Defined Benefit Pension and Other Postretirement
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Plans - An Amendment of FASB Statements No. 87, 88, 106, and 132(R)" and engages an outside actuary to
calculate its obligations and costs. With the assistance of the actuary, the Company evaluates the significant
assumptions used on a periodic basis including the estimated future return on plan assets, the discount rate, and other
factors, and makes adjustments to these liabilities as necessary.

The Company chooses an expected rate of return on plan assets based on historical results for similar
allocations among asset classes, the investments strategy, and the views of our investment adviser. Differences
between the expected long-term return on plan assets and the actual return are amortized over future years.
Therefore, the net deferral of past asset gains (losses) ultimately affects future pension expense. The Company’s
assumption for the expected return on plan assets 1s 8.0 percent which is unchanged from the prior year. -

The discount rate reflects the current rate at which the pension liabilities could be effectively settled at the end
of the year. In estimating this rate, the Company utilizes the Moody’s Aa long-term corporate bond yield with a
yield adjustment made for the longer duration of the Company’s obligations. A lower discount rate increases the
present value of benefit obligations. The Company determined a discount rate of 5.50 percent as of December 31,
2006 and 2005, compared to a discount rate of 5.75 percent in 2004.

In 2006, the change in the minimum pension liability within accumulated other comprehensive loss increased
stockholders” equity by $2.1 million after tax. Holding all other factors constant, a decrcase in the discount rate used
to measure plan liabilities by 0.25 percentage points would result in an after tax increase of approximately $0.7
million in accumulated other comprehensive loss and an increase in the discount rate used to measure plan liabilities
by 0.25 percentage points would result in an after tax decrease of approximately $0.8 million in accumulated other
comprehensive loss.

The Company recognized pre-tax pension expense of $0.8 million in 2006, $1.1 million in 2005, and $1.2
million in 2004. Pension expense is anticipated to decrease by 62 percent to approximately $0.5 million in 2007.
Holding all other factors constant, a change in the expected long-term rate of return on plan assets by (.50
percentage points would result in an increase or decrease in pension expense of approximately $0.1 million in 2007,
Holding all other factors constant, a change in the discount rate used to measure plan liabilities by 0.25 percentage
points would result in an increase or decrease in pension expense of approximately $0.1 million in 2006.

New Accounting Standards

In February 2006, the Financial Accounting Standards Board (“*FASB™) issued Statement of Financial
Accounting Standards (“SFAS™) No. 155, “Accounting for Certain Hybrid Financial Instruments—an amendment of
FASB Statements No. 133 and 1407, to permit fair value remeasurement for any hybrid financial instrument that
contains an embedded derivative that otherwise would require bifurcation in accordance with the provisions of
SFAS No. 133, “Accounting for Derivative Instruments and Hedging Activities.” This statement is effective for
fiscal years beginning after September 15, 2006. Accordingly, the Company will adopt SFAS No. 155 in fiscal year
2007. The adoption of this Statement is not expected to have a material effect on the Company’s consolidated
operating results and financial condition.

In March 2006, the FASB issued SFAS No. 156, “Accounting for Servicing of Financial Assets—an
amendment of FASB Statement No. 140, that provides guidance on accounting for separately recognized servicing
assets and servicing liabilities. In accordance with the provisions of SFAS No. 156, separately recognized servicing
assets and servicing liabilities must be initially measured at fair value, if practicable. Subsequent to initial
recognition, the Company may use either the amortization method or the fair value measurement method to account
for servicing assets and servicing liabilities within the scope of this Statement. This statement will be effective for
the fiscal years beginning after November 15, 2007, and interim pertods within those fiscal years. The Company will
adopt SFAS No. 156 in fiscal year 2008. The adoption of this Statement 1s not expected to have a material effect on
the Company’s consolidated results of operations and financial condition.

In June 2006, the FASB issued Financial Interpretation No. 48, “Accounting for Uncertainty in [ncome Taxes
- an interpretation of FASB Statement 109 (“FIN 48™). FIN 48 prescribes a recognition threshold and a
measurement attribute for the financial statement recognition and measurement of a tax position taken or expected 10
be taken in a tax return. This interpretation alse provides guidance on de-recognition, classification, interest and
penalties, accounting in interim periods, disclosure and transition. This interpretation is effective for fiscal years
beginning after December 15, 2006. The Company is currently evaluating the impact of applying the provisions of
FIN 48.
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In June 2006, the FASB ratified a consensus opinion reached by the Emerging lssues Task Force (“EITF”) on
EITF Issue 06-3, "“How Taxes Collected from Customers and Remitted to Governmental Authorities Should Be
Presented in the Income Statement (That s, Gross versus Net Presentation).” The guidance in EITF Issue 06-3
requires disclosure in interim and annual financial statements of the amount of taxes on a gross basis, if significant,
that arc assessed by a governmental authority that are imposed on and concurrent with a specific revenue producing
transaction between a seller and customer such as sales, use, value added, and some excise taxes. Additionally, the
income statement presentation {gross or net) of such taxes is an accounting policy decision that must be disciosed.
The consensus in EITF Issue 06-3 is effective for interim and annual reporting periods beginning after December 15,
2006. The Company intends to adopt EITF Issue 06-3 effective January 1, 2007, and does not believe that the
adoption will have a significant effect on its financial statements as it does not intend to change its existing
accounting policy which is to present taxes within the scope of EITF Issue 06-3 on a net basis.

In September 2006, the FASB issued SFAS No. 157, “Fair Value Measurements,” that provides guidance for
using fair value to measure assets and liabilities. Under SFAS No. 157, fair value refers to the price that would be
received Lo sell an asset or paid to transfer a liability in an orderly transaction between market participants in the
market in which the reporting entity transacts business. SFAS No, 157 establishes a fair value hierarchy that
prioritizes the information used to develop the assumptions that market participants would use when pricing the
asset or liability. The fair value hierarchy gives the highest priority to quoted prices in active markets and the lowest
priority to unobservable data. In addition, SFAS 157 requires that fair value measurements be separately disclosed
by level within the fair value hierarchy. This standard will be effective for financial statements issued for fiscal
periods beginning after November 15, 2007 and interim periods within those fiscal years. The Company is currently
evaluating the impact of applying the various provisions of SFAS 157.

In September 2006, the FASB issued SFAS No. 1358, “Employers’ Accounting for Defined Benefit Pension
and Other Postretirement Plans — An Amendment of FASB Statements No. 87, 88, 106, and 132(R)” (SFAS 158).
This Statement improves financial reporting by requiring an employer to recognize the over-funded or under-funded
status of a defined benefit pension plan (other than a multiemployer plan) as an asset or liability in its statement of
financial position and to recognize changes in that funded status in the year in which the changes occur through
comprehensive income. This Statement also requires the Company to measure the funded status of a plan as of the
date of its year-end statement of financial position, with limited exceptions. The requirement to recognize the funded
status of a benefit plan and the disclosure requirements are effective as of the fiscal year ending after December 15,
2006. The requirement to measure plan assets and benefit obligations as of the date of the employer’s fiscal year-end
statement of financial position is effective for fiscal years ending after December 15, 2008. Effective December 31,
2006, the Company has adopted the recognition provisions of SFAS 158 which did not result in a material impact to
its consolidated results of operations and financial condition. The Company currently measures the plan assets and
benefit obligations as of its fiscal year-end and therefore adoption of the measurement provisions will not have an
affect on its consolidated results of operation and financial condition. See Note 10 to the consolidated financial
statements for further information.

In September 2006, the Securities and Exchange Commission (“*SEC") issued Staff Accounting Bulletin
(“SAB™) 108, “Considering the Effects of Prior Year Misstatements when Quantifying Misstatements in Current
Year Financial Statements™. SAB 108 provides interpretive guidance on how the effects of the carryover or reversal
of prior year misstatements should be considered in quantifying a current year misstatement. The SEC staff believes
that registrants should quantify errors using both a balance sheet and an income statement approach and evaluate
whether either approach results in quantifying a misstatement that, when all relevant quantitative and qualitative
factors are considered, is material. The guidance in SAB 108 must be applied to annual financial statements for
fiscal years ending after November 15, 2006. The Company has adopted SAB 108 which did not result in a material
impact to its consolidated results of operations and financial condition.

Item 7A. Quantitative and Qualitative Disclosures about Market Risk

The Company is subject to interest rate risk exposure through borrowings on its credit facility. As of
December 31, 2006, there are outstanding interest-bearing advances of $35.6 miltion on our credit facility which
bear interest at a floating rate. A change in the interest rate of one percent on the balance outstanding at December
31, 2006 would cause a change of $360,000 in total annual interest costs.

Additionally, the Company is exposed to market risk resulting from changes in foreign exchange rates.
However, since the majority of the Company’s transactions occur in U.S. currency, this risk is not expected to have
a material effect on its consolidated results of operations and financial condition.
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MANAGEMENT’S REPORT ON INTERNAL CONTROL OVER FINANCIAL REPORTING
To the Stockholders of RPC, Inc.:

The management of RPC, Inc. is responsible for establishing and maintaining adequate internal control over
financial reporting for the Company. RPC, Inc. maintains a system of internal accounting controls designed to
provide reasonable assurance, at a reasonable cost, that assets are safeguarded against loss or unauthorized use and
that the financial records are adequate and can be relied upon to produce financial statements in accordance with
accounting principles generally accepted in the United States of America. The internal controt system is augmented
by written policies and procedures, an internal audit program and the selection and training of qualiticd personnel.
This system includes policies that require adherence to ethical business standards and compliance with all applicable
laws and regulations.

There are inherent limitations to the effectiveness of any controls system. A controls system, no matter how
well designed and operated, can provide only reasonable, not absolute, assurance that the objectives of the controls
system are met. Also, no evaluation of controls can provide absolute assurance that all control issues and any
instances of fraud, i any, within the Company will be detected. Further, the design of a controls system must reflect
the fact that there are resource constraints, and the benefits of controls must be considered relative to their costs. The
Company intends to continually improve and refine its internal controls.

Under the supervision and with the participation of our management, including our principal executive officer
and principal financial officer, we conducted an evaluation of the effectiveness of the design and operations of our
internal control over financial reporting as of December 31, 2006 based on criteria established in Iniernal Control—
Integrated Framework issued by the Committee of Sponsoring Organizations ol the Treadway Commission. Based
on this evaluation, management's assessment is that RPC, Inc. maintained effective internal control over financial
reporting as of December 31, 2006.

The independent registered public accounting firm, Grant Thornton LLP, has audited the consolidaied
financial statements as of and for the year ended December 31, 2006, and has also issued their report on
management’s assessment of the Company’s internal control over financial reporting, included in this report on page
38,

R | SO

dnedt A VAN TN i
Richard A. Hubbell Ben M. Palmer

Prestdent and Chief Executive Officer Chief Financial Qfficer and Treasurer

Atlanta, Georgia
February 27, 2007
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM ON INTERNAL
CONTROL OVER FINANCIAL REPORTING

Board of Directors and Stockholders of RPC, Inc.

We have audited management’s assessment included in Management’s Report on Internal Control Over
Financial Reporting included in RPC, Inc.’s Form 10-K for 2006, that RPC, In¢. (a Delaware Corporation) and
subsidiaries (the “Company™) maintained effective internal control over financial reporting as of December 31, 2006
based on criteria established in Internal Control—Integrated Framework issued by the Committee of Sponsoring
Organizations of the Treadway Commission (COSQ). The Company’s management is responsible for maintaining
effective internal control over financial reporting and for its assessment of the effectiveness of internal control over
financial reporting. Our responsibility is to express an opinion on management’s assessment and an opinion on the
effectiveness of the Company’s internal control over financial reporting based on our audit.

We conducted our audit in accordance with the standards of the Public Company Accounting Oversight Board
(United States). Those standards require that we plan and perform the audit to obtain reasonable assurance about
whether effective internal control over financial reporting was maintained in all material respects. Our audit
included obtaining an understanding of internai control over financial reporting, evaluating management’s
assessment, testing and evaluating the design and operating effectiveness of intemnal control, and performing such
other procedures as we considered necessary in the circumstances. We believe that our audit provides a reasonable
basis for our opinion.

A company’s internal control over financial reporting is a process designed to provide reasonable assurance
regarding the reliability of financial reporting and the preparation of financial statements for external purposes in
accordance with generally accepted accounting principles. A company’s internal control over financial reporting
includes those policies and procedures that (1) pertain to the maintenance of records that. in reasonable detail,
accurately and fairly reflect the transactions and dispositions of the assets of the company; (2) provide reasonable
assurance that transactions are recorded as necessary to permit preparation of financial statements in accordance
with generally accepted accounting principles, and that receipts and expenditures of the company are being made
only in accordance with authorizations of management and directors of the company; and (3) provide reasonable
assurance regarding prevention or timely detection of unauthorized acquisition, use, or disposition of the company’s
assets that could have a material effect on the financial statements.

Because of its inherent limitations, internal control over financial reporting may not prevent or detect
misstatements. Also, projections of any evaluation of effectiveness to future periods are subject to the risk that
controls may become inadequate because of changes in conditions, or that the degree of compliance with the
policies or procedures may deteriorate.

In our opinion, management’s assessment that the Company maintained effective internal control over
financial reporting as of December 31, 2006, is fairly stated, in all material respects, based on criteria established in
Internal Control—Integrated Framework issued by the COS0O. Also in our opinion, the Company maintained, in all
material respects, effective internal control over financial reporting as of December 31, 2006, based on criteria
established in Internal Control—Integrated Framework issued by the COSO.

We have also audited, in accordance with the standards of the Public Company Accounting Oversight Board
(United States), the consolidated balance sheets of the Company as of December 31, 2006 and 2005, and the related
consolidated statements of operations, stockhelders’ equity, and cash flows for each of the three years in the period
ended December 31, 2006 and our report dated February 27, 2007 expressed an unqualified opinion on those
consolidated financial statements,

prant Ohorntsns LLP

Atlanta, Georgia
February 27, 2007
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM ON CONSOLIDATED
FINANCIAL STATEMENTS

Board of Directors and Stockholders of RPC, Inc.

We have audited the accompanying consolidated balance sheets of RPC, Inc. (a Delaware corporation) and
subsidiaries (the “Company”) as of December 31, 2006 and 2005, and the related consolidated statements of
operations, stockholders’ equity, and cash flows for each of the three years in the period ended December 31, 2006,
These financial statements are the responsibility of the Company’s management. Our responsibility is to express an
opinion on these financial statements based on our audits.

We conducted our audits in accordance with the standards of the Public Company Accounting Oversight
Board (United States). Those standards require that we plan and perform the audits to obtain reasonable assurance
about whether the financial statements are free of material misstatement. An audit includes examining, on a test
basis, evidence supporting the amounts and disclosures in the financial statements. An audit also includes assessing
the accounting principles used and significant estimates made by management, as well as evaluating the overall
financial statement presentation. We believe that our audits provide a reasonable basis for our apinion.

In our opinion, the consolidated financial statements referred to above present fairly, in all material respects,
the financial position of the Company as of December 31, 2006 and 2005, and the consolidated results of its
operations and its consolidated cash flows for each of the three years in the period ended December 31, 2006 in
conformity with accounting principles generally accepted in the United States of America.

Our audits were conducted for the purpose of forming an opinion on the basic consolidated financial
statements taken as a whole. Schedule 11, as listed in the Index, is presented for purposes of additional analysis and
is not a required part of the basic consolidated financial statements. This schedule has been subjected to the auditing
procedures applied in the audits of the basic consolidated financial statements and, in our opinion, is fairly stated in
all material respects in relation to the basic consolidated financial statements taken as a whole,

As described in Note | to the consolidated financial statements, the Company adopted the recognition
provisions of Statement of Financial Accounting Standards No. 158, “Employers’ Accounting for Defined Benefit
Pension and Other Postretirement Plans, an amendment of FASB Statements No. 87, 88, 106, and 132(R)” and also
the provisions of Statement of Financial Accounting Standards No, 123 (revised 2004}, “Share-Based Payment”
during 2006.

We also have audited, in accordance with the standards of the Public Company Accounting Oversight Board
(United States), the effectiveness of the Company’s internal control over financial reporting as of December 31,
2006, based on criteria established in Internal Control—Integrated Framework issued by the Committee of
Sponsoring Organizations of the Treadway Commission (COSO) and our report dated February 27, 2007 expressed
an unqualified opinion.

Brart Dborntons 4LP

Atlanta, Georgia
February 27, 2007
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Item 8. Financial Statements and Supplementary Data

CONSOLIDATED BALANCE SHEETS
RPC, INC. AND SUBSIDIARIES

(in thousandys except share information)

December 31, 2006 2005
ASSETS

Cash and cash eqUIVAIENES ...t $ 2,729 $ 12,809
ACCOUNTS TECEIVADIE, NEL .. ettt s ee et enees 148.46% 107,428
LRSS 1oL L OO 21,188 13.268
Deferred INCOME LAXES ..ottt iee st rs v es e reeeeesssaeeenteeesessesssassaeeen st ressranrrsssnsmaeaesssnneeeennses 4,384 5,304
Income taxes Teceivable. ... 239 —
Prepaid expenses and Other CUITENT SSETS ....ovoovieiiiiii ettt as e 5,245 4,004
LTI SSEES. ..ot ice e oo e e e e st e ssas s e s err e r e e e e b e ot eeabeeas e e e e s e e eac e senaesaarsansanasaennean s oens cans 182,254 142 843
Property. plant and equiPMent, BEL.. ...t e 262,797 141,218
GOOAWILL L.t ee et e et em ettt et et ean e em et et e et e e et eeae b eae et eeen 24,093 24,093
I RET ASSBES .o eeee et e e e ke e et e e ettt e e e e e e et et er e e e e e e r et ettt o et A ket an e e e e e e e e e aeeeaanaan 5,163 3,631
O AL ASBEIS et et ce e e e e et e e e e e e b e e e e b r—— e e et e e e ibetasaataa e enrnrrenn $474,307 $311,785
LIABILITIES AND STOCKHOLDERS’ EQUITY

LIABILITIES

ACCOUNES PAYADIE. ..ottt et b ettt es e r et $ 50,568 § 30.437
Accrued payroll and related eXPenses ... 13,289 9,576
ACCTUE INSUTANCE EXPEIISES .oeuiieitieiiirsistresinrssirresnrsrnrrrsrerertes ieteaasesesteesissteiirsesssseessnneresasemseesn 3327 3,695
Accrued state, 10¢al and OTheT TAXES.......cciiii i et s ne s s b 3314 2,585
INCOME 1AXES PAYADBIE......o it et — 791
Other aCerued EXPENSES oo et 454 544
CUITENE HADITUES oottt e e e s bte e e e e e b e e e s e e e s e e e e e stasaasentasenaranns 70,952 47,628
Long-term accrued INSUTANCE EXPEMSES ...vvrrvrrereeieaieatiaiiesieecteeateeaaeeaearmaernesrnessessssassaesseseaeesnoe 6.892 6.168
Notes payable to banks ... e 35,600 —
Long-term pension Habilities ...t 9,185 13,614
D eI IO OITIE LK .ttt e ettt e e e et e e e et e e e tataeenn e ee e ee s e ar e e res 12,073 8,758
Other long-term Habilities ... e 4318 3,116
TOUA] THABIITIES ..ottt ettt ettt bbb e s 139,020 79,284
Commitments and contingencies

STOCKHOLDERS’ EQUITY

Preferred stock, $0.10 par value, 1,000.000 shares authorized, none issued ... — —
Common stock, $0.10 par value, 159,000,000 shares authorized, 97,213,668 and 96,678,759

shares issued and outstanding in 2006 and 2005, respectively ... 9.721 9,668
Capital 11 €xceSS OF PAr VANIE ..ot 13,595 16,012
Deferred COMPENSAION . .....iii ittt ekttt et oo sb et e e b ese st e s e e s sre e — (5,391)
REtAINEA QAIMITIES L. oot cers s e e s s e e e me e s et eeameae st bme e s reabbe v e smreeennyesabaeesneesanseernes 317,705 219,907
Accumulated other comprehensive T0SS ... s e e e {5,734) (7.69%)
Total stockholders” EQUITY ..o e e 335,287 232,501
Total tiabilities and stockholders” equity ... £474.307 $311,785

The accompanyving notes are an integral part of these statements.
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CONSOLIDATED STATEMENTS OF OPERATIONS
RPC, INC. AND SUBSIDIARIES

(in thousands except per share data)

Years ended December 31, 2006 2005 2004
REVENUES L oo £ 596,630 § 427.643 § 339,792
COSTS AND EXPENSES:
Cost of services rendered and goods sold ..ol 287,037 227.492 193,659
Selling, general and administrative eXPenses .......ccoovvereeeeereeeirereeeenns 91,051 75,478 65,871
Depreciation and amoOrtization............occoeevire i s 46,711 39,129 34,473
Gain on disposition of assets, Net ...........ooooovvvioiicie e (5,969) (12,169) (5,551)
Operating profit ... 177.800 97,713 51,340
INEEIESE EXPEINSE Loeiiiiiiiiit ittt e e ec et eneess e eenaseenansesoen (418) (127) 31
INEETESE IMCOIME ..ottt ae e en e 381 1.077 243
Other INCOME, NMEL ..ot ettt e e enre s 1,085 2,077 1,931
Income before INCOME LAXES ...voiiiiioiree e e . 178,848 100,740 53,203
[NCOME tAX PrOVISION .oovviiiiiiie ettt et e 68.054 34,256 18,430
N DCOIMIE ..ot e e e e e e e eessne e v et e eesnee s $ 110,794 % 66484 S 34773
EARNINGS PER SHARE

BASIC ..ttt ee s $ 1.16 § 070 3§ 0.36

DU ..o s $ 1.13 § 0.67 3% 0.36
Dividends paid pershare..................ococooo e $ 0133 3§ 0071 $ 0036

The accompanying notes are an integral part of these statements.
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CONSOLIDATED STATEMENTS OF STOCKHOLDERS® EQUITY
RPC, INC. AND SUBSIDIARIES
(in thousands)

Three Years Ended
December 31, 2006
Balance, December 31, 2003,
Stock issued for stock
incentive pians, net ............
Stock purchased and retired ...
Net iNCOME vvvvrrersrvimnees
Minimum pension liability,
net o axeS oo
Unrealized gain on securities,
net of taxes ..o
Comprehensive income..........
Dividends declared.................
Stock-based compensation ...
Excess tax benefits for share-
based payments ...
Three-for-two stock split.......
Balance, December 31, 2004 .

Stock issued for stock
incentive plans, net ...
Stock purchased and retired ...
NEt INCOME (oo
Minimum pension liability,
net of taxes e
Unrealized gain on securitics.
net 0f XeS
Comprehensive income..
Dividends declared .................
Stock-based compensation ...

Excess 1ax benefits for share-
based payments ..................

Three-for-two stock split
Balance, December 31, 2005,
Stock issued for stock
incentive plans, net ............
Stock purchased and retired ...
Net income ...
Minimum pension liability,
net of axes .o
Unrealized loss on securitics,
net Of XES e

Comprehensive income ...

Dividends declared.......ooe,
Stock-based compensation.....
Excess tax benefits for share-
based payments ..o
Adoption of SFAS 123(R)
See Note 10,
Three-for-two stock split........

Balance, December 31, 2006 .

Capital
in Accumulated
Excess of Other
Comprchensive Common Stock Par Deferred Retained Comprehensive
Income (Loss) Shares Amount Value  Compensation _Earnings Loss Total
64,409 § 6441 § 23217 § (.076)35 128824 § (630008 151,106
354 36 4,074 (3,087) —_ — 1,023
(170) an (2.312) — — — (2,329)
3 34,773 — — — — 34,773 — 34,773
(605} — — — — — (605) (605)
19 — — — — — 19 19
$ 34,187
— — — — (3,408) — (3,308}
— — — 636 — — 636
— — 208 — — — 208
32,641 3,263 (3,263) — — — —
97,234 9,723 21,924 (3.527) 160,189 (6,886) 181,423
417 42 5,344 (3,125) — —_ 2,261
(739 (74) (11,332) — — — (11,406)
$ 66,484 — — — — 66,484 — 66,484
(987) — — — — — (987) (987)
178 — — — — — 178 178
$ 65,675
— — — — {6,766) — (6,766}
— — — 1.261 — — 1.261
— — 53 — — — 53
{234} (23) 23 — — — —
96,678 9,668 16.012 (5391 219,907 {7,695) 232,501
491 49 2,533 — — — 2,582
(119) (12) (3.252) —_ — —_ (3,264)
5 110,794 — — — — 110,794 — 110,794
2,108 — — — — — 2,108 2,108
(147) — — — — — (147) (147}
b 112,753
— — — — (12.996) — (12,996)
— — 2,384 — — — 2,384
— — 1,325 — — — 1,325
— — (5.391) 5,391 - — —
164 16 (16) — — — —
97,214 § 9,721 $ 13,595 § — § 317,705 % (5,734) % 335,287

The accompanving notes are an integral part of these statements.
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CONSOLIDATED STATEMENTS OF CASH FLOWS
RPC, Inc. and Subsidiaries

{in thousands)

Years ended December 31, 2006 2005 2004
OPERATING ACTIVITIES
INEE ATICOMIE. ... it e e e e tee e e e e e et es e s e e e e ere e e e e e e aneeeen $ 110,794 § 66,484 S§ 34,773
Adjustments to reconcile net income to net cash provided by operating
activities:
Depreciation and amortiZation ...........cccovveerniiiin et 46,726 39,129 34,418
Stock-based COMPENSAION .......coiiiiii e e e 2,384 1,261 636
Gain on disposition of ASSES, MEt........coovvirieieiriieie e, (3,969) (12,169  (3,551)
Deferred income tax provision (benefit) ..., 2,817 (1,851) (756)
Excess tax benefits from share based-pavments ... (1,323) — —
Changes in current assets and liabilities:
AcCounts TeCeIVADIC ... s (41,093} (31.635) (22,074)
INCOME 1aXES TECEIVADBIE ...t 1,086 — 4472
INMVENTOTIES «oiri ettt e e e ea s e bt (7.886)  (2,445) (330)
Prepaid expenses and other CUrrent assets .........cooooveevvivvrevressireesseinaeceens (1,463) {81) 41
ACCOUNIS PAYADBIC . ..coiiii ittt et ee s eanns 8,958 7,048 3,780
[ncome taxes payable......cccoiii s (791) 796 113
Accrued payroll and related €XPenses......ovovvvieicevecnne e 3,713 (49) 2316
ACCrued INSUTANCE CXPENMSES .vvvvivviriseeeeeeeeencesmreetaes vt e sreseerrrssesrssrssanaras (368) (130) 1,023
Accrued state, local and other 1aXes. ..o e 729 402 520
Other accrued EXPENSES ........coooviiviiee ettt (90) (381) 391
Changes in Working capial ... ccecereeesesees (37,205)  (26,525)  (9,942)
Changes in other assets and Labilities:
Pension Habillies. ...t (802) 643 (2,568)
Accrued INSUMANCE EXPEIMSES ......c.riviriieeceeeaeinieeeeiieseesreecseerereressseererseeseeneas 724 (283) 595
OLher NON-CUITENE ASSELS ..eiviiiiiieeee e errerree e reee e s e e ebeeeeeeneeeneeens e e (1,118 (871} (875)
Other non-current Habilities ....ooovv e 1,202 544 {356)
Net cash provided by operating activities......covoeeviiviiinierieceree e 118.228 66,362 50,374
INVESTING ACTIVITIES
Capital eXpenditiles .........c.ocooiiiiiiiii bbbt asteabs (159,831) (72,808) (49,369)
Purchase of BUSINESSES . ..o — (8,836) (3,310}
Proceeds fTOm Sale O A856LS ... .vivviveiie e eeeereeever e e s s e e essreessrnrassresnees 8,746 19,229 15,964
Net cash used for investing activities ... (151,085) (62415) (37215
FINANCING ACTIVITIES
Payment of dividends ... {12,996) (6,766}  (3.408)
Borrowings from notes payable to banks ..., 115,171 — —
Repayments of notes payable to banks........ccoooeiiivenieieseiee e (79.,571) — —_
Debt issue costs for notes payable to banks............coooiiinnc (469) — —
Payments on debl.. ...t a e ene e e — (4,800 (1,110}
Excess tax benefits from share-based payments...........cooiiinninnens 1,325 — —
Cash paid for common stock purchased and retired ............occvviiiviiciennn, (2,024) (10,268  (1,728)
Proceeds received upon exercise of stock options.......coovevvevivicvivescieseens 1,341 1,060 421
Net cash provided by (used for) financing activities .........cccoceeieiiniecieinncnieeen, 22777 (20,774)  (5,825)
Net (decrease)} increase in cash and cash equivalents.............ocooooveeviiveiceninie, (10,080) (16,827) 7.334
Cash and cash equivalents at beginning of year ... 12,809 29,636 22,302
Cash and cash equivalents at end of year ... $ 2,729 § 12,809 § 29636

The accompanving notes are an integral part of these statements.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
RPC, Inc. and Subsidiaries
Years ended December 31. 2006, 2005 and 2004

Note 1: Significant Accounting Policies

Principles of Consolidation and Basis of Presentation

The consolidated financial statements include the accounts of RPC, Inc. and its wholly-owned subsidiaries
(“RPC" or the “Company™). All significant intercompany accounts and transactions have been eliminated.

Nature of Operations

RPC provides a broad range of specialized oilfield services and equipment primarily to independent and
major oil and gas companies engaged in the exploration, production and development of oil and gas properties
throughout the United States, including the Gulf of Mexico, mid-continent, southwest and Rocky Mountain regions,
and in selected international markets. The services and equipment provided include Technical Services such as
pressure pumping services, snubbing services (also referred to as hydraulic workover services), coiled tubing
services, nitrogen services, and firefighting and well control, and Support Services such as the rental of drill pipe
and other specialized oilfield equipment and oilfield training.

Dividends

On January 23, 2007, the Board of Directors approved an increase in the quarterly cash dividend per common
share, from $0.033 to $0.050, payable March 12, 2007 to stockholders of record at the close of business February
12, 2007.

Use of Estimates in the Preparation of Financial Statements

The preparation of financial statements in conformity with accounting principles generally accepted in the
United States requires management to make estimates and assumptions that affect the reported amounts of assets
and liabilities and disclosure of contingent assets and lhabilities at the date of the financial statements and the
reported amounts of revenues and expenses during the reporting period. Actual results could differ from those
estimates.

Significant estimates are used in the determination of the allowance for doubtful accounts, income taxes,
accrued insurance expenses, depreciable lives of assets, and pension liabilities.

Revenues

RPC’s revenues are generated from product sales, equipment rentals and services. Revenues from preduct
sales, equipment rentals and services are based on fixed or determinable priced purchase orders or contracts with the
customer and do not include the right of return. The Company recognizes revenue from product sales when title
passes to the customer, the customer assumes risks and rewards of ownership, and collectibility is reasonably
assured. Equipment rental and service revenues are recognized when the services are rendered and collectibility is
reasonably assured. Rates for rentals and services are priced on a per day, per unit of measure, per man hour or
similar basis.

Reclassifications

Certain priot year balances have been reclassified to conform with the current year presentation.

Concentration of Credit Risk

Substantially all of the Company’s customers are engaged in the oil and gas industry. This concentration of
customers may impact overall exposure to credit risk, either positively or negatively, in that customers may be
similarly affected by changes in economic and industry conditions. The Company provided oilfield services to
several hundred customerts, none of which accounted for more than [ percent of consolidated revenucs.




NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
RPC, Inc. and Subsidiaries
Years ended December 31, 2006, 2005 and 2004

Cash and Cash Equivalents

Highly liquid investments with original maturities of three months or less when acquired are considered to be
cash equivalents. RPC maintains cash equivalents and investments in one or more large, well-capitalized financial
institutions, and RPC’s policy restricts investment in any securities rated less than “investment grade” by national
rating services.

Investments

Investments classified as available-for-sale are stated at their fair values, with the unrealized gains and losses.
net of tax, reported as a separate component of stockholders’ equity. The cost of securities sold is based on the
specific identification method. Realized gains and losses, declines in value judged to be other than temporary,
interest, and dividends with respect to available-for-sale securities are included in interest income. The Company did
not realize any gains on securities during 2006, 2005 and 2004 on its available for sale securities. In 2004, the
Company reclassed approximately $59,000 from other comprehensive income as a result of the securities that are
held in a Supplementai Retirement Plan being classified as trading. This reclassification of securities from available-
for-sale to trading was due to a change in the frequency of participant directed investment choices for the
supplemental retirement plan. See Note 10 for further information regarding the supplemental retirement plan. The
investment income earned on trading securities is presented in other income on the consolidated statements of
operations,

Management determines the appropriate classification of investments at the time of purchase and re-evaluates
such designations as of each balance sheet date.

Accounts Receivable

The majority of the Company’s accounts receivable are due principally from major and independent oil and
natural gas exploration and production companies. Credit is extended based on evaluation of a customer’s financial
condition and, generally, collateral is not required. Accounts receivable are considered past due after 60 days and are
stated at amounts due from customers, net of an allowance for doubtful accounts.

Allowance for Doubtful Accounts

Accounts receivable are carried at the amount owed by customers, reduced by an allowance for estimated
amounts that may not be collectible in the future. The estimated allowance for doubtful accounts is based on our
evaluation of industry trends, financial condition of our customers, our historical write-off experience, current
economic conditions, and in the case of our international customers, our judgments about the economic and political
environment of the related country and region. Accounts are written off against the allowance for doubtful accounts
when the Company determines that amounts are uncollectible and recoveries of previously written-off accounts are
recorded when collected.

Inventories

Inventories, which consist principally of (i} raw materiais and supplies that are consumed in RPC’s services
provided to customers, (i1) spare parts for equipment used in providing these services and (iii) manufactured
components and attachments for equipment used in providing services, are recorded at the lower of weighted
average cost or market value. Market value is determined based on replacement cost for matenal and supplies. The
Company regularly reviews inventory quantities on hand and records provisions for excess or obsolete inventory
based primarily on iis estimated forecast of product demand, market conditions, production requirements and
technological developments.

Property, Plant and Equipment

Property, plant and equipment, including software costs, are reported at cost less accumulated depreciation
and amortization, which is generally provided on a straight-line basis over the estimated useful lives of the assets.

45




NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
RPC, Inc. and Subsidiaries
Years ended December 31, 2006, 2005 and 2004

Annual depreciation and amortization expense is computed using the following usetul lives: operating equipment, 3
to 10 years; buildings and leasehold improvements, 15 to 30 years; furniture and fixtures, 5 to 7 years; software, 5
years; and vehicles, 3 1o 5 years. The cost of assets retired or otherwise disposed of and the related accumulated
depreciation and amortization are eliminated from the accounts in the year of disposal with the resulting gain or loss
credited or charged to income from operations. Expenditures for additions, major renewals, and betterments are
capitalized. Expenditures for restoring an identifiable asset to working condition or for maintaining the asset in good
working order constitute repairs and maintenance and are expensed as incurred.

RPC records impairment losses on long-lived assets used in operations when events and circumstances
indicate that the assets might be impaired and the undiscounted cash flows estimated 10 be generated by those assets
are less than the carrying amount of those assets. The Company periodically reviews the values assigned to long-
lived assets, such as property, plant and equipment and other assets, to determine if any impairments should be
recognized. Management believes that the long-lived assets in the accompanying balance sheets have not been
impaired.

Goodwill and Other Intangibles

Goodwill represents the excess of the purchase price over the fair value of net assets of businesses acquired.
In the prior years, earnout payments to sellers of acquired businesses have been paid in accordance with the
respective agreements on an annual or interim basis and were recorded as goodwill when the earnout payment
amounts were determined. For additional information with respect to eamout payments, see Note 2 of the Notes to
Consolidated Financial Statements. The carrying amount of goodwill was $24,093,000 at December 31, 2006 and
2005. Goodwill is reviewed annually for impairment in accordance with the provisions of Statement of Financial
Accounting Standard (“SFAS”) No. 142, “Goodwill and Other Intangible Assets.” In reviewing goodwill for
impairment, potential impairment is measured by comparing the estimated fair value of 2 reporting unit with its
carrying value. Based upon the results of these analyses, the Company has concluded that no impairment of its
goodwill has occurred.

Other intangibles primarily represent non-compete agreements related to businesses acquired. Non-compete
agreements are amortized on a straight-line basis over the period of the agreement, as this method best estimates the
ratio that current revenues bear to the total of current and anticipated revenues. The carrying amount and
accumulated amortization for non-compete agreements are as follows:

December 31,

2006 2005
NON-COMPELE AETEEMENTS ... et e e e $ 300,000 % 300,000
Less: accurnulated amortization (300,000} (290,016)
S — S 9,984

Amortization of non-compete agreements was approximately $10,000 in 2006, $28,000 in 2003, and $40,000
in 2004,

Insurance Expenses

RPC self insures, up to certain policy-specified limits, certain risks related to general liability, workers’
compensation, vehicle and equipment liability, and employee health insurance plan costs. The estimated cost of
claims under these self-insurance programs is estimated and accrued as the claims are incurred (although actual
settlement of the claims may not be made until future periods) and may subsequently be revised based on
developments relating to such claims. The portion of these estimated outstanding claims expected to be paid more
than one year in the future 1s classified as long-term accrued insurance expenses.
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Income Taxes

Deferred tax liabilities and assets are determined based con the difference between the financial and tax bases
of assets and liabilities using enacted tax rates in effect for the year in which the differences are expected to reverse.
The Company establishes a valuation allowance against the carrying value of deferred tax assets when the Company
determines that it is more likely than not that the asset will not be realized through future taxable income.

Defined Benefit Pension Plan

The Company has a defined benefit pension plan that provides monthly benefits upon retirement at age 65 to
eligible employecs. In September 2006, the FASB issued SFAS No. 158, “Employers’ Accounting for Defined
Benefit Pension and Other Postretirement Plans - An Amendment of FASB Statements No. 87, 88, 106, and
132(R).” SFAS 158 requires the Company to recognize the funded status of its defined benefit pension plan in the
Company’s consolidated balance sheets. Effective for fiscal years ending after December 15, 2008, SFAS 158 also
removes the existing option 1o use a plan measurement date that is up to 90 days prior to the date of the balance
sheet. The recognition and disclosure provisions of SFAS 158 are effective for fiscal years ending afier December
15, 2006, for entities with publicly traded equity securities that have defined benefit plans and is to be applied as of
the year of adoption. Accordingly, the Company has adopted the recognition and disclosure provisions of SFAS 158
as of December 31, 2006 which did not result in a material impact to its consolidated results of operations and
financial condition. The Company uses a December 31 measurement date for its pension plan and thus the
measurement date provisions will not affect the Company. See Note 10 for a full description of this plan and the
related accounting and funding policies.

Share Repurchases

The Company records the cost of share repurchases in stockholders’ equity as a reduction to common stock to
the extent of par value of the shares acquired and the remainder is allocated to capital in excess of par value.

Earnings per Share

SFAS No. 128, “Earnings Per Share,” requires a basic earnings per share and diluted earnings per share
presentation. The two caleulations differ as a result of the dilutive cffect of stock options and time lapse restricted
and performance restricted shares included in diluted earnings per share, but excluded from basic earnings per share.
A reconciliation of the weighted shares outstanding is as follows:

2006 2005 2004
T OO 95,242,593 95,052,283 95,544,434
Dilutive effect of stock options and restricted shares ... 2,953,428 3.457.083 2,171,803
DHIULEA ..ottt s e bbbt b e s eneen 98,196,021 98,509.366 97,716,237

Fair Value of Financial Instruments

The Company’s financial instruments consist primarily of cash and cash equivalents, accounts receivable,
accounts payable and debt. The carrying value of cash, accounts receivable and accounts payable approximate their
fair value due to the short-term nature of such instruments. The securities held in the non-qualified Supplemental
Retirement Plan (“SERP™) are classified as trading and carried at fair value in the accompanying consolidated
balance sheets. The carrying value of debt as of December 31, 2006 approximated fair value since the interest rates
are market based and are adjusted periodically.

New Accounting Standards

In February 2006, the Financial Accounting Standards Board (“FASB”) issued Statement of Financial
Accounting Standards (“SFAS”) No. 155, “Accounting for Certain Hybrid Financial Instruments—an amendment of
FASB Statements No. 133 and 1407, to permit fair value remeasurement for any hybrid financial instrument that
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contains an embedded derivative that otherwise would require bifurcation in accordance with the provisions of
SFAS No. 133, "Accounting for Derivative Instruments and Hedging Activities.” This statement is effective for
fiscal years beginning after September 15, 2006, Accordingly, the Company will adopt SFAS No. 155 in fiscal year
2007. The adoption of this Statement is not expected to have a material effect on the Company’s consolidated
operating results and financial condition.

In March 2006, the FASB issued SFAS No. 156, “Accounting for Servicing of Financial Assets-—an
amendment of FASB Statement No. 140,” that provides guidance on accounting for separately recognized servicing
assets and servicing liabilities. In accordance with the provisions of SFAS No. 156, separately recognized servicing
assets and servicing liabilities must be initially measured at fair value, if practicable. Subsequent to initial
recognition, the Company may use either the amortization method or the fair value measurement method to account
for servicing assets and servicing liabilities within the scope of this Statement. This statement will be effective for
the fiscal years beginning after November [5, 2007, and interim periods within those fiscal years. The Company will
adopt SFAS No. 156 in fiscal year 2008. The adoption of this Statement is not expected to have a material effect on
the Company’s consolidated results of operations and financial condition.

In June 2006, the FASB issued Financial [nterpretation No. 48, “Accounting for Uncertainty in Income Taxes
- an interpretation of FASB Statement 109™ (“FIN 48"). FIN 48 prescribes a recognition threshold and a
measurement attribute for the financial statement recognition and measurement of a tax position taken or expected to
be taken in a tax return. This interpretation also provides guidance on de-recognition, classification, interest and
penalties, accounting in interim periods, disclosure and transition. This interpretation is effective for fiscal years
beginning after December 15, 2006. The Company is currently evaluating the impact of applying the provisions of
FIN 48,

In june 2006, the FASB ratified a consensus opinion reached by the Emerging lssues Task Force (“EITF”) on
EITF Issue 06-3, “How Taxes Collecied from Customers and Remitied to Governmental Authorities Should Be
Presented in the Income Statement (That Is, Gross versus Net Presentation).” The guidance in EITF lssue 06-3
requires disclosure in interim and annual financial statements of the amount of taxes on a gross basis, if significant,
that are assessed by a governmental authority that are imposed on and concurrent with a specific revenue producing
transaction between a seller and customer such as sales, use, value added, and some excise taxes. Additionally, the
income statement presentation (gross or net) of such taxes is an accounting pelicy decision that must be disclosed.
The consensus in EITF lssue (6-3 is effective for interim and annual reporting periods beginning after December 15,
2006. The Company intends to adopt EITF Issue (06-3 effective January 1, 2007, and does not believe that the
adoption will have a significant effect on its financial statements as it does not intend to change its existing
accounting policy which is to present taxes within the scope of EITF Issue 06-3 on a net basis,

In September 2006, the FASB issued SFAS No. 157, “Fair Value Measurements,” that provides guidance for
using tair value to measure assets and liabilities. Under SFAS No. 157, fair value refers to the price that would be
received to sell an asset or paid to transfer a liability in an orderly transaction between market participants in the
market in which the reporting entity transacts business. SFAS No. 157 establishes a fair value hierarchy that
prioritizes the information used to develop the assumptions that market participants would use when pricing the
asset or liability. The fair value hierarchy gives the highest priority to quoted prices in active markets and the lowest
priority to unobservable data. In addition, SFAS 157 requires that fair value measurements be separately disclosed
by leve! within the fair value hierarchy. This standard wiil be effective for financial statements issued for fiscal
periods beginning after November 15, 2007 and interim periods within those fiscal years. The Company is currently
evaluating the impact of applying the various provisions of SFAS 157.

In September 2006, the FASB issued SFAS No. 158, “Employers’” Accounting for Defined Benefit Pension
and Other Postretirement Plans - An Amendment of FASB Statements No. 87, 88, 106, and 132{R)" (SFAS 158).
This Statement improves financial reporting by requiring an employer to recognize the over-funded or under-funded
status of a defined benefit pension plan {other than a multiemployer plan) as an asset or liability in its statement of
financial position and to recognize changes in that funded status in the year in which the changes occur through
comprchensive income. This Statement also requires the Company to measure the funded status of a plan as of the
date of its year-end statement of financial position, with limited exceptions. The requirement to recognize the funded
status of a benefit plan and the disclosure requirements are effective as of the fiscal year ending after December 15,
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2006. The requirement to measure plan assets and benefit obligations as of the date of the employer’s fiscal year-end
statement of financial position is effective for fiscal years ending after December 15, 2008. Effective December 31,
2006, the Company has adopted the recognition provisions of SFAS |58 which did not result in a material impact to
its consolidated resuits of operations and financial condition. The Company currently measures the plan assets and
benefit obligations as of its fiscal year-end and therefore adoption of the measurement provisions will not have an
affect on its consolidated results of operation and financial condition. See Note 10 to the consolidated financial
statements for further information.

In September 2006, the Securities and Exchange Commission {(“SEC”) issued Staff Accounting Bulletin
(“SAB”) 108, “Considering the Effects of Prior Year Misstaternents when Quantifying Misstatements in Current
Year Financial Statements”. SAB 108 provides interpretive guidance on how the effects of the carryover or reversal
of prior year misstatements should be considered in quantifying a current year misstatement. The SEC staff believes
that registrants should guantify errors using both a balance sheet and an income statement approach and evaluate
whether cither approach results in quantifying a misstatement that, when all relevant quantitative and qualitative
factors are considered, is material. The guidance in SAB 108 must be applied to annual financial statements for
fiscal years ending after November 15, 2006. The Company has adopted SAB 108 which did not result in a material
impact to its consolidated results of operations and financial condition.

Stock-Based Compensation

Effective January 1, 2006, the Company adopted the provisions of SFAS No. 123 (revised 2004), “Share-
Bascd Payments” (“SFAS 123(R)”), which revises SFAS 123, “Accounting for Stock-Based Compensation,”
(“SFAS 1237 and supersedes APB Opinion No. 25, “Accounting for Stock Issued to Employees.” SFAS 123(R)
requires all share-based payments to employees, including grants of employee stock options, to be measured based
on their fair values and recognized in the financial statements over the requisite service period. See Note 10
regarding the Company’s adoption of SFAS 123(R).

Prior to January 1, 2006, the Company provided the disclosures required by SFAS 123, as amended by SFAS
148, “Accounting for Stock-Based Compensation - Transition and Disclosures™, and accounted for all of its stock-
based compensation under the provisions of Accounting Principles Board (*APB”) Opinion No. 25, “Accounting for
Stock Issued to Employees™ using the intrinsic value method prescribed therein. Accordingly. the Company did not
recognize compensation expense for the options granted since the exercise price was the same as the market price of
the shares on the date of grant. Compensation cost on the restricted stock was recorded as deferred compensation in
stockholders’ equity based on the fair market value of the shares on the date of issuance and amortized ratably over
the respective vesting period. Forfeitures related to restricted stock were previously accounted for as they occurred.
See Note 10 for additional information.

Three-for-Two Stock Split

On October 24, 2006, RPC’s Board of Directors declared a three-for-twa stock split of the Company’s
common shares. The additional shares were distributed on December 11, 2006, to shareholders of record on
November 10, 2006. All share, earnings per share, and dividends per share data presented in the accompanying
financial statements have been adjusted to reflect this stock split.

Note 2: Acquisitions

Earnout payments to sellers of acquired businesses have been paid in accordance with the respective
agreements on an annual or interim basis and recorded as goodwill when the earnout payment amounts are
determinable. The Company made earnout payments of $4,600,000 in Aprii 2005 related to the 2004 operating
results for an acquired business. Final earnout payments of $4,300,000 were made during 2005 1o the sellers of the
acquired business bascd on the results for the interim period ended June 30, 2005. Earnout payments made to sellers
of acquired businesses totaled $3,310,000 in 2004, based on 2003 operating results. As of December 31, 2005, all
earnout obligations under purchase agreements have been recognized and paid.

49




NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
RPC. Inc. and Subsidiaries
Years ended December 31, 2006, 2005 and 2004

Note 3: Accounts Receivable
Accounts receivable, net consist of the foliowing:
December 31, 2006 2005

(in thousands)
Trade receivables:

3 T 1T O SRR $ 118,018 § 91,635
Unbilled. ... 34,624 18,878
Other receivables ..o 731 995
TOtAl .o e 153,373 111,508
Less: Allowance for doubtful accounts ..., (4,904) (4,080)
Accounts receivable, Met ..o $ 148469 $ 107428

Trade receivables relate to sale of our services and products, for which credit is extended based on the
customer’s credit history. Other receivables consist primarily of amounts due from purchasers of company property
and rebates from suppliers.

Changes in the Company’s allowance for doubtful accounts are as follows:

Years Ended December 31, 2006 2005

(in thousands)

Beginning balance ..o $ 4,080 $ 2,576
Bad debt expense.. ... 1,492 1,618
Accounts written-off ... (1,379) (230)
L ) Tt SO 711 116

Ending Balance ........coooiiviieeiiiieieieecce e $ 4904 § 4,080

Note 4: Inventories

Inventories are $21,188,000 at December 31, 2006 and $13,298,000 at December 31, 2005 and consist of raw
materials, parts and supplies.

Note 5: Property, Plant and Equipment

Property, plant and equipment are presented at cost net of accumulated depreciation and consist of the
following:

December 31, 2006 2005
{in thousands)

5 1 PO UEEOUSETUST OV SO UOUUTOUUOSPRRSE $ 9715 % 5085
Buildings and leasehold improvements ... ..o i 33,650 31,836
Operating SQUIPITIENE ...ocuiiiiieiiiiie ittt e s s s s s e s e s en e s arar e bnen 347,230 257,030
CapitaliZed SOMWATIE ...viviveieiieecre ettt s e s e st e s et et s eee s e 13,457 12,651
FUINITUEE AN FIXTUTES 1oeiiiiiciiiiiie e eeeeesintstetaesesasiastetatateessss st sarneeersesmsertnresasssesararntnsasrese s 3,545 3,080
WBRICTES ...ttt ettt ettt e s e et es ettt er et e naae 110,714 63,413
CONSIIUCHION I PIOBTESS .e.veivieiiiriiiiietii ettt et e e et ee et e e sr e st r e e e s e s se e e smesaneseanan 8,396 3,699
Gross property, plant and QUIPMENT..............iiiricri e s 526,707 376,794
Less: accumulated depreciation ... s 263,910 235,576
Net property, plant and eqUIPIIENT ........cooiiiiiii i e s $ 262,797 § 141,218
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Depreciation expense was $46,698,000 in 2006, $39,100,000 in 2005 and $34,397,000 in 2004, There are no
capital leases outstanding as of December 31, 2006 and December 31, 2005. The Company also had accounts

payable for purchases of property and equipment of approximately $16.4 million, $5.2 million and $4.7 million at
December 31, 2606, 2005 and 2004.

Note 6; Income Taxes

The following table lists the components of the provision (benefit) for income 1axes:

Years ended December 31, 2006 2005 2004
{in thousandy)}
Current provision:

Federal ..o e e e e $ 56,104 § 31563 § 16,028

SHALE. .. ettt eeteene e e ern e et eeateens 8,155 4,305 2,300

FOTRIZN ..ottt ettt e er s 978 239 858
Deferred provision {benefit):

FedeTitl oottt 2,429 (1,890) (1,210)

S ettt et 388 39 454
Total income tax provision (benefit) ... $ 68,054 § 34256 $ 18430

Reconciliation between the federal statutory rate and RPC’s effective tax rate is as follows:

Years ended December 31, 2006 2005 2004
Federal statitory Tate ..o e 35.0% 35.0% 35.0%
State income taxes, net of federal beneflt.................iiivivii e 3.2 2.9 14
TAX CTEHIES ..ottt et enenn (0.6) (1.1) (3.0
Federal and state refunds ... s 0.0 (3.4) (0.6)
Adjustments 10 foreign tax Habilities ... (1.1} 0.7 {1.2)
DL ettt ettt ettt e e nre e anes 1.6 1.3 1.0
EFfeCtive X TALE. .......oeeee ettt e s 38.1% 34.0% 34.6%

Significant components of the Company’s deferred tax assets and liabilities are as follows:

December 31, 2006 2005
(i thousands)
Deferred tax assets;

R E 1 1T <O RRTORTPRRTRPTN § 4298 5 4,106
POIISTON ...t e e e e et e et e et e et enerareaans 3427 5,238
State net operating 10ss carryforwards ..o 1,560 1,802
Bad debis ..o e b st e e e ba s 1,875 1,629
ACCTUE PAYTOLL ..o e et 1,730 787
Stock-based COMPENSALION ...c..evemireere ettt e 1,238 980
FOreign tax Credit ... s ettt et — 657
ATLOHETS o e et e et s e s b e e b e e e e e emeeeneeaneeseeeseeateeateenseenneanetann — 296
Valuation allowance . ...t (1.342) (1,945)
Gross defCITC LAX @SSEUS ... eeeecee e v e e ev s e ee st esreesaresasaresasessassesasassnsseessesesaseenses 12,786 13,550
Deterred tax liabilities:
DIEPTECTATION ... ettt ettt ee ettt e es e et te et e e e eee et e eneeeevetesrvsrsoneeresntennn (18,164) (15,168)
Goodwill AMOMIZATION ..o e (2,258) {1,606)
AT OIRETS ..ottt e b e st e e e e e e e e e e et s anteentsanseensenneanteseenrans {53) (230)
Gross deferred tax labilities . ..ot (20.475) (17,004)
Net deferred tax Labilities ... 3 (7.689) § (3,454)
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Historically, undistributed earnings of the Company’s foreign subsidiaries were considered indefinitely
reinvested and. accordingly, no provision for U.S. federal income taxes was recorded. Deferred taxes are provided
tor earnings outside the United States when those eamnings are not considered indefinitely reinvested.

The American Jobs Creation Act of 2004 created a temporary incentive for U.S. multinationals to repatriate
accumulated income earned outside the United States. As a result, the Company revisited its policy of indefinite
reinvestment of foreign earnings and repatriated approximately $1.1 million in 2005, The Company recorded a one-
time income tax provision of $65 thousand attributable to these earnings. For 2006 and forward, the Company
considers undistributed earnings of the Company’s foreign subsidiaries to be indefinitely invested.

During 2006, the valuation allowance and foreign tax credits of $657 thousand were reduced to reflect the
Company’s anticipated use of these previously reserved credits in the 2006 return.

As of December 31, 2006, the Company has net operating loss carryforwards related to state income taxes of
approximately $36.8 million that will expire between 2007 through 2026. A valuation allowance of approximately
$1.3 million, representing the tax affected amount of loss carryforwards that the Company does not expect to utilize,
has been established against the corresponding deferred tax asset.

Total income tax payments (refunds), net were $65,208,000 in 2006, $36,031,000 in 2005, and $14,692,000
m 2004,

Note 7: Long-Term Debt

On September ¥, 2006 the Company replaced its $50 million credit facility with a new revolving credit
agreement (the “Revolving Credit Agreement”). The Revolving Credit Agreement has a term of five vears and
provides for an unsecured line of credit of up to $250 million, which includes a $50 million letter of credit
subfacility, and a $20 million swingline subfacility. Under certain circumstances, the line of credit may be increased
by an additional amount of up to $50 million. The maturity date of all revolving loans under the Credit Agreement is
September &, 2011, although RPC may reques! two one-year extensions of the maturity date at the first and second
anniversaries of the closing of the revolving credit agreement. Additionally, the Revolving Credit Agreement
includes a full and unconditional guarantee by RPC’s 100 percent owned domestic subsidiaries whose assets equal
substantially all of the consolidated assets of RPC and its subsidiaries.

Revolving loans under the Revolving Credit Agreement bear interest at one of the foilowing two rates, at
RPC’s election:

. the Base Rate, which is the greater of (1) the lender’s “prime rate” for the day of the borrowing or (2)
the Federal Funds Rate plus 0.50 percent; or

) with respect to any Eurodollar borrowings, Adjusted LIBOR (which equals LIBOR as increased to
account for the maximum reserve percentages established by the U.S. Federal Reserve) plus a margin
ranging from 0,40 percent to 0.80 percent, based upon RPC’s then-current consolidated debt-to-
EBITDA ratio. In addition, RPC will pay an annual fee ranging from 0.10 percent to 0.20 percent of the
total credit facility based upon RPC’s then-current consolidated debt-to-EBITDA ratio.

The Revolving Credit Agreement contains customary terms and conditions, including certain financial
covenants and non-financial covenants restricting RPC’s ability to incur liens, merge or consolidate with another
entity. Further, the Revolving Credit Agreement contains financial covenants restricting RPC’s ability to permit the
ratio of RPC’s consclidated debt to EBITDA to exceed 2.5 to | and to permit the ratio of RPC’s consolidated EBIT
Lo interest expense to exceed 2.0 to 1. In addition, the Revolving Credit Agreement restricts RPC’s ability to pay
dividends to holders of its common stock. RPC’s ability to pay dividends to holders of its common stock in any
fiscal year is limited to the greater of (1) a specified dollar amount, as long as the ratio of RPC’s consolidated debt to
EBITDA ratio does not exceed 2.0 to 1, with such calculation including the dividend payments, or (2) a specified
percentage of the previous fiscal year’s net income.

As of December 31, 2006, RPC has outstanding borrowings of $35.6 million at a weighted average interest
rate ot 5.78 percent under the Revolving Credit Agreement. The Company was charged an annual commitment fee
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of $64 thousand during 2006 on the facility calculated at 0.10 percent of the $250 million credit facility.
Additionally there were letters of credit relating to self-insurance programs and contract bids outstanding for $15
million. As of December 31, 2006, a total of $199.4 million was available under our facility. During the third quarter
of 2006, the Company incurred loan origination fees and other debt related costs associated with the line of credit of
approximately $469 thousand which are classified as non-current other assets on the consolidated balance sheet and
are being amortized over the five year term of the loan.

Cash interest paid was approximately $232 thousand in 2006, $204 thousand in 2005, and $309 thousand in
2004,

Note 8; Accumulated Other Comprehensive (Loss) Income

Accumulated other comprehensive (loss) income consists of the following (in thousands):

Minimum Unrealized

Pension Gain (Loss)

Liability On Securitics Total
Balance at December 31,2004 ... S (7.083) S 197 §  (6.886)
Change during 2005:
BefOre-1ax SMMOUNT . ovee ceeeeerriceiececeseeeinesimseeeseeesmamssrsessseas (1,592) 286 (1,306)
Tax (expensc} benefil ... 6035 (108) 497
Total activity i 2005 ... (987) 178 (809
Balance at December 31,2005 (8,070) 375 (7.645)
Change during 2006:
Before-1ax amIOUNT c.ueeiie s ireiieesesreee e e ssimnesseameeeesresaesnns 3.627 (248) 3,379
Tax (expense) benefit ..o (1.519) 101 (1.418)
Total activity in 2006 2,108 (147) 1,961
Balance at December 31,2006 ......ooverrrrv i S (5,962) $ 228 S (5,734)

Note 9: Commitments and Contingencies

Lease Conmitments - Minimum annual rentals, principally for noncancelable real estate leases with terms in cxcess
of one year, in effect at December 31, 2006, are summarized in the following table:

{in thousands)

10 TSRO YU PO U PO PO OO PPPTPISPRO $ 242]
L0 SRR PO TP PO PSP PP PP P TN RURO 2,028
L 0101 YUV U TP PO RSO TO DY PPPPPP N RUOPPPPPPS 1615
10 1L O J U U U U USSP U P PP PP NS 1,276
L0 1 O ST PP 779
TP AT oo e i oot eeeeeeeeieieereeeeeeeeieisbesaa e e s e e eeeeeeeanbat b b e e g e e s s 1,324
Total rental COMMITMENTS ....ccvitiirrreeereeeeeciermeerr s se e $ 9,443

Total rental expense charged to operations was approximately $6,276,000 in 2006, 35,252,000 in 2005 and
*4.203.000 in 2004,

Income Taxes - The amount of income taxes the Company pays is subject to ongoing audits by federal and
state v - authorities, which often result in proposed assessments. Other long-term liabilities include $922.000 as of
Decemby 31, 2006 and $789,000 as of December 31, 2005, that represents the Company’s estimated liabilities for
the probabie assessments payable.
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Litigation - RPC is a party to various routine legal proceedings primarily involving commercial claims,
workers’ compensation claims and claims for personal injury. RPC insures against these risks to the extent deemed
prudent by its management, but no assurance can be given that the nature and amount of such insurance will, in
every case, fully indemnify RPC against liabilities arising out of pending and future legal proceedings related to its
business activities. While the outcome of these lawsuits, legal proceedings and claims cannot be predicted with
certainty, management, after consultation with legal counsel, believes that the outcome of all such proceedings, ¢ven
il determined adversely, would not have a material adverse effect on the Company s business or financial condition.

Note 10: Employee Benefit Plans

Defined Benefit Pension Plan

The Company’s Retirement Income Plan, a trusteed defined benefit pension plan, provides monthly benefits
upon retirement at age 65 to substantially all employees with at least one year of service prior to 2002, As of
February 28, 2001, the plan became a multiple employer plan, with Marine Products as an adopting employer.

In 2002, the Company’s Board of Directors approved a resolution to cease all future retirement benefit
accruals under the defined benefit pension plan. In lieu thereof. the Company began providing enhanced benefits in
the form of cash contributions for certain longer serviced employees that had not reached the normal retirement age
of 65 as of March 31. 2002. The contributions are discretionary and made annually based on continued cmployment
over a seven year period beginning in 2002. These discretionary contributions are made to either a non-qualified
Supplemental Retirement Plan (“SERP™) established by the Company or to the 401(k} plan for each employce that is
entitled to the enhanced benefit. The expense related to the enhanced benefits was $320.000 for 2006. $390.000 for
2005 and $415,000 for 2004.

The Company permits selected highly compensated employees to defer a portion of their compensation into
the nonqualitied SERP. The SERP assets are marked to market and totaled $3,031,000 as of December 3 1. 2006 and
$1.967.000 as of December 31. 2005. The SERP assets are reported in other assets on the balance sheet and changes
related to the fair value of assets are recorded in the consolidated statement of operations as part of other income,
net. The SERP deferrals and the contributions are recorded on the balance sheet in pension liabilitics with any
change in the fair value of the liabilities recorded as compensation cost in the statement of operations.

As previously mentioned, the Company has adopted the provisions of SFAS 158. In accordance with the
provisions of SFAS 158, the Company's projected benefit obligation under its pension plan exceeded the fair value
of the plan assets by $6,045,000 and thus the plan was under-funded as of December 31, 2006. Prior to the adoption
of SFAS 158. the Company’s disclosure of the funded status in the notes to the consotidated financial statements did
not differ from the amount recognized in the consolidated balance sheets; therefore, the adoption of SFAS 158 did
not have an affect on the balance sheet. The adoption of SFAS 158 had the following effect on the Company’s
consolidated balance sheet as of December 31, 2006:

As of December 31, 2006

Prior to Effect of
adoption of  adopting SFAS
(in thousands) SFAS 158 158 Adjusted
Liability for pension benefits..............oovvooeceeeeoeoeioeoee £ 6045 § — § 6,045
Deferred INCOME LaXES ..ot 3.427 — 3427
Accumulated other comprehensive 1055 ........ococoeveoooee, 9.389 — 9.389
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’ ‘ The foltowing table sets forth the funded status of the Retirement Income Plan and the amounts recognized in

RPC’s consolidated balance sheets subsequent to the adoption of SFAS 158;
| December 31, 2006 2005
‘ | (in thousands)
‘ I Accumulated Benefit Obligation at end of year ... $ 32,172 § 33,801
N
: I ‘ CHANGE IN PROJECTED BENEFIT OBLIGATION:
J_ , J Benefit obligation at beginning of YEar ..o $ 33,801 $ 31,270
Lo ’ | BIVICE COBtuiiiiiiiie ettt st e te st e e st e earerateae e st e eaesebaens s ereeasasntasaserssen e ean st et sensebesebennrenns — —
‘ I IIEETESE COSE.ouviiiiiiteeiieietr et r et e e e e s f s ettt et s et b4 st s e e s b e st anaasseaataeasnsaesrbare e 1,705 1,744
T ' ‘ AT I IS ¢ et et e et e e e e e e e e e e e e e et et e e et ettt ettt e a————tatatarnn————— — —
! Actuanial (Zam) LoSS.....o e 2,131} 2,013
- ‘ | BENETIES PAI - .everereeeeereseeserersees e eseeeess e sese e seeee e seere et eseseesees e oo (1203)  (1.226)
‘ 5 Projected benefit obligation at end Of YEAT .......ccoveveevev it $ 32,172 § 33801
J‘ ‘ [ CHANGE IN PLAN ASSETS:
P Fair value of plan assets at beginning of year..........ccooiioiiiiicieecee e $ 22344 § 20,888
i ’ | Actual return on Plan @SSELS.......cccoviiiiiiiiii ettt e eneas 2,386 1,082
o f Employer cONtribUION ..otttk 2,600 1,600
Pl BENCEILS PRI ....eeeve e eeeere s erereresseeeseseseseseeseeeeseeeseeseseeseerreesseeesseeeeeseesreereressseren (1203)  (1.226)
i; E : Fair value of plan assets at end of year.......ccociii 26,127 22,344
‘ f Funded status at end 0f Year .....o.ovovoeeeeeeee e $ (6,045  (11,458)
| ‘ ; UnNreCOZMZEA MR 10SS.....c..ovvveeieieieiriireis oot insse s aesssessasesnssesssesasesnssessssesnssessssseneseneens 13,017
J, T Net prepaid Benefit COST ..ottt ememcmce e s $ 1,559
Col
! ' ! December 31, 2006
1 ‘ r (in thousands)
: AMOUNTS RECOGNIZED IN THE CONSOLIDATED BALANCE
i fo SHEETS CONSIST OF:
! INODCUITENT ASSEIS.... .. eieeeteeeteneeeeeeerereseenae e e e e nse e sese e e smeeaeseeaeeaeens 5 —
! Current Labil i8S oot —
L NONCUITET  -1ADILILIES .v v cere s ee ettt ettt esassstesssesssessnessessnaens (6,045)
BN | ' $(6,045)
g
LW A7 OUNTS RECOGNIZED IN ACCUMULATED OTHER
:OMPREHENSIVE INCOME (LOSS) CONSIST OF:
Net aCtUANIA] 0SS .ovvveeiii e e s $ 9,389
1 Y PLiOT SEIVICE COST .ooiiuiiiiiiiceiie it ceeee e eetsee s vt e es e ean e eaneeraneeenneeenneeens —
J Net transition 0blIZAtHON .......cocevevieeeeeceeeeeeeeeee et —
| $ 9,389
F The accumulated benefit obligation for the defined benefit pension plan at December 31, 2006 and 2005 has

l

|

!

J been disclosed above. The Company uses a December 31 measurement date for this qualified plan.




NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
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Years ended December 31, 2006, 2005 and 2004

Amounts recognized in the consolidated balance sheets and reflected as penston liabilities consist of:

December 31, 2006 2005

tirr thousands}

FUnded SLAMUS ... vrs s s et eae et et et e e e et $ (6,045) 3 —
Net prepaid Benefit COSL ..o e — 1,559
Minimum pension Hability ..o s — (13,017)
SERP employer contribUtiONS........ ..o s (1,071) (1,054)
SERP employee defermals ... (2.069) {(1,102)
Net amMOoUNt TECOZMIZE ..ot e $ (9,085 3 (13,614)

RPC’s funding policy is to contribute to the defined benefit pension plan the amount required, if any, under
the Employee Retirement Income Security Act of 1974, RPC contributed $2,600,000 in 2006 and $1,600,000 in
2005.

The components of net periodic benefit cost are summarized as follows:

Years ended December 31, 2006 2005 2004

(in thousands)

Service cost for benefits earned during the period............ooe 5 — 5 — 5 —
Interest cost on projected benefit obligation............ 1,705 1.744 1,747
Expected return on plan assets.........ccooviiniin i (1,888) (1,714) (1,445)
Amortization of et 10SS (ZAIN) .. oooi it e 998 1.054 922
Net periodic benefit COSE..... i, by BI5 & 1084 § 1,224

The Company recorded a (decrease) increase to the pre-tax minimum pension liability of $(3,627,000) in
2006 and $1,592,000 in 2005. There were no previously unrecognized prior service costs as of December 31, 2006
and 2005. The pre-tax amounts recognized in other comprehensive income at December 31, 2006 are summarized as
follows:

{in thousands) 2006

INEUIOSS (ZAINY.ccoeirei et s s $(2,629)
Amortization of net (1088) ZaIN ..o, (998)
Net transition obligation (aset) ... —
Amount recognized in other comprehensive income........................ $(3,627)

The amounts in accumulated other comprehensive income expected 10 be recognized as components of net
periodic benefit cost in 2007 are as follows:

{in thousands} 2006

Amortization of net 108S (Z3IN) ..o § 873
Prior service CoSt (Credit) .. .oviiiiiiiiierrinrsisrrrinesseeeeeeeeieeeann e —
Net transition obligation (asset) ..o —
Estimated net periodic COSt........ooiiiri e S 871
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The weighted average assumptions as of December 31 used to determine the projected benefit obligation and
nct benefit cost were as follows:

December 31, 2006 2005 2004
Projected Benefit Obligation:

DHSCOUNE TALE ...t et et 55006 5.50% 5.75%
Rate of cOMpensation INCIEASE ..........ooorveveveveeeeeeeecee e, N/A N/A N/A
Net Benefit Cost.

DUSCOUNE TALE ...ttt e e ee ettt eeeoe 5.50% 5.75% 6.25%
Expected return on plan aSSetS............cooviviiooioececeeeeeeeeee e 8.00% 8.00% 8.00%
Rate of compensation INCIEASE ...........ceeeieiiii e N/A N/A N/A

The Company’s expected return on assets assumption is derived from a detailed periedic assessment
conducted by its management and its investment adviser. It includes a review of anticipated future long-term
performance of individual asset classes and consideration of the appropriate asset allocation strategy given the
anticipated requirements of the plan to determine the average rate of earnings expected on the funds invested to
provide for the pension plan benefits. While the study gives appropriate consideration to recent fund performance
and historical returns, the rate of return assumption is derived primarily from a long-term, prospective view. Based
on its recent assessment, the Company has concluded that its expected long-term return assumption of eight percent
is reasonable,

At December 31, 2006 and 2005, the Plan’s assets were comprised of listed common stocks and U.S.
Government and corporate securities. The Plan’s weighted average asset allocation at December 31. 2006 and 2005
by asset category along with the target allocation for 2007 are as follows:

Percentage of Percentage of
Plan Assets Plan Assets

Target as of as of
Allocation  December 31, December 31,

Asset Category for 2007 2006 2005
EQuity SECUMIES.....coirriirecriicest vt 48.1% 49.6% 48.3%
Debt Securities — Core Fixed Income .....ccooeveeiveevevcieicieinn 28.3% 28.6% 28.7%
Tactical — Fund of Equity and Debt Securities ..............ouvvuunee. 5.4% 5.4% 2.6%
Real EStale ..o 5.4% 5.5% 5.4%
L0 11T OO U YUY PRRRROO 12.8% 10.9% ___15.0%
TOMAL ..ttt 100.0% 100.0% 100.0%

The Company’s investment strategy for its defined benefit pension plan is to maximize the long-term rate of’
return on plan assets within an acceptable level of risk in order to minimize the cost of providing pension benefits.
The investment policy establishes a target allocation for each asset class, which is rebalanced as required. The
Company utilizes a number of investment approaches, including individual marketable securities, equity and fixed
income tunds in which the underlying securities are marketable, and debt funds to achieve this target allocation. The
Company expects to contribute approximately $4,750,000 to the defined benefit pension plan in 2007 and does not
expect to receive a refund in 2007,
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The Company estimates that the future benefits payable for the defined benefit pension plan over the next ten
years are as follows:

{in thousands)

1) OSSO $ 1,440
D00 ..o eeeeee oo ese s ss s 1,545
D009 ... oo ees s se e 1,588
2010 s eeeseee e sses s 1,647
DOTT oo er e 1,661
DO122006 oo eeee e ennrenes 9,417

401{k} Plan

RPC sponsors a defined contribution 401(k) plan that is available to substantially all full-time employees with
more than three months of service. This plan allows employees to make tax-deferred contributions from one to 25
percent of their annual compensation, not exceeding the permissible contribution imposed by the Internal Revenue
Code. RPC matches 50 percent of each employee’s contributions that do not exceed six percent of the employee’s
compensation, as defined by the plan. Employees vest in the RPC contributions after three years of service. The
charges to expense for the Company’s contributions to the 401(k) plan were approximately $1,500,000 in 2006,
$1.150,000 in 2005 and $990,000 in 2004,

Stock Incentive Plans

The Company has issued stock options and restricted stock to employees under two 10 year stock incentive
plans that were approved by shareholders in 1994 and 2004. The 1994 plan expired in 2004. The Company reserved
5,062,500 shares of common stock under the 2004 Plan which expires ten years from the date of approval. This plan
provides for the issuance of various forms of stock incentives, including, among others, incentive and non-qualified
stock options and restricted stock which are discussed in detail below. As of December 31, 2006, there were
3,854,818 shares available for grants.

As previously noted, the Company adopted the provisions of SFAS 123(R), “Share-Based Payments”,
effective January [, 2006. As permitted by SFAS 123(R), the Company has elected to use the modified prospective
transition method and therefore financial results for prior periods have not been restated. Under this transition
method, we will apply the provisions of SFAS 123(R) to new awards and the awards modified, repurchased, or
cancelled after January |, 2006. Additionally, the Company will recognize compensation expense for the unvested
portion of awards outstanding over the remainder of the service period. The compensation cost recorded for these
awards will be based on their fair value at grant date as calculated for the pro forma disclosures required by
Statement 123 less the cost of estimated forfeitures. SFAS 123(R) requires forfeitures to be estimated at the time of
grant and revised, if necessary, in subsequent periods to reflect actual forfeitures. SFAS 123(R) also requires that
cash flows related to share-based payment awards to employees that result in tax benefits in excess of recognized
cumulative compensation cost (excess tax benefits) be classified as financing cash flows.
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Pre-lax stock-based employee compensation expense was $2,384,000 ($1,722,000 after tax) for 2006,
$1,261,000 ($781,000 after tax) for 2005 and $636,000 ($510,000 after tax) for 2004. As a result of the adoption of
SFAS 123(R), financial results were lower than under the previous accounting method for share-based compensation
by the following amounts:

Year Ended

December 31,
(in theusands) 2006
Earnings before InCome 1aXes ..ot $ 691
NELCAMIIMES ..oovi ittt e e e ne et e e e s aa s aeee s e e bt es b et st st e eeeeeeea b 673
Basic net earnings per COmmOn SRATE........ccooiv e bt b 0.01
Diluted net earnings per COMMON SHATE ........oiiiiiiiiieisieeee et et eeneseeeaas 5 0.01

As a result of the adoption of SFAS 123(R), basic earnings per share decreased from $1.17 to $1.16 and
diluted earnings per share decreased from $1.14 to $1.13 for the vear ended December 31, 2006.

The following table illustrates the effect on net income and net income per common share as if the Company
had applied the fair value recognition provisions of SFAS 123 to stock-based compensation for the years ended
December 31, 2005 and 2004:

Years ended December 31, 2005 2004
(in thousands)
Net InCOME — a8 TEPOTEEM ...oviviiiii ettt v $ 66484 3 34,773
Add: Stock-based employee compensation expense included in reported net income, net of

related tax efTECL.......o ettt 781 510
Deduct: Total stock-based employee compensation expense determined under fair value

based method for ail awards, net of related tax efTeCt ..o v {1,859) {1,193)
Pro fOrma NEt IMCOIIE ...vvivvreecciececceee st ee ettt e e e e e e e e et ee et ee e srteees e $ 65406 3 34,090
Pro forma income per share would have been as follows:
Basic - @8 FePOITEA ......oivieiiicc et r ettt en et eeneneee $ 070 $ 0.36
Basic - Pro FOImMa ... et e et e et et anans $ 0.69 % 0.36
DiHluted - a5 TEPOITEA ...ttt et $ 067 $ 0.36
Diluted = PO FOTMA . c..ovoviieierc ettt ettt sttt eeee et e et et eee e e ee s erens 3 0.66 % 0.35
Stock Options

Stock options are granted at an exercise price equal to the fair market value of the Company’s common stock
at the date of grant except for grants of incentive stock options to owners of greater than 10 percent of the
Company’s voting securities which must be made at 110 percent of the fair market value of the Company’s common
stock. Options generaily vest ratably over a period of five years and expire in 10 years, except incentive stock
options granted to owners of greater than 10 percent of the Company’s voting securities, which expire in five years.

As prescribed by SFAS 123(R), the Company estimates the fair value of stock options as of the date of grant
using the Black-Scholes option pricing model. For options granted during 2003, the latest year for which the
Company granted stock options, the weighted average assumptions used in the Black-Scholes option pricing model
were as follows:

Risk-free interest rate............c..ccvvvverene 1. 1%
Expected dividend yield ................... 1%
Expected lives......cccoeiiiniiieciiveenns 7 vears

Expected volatility ........ccoevvveeiccirnncnnnn 43-46%
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Transactions invelving RPC’s stock options for the year ended December 31, 2006 were as follows:

Weighted
Weighted Average
Average Remaining  Aggregate
Exercise  Contractual Intrinsic

Sharcs Price Life Value

Outstanding at January 1. 2006 ... 3493666 $ 3.09 5.40 years

Granted ..o — — N/A

Exercised. ..o (841,954) 3.09 N/A

Forfeited. ... .o veeee e (179.866) 3.14 N/A

EXpired...c...coooooice — — N/A
Outstanding at December 31, 2006...........ccccoeenen, 2471,846 § 310 4.41 years $34,062,000
Exercisable at December 31, 2006 ... 1,785,034 § 3.17 3.89 years $24,473,000

The Company has not granted stock options to employees since 2003, The total intrinsic value of stock
options exercised was approximately $12,468,000 during 2006, $4,644,000 during 2005 and $1,605,000
during 2004. There were no recognized excess tax benefits associated with the exercise of stock options during r
2006, 2005 and 2004, since all of the stock options exercised were incentive stock options which do not generate tax
deductions for the Company.

Restricted Stock

The Company has granted employees two forms of restricted stock: time lapse restricted and performance l
restricted.

Time Lapse restricted shares

Time lapse restricted shares vest after a stipulated number of years from the grant date, depending on the
terms of the issuc. Time lapse restricted shares issued in years 2003 and prior vest after ten years. Time lapse
restricted shares issued subsequent to fiscal year 2003 vest in 20 percent increments annually starting with the
second anniversary of the grant, over six years from the date of grant. Grantees receive dividends declared and retain
voting rights for the granted shares. |

Performance restricted shares

The performance restricted shares are granted, but not earned and issued until certain five-year ticred
performance criteria are met. The performance criteria are predetermined market prices of RPC’s common stock. On
the date the common stock appreciates to each level (determination date), 20 pereent of performance shares are
earned. Once earned, the performance shares vest five years from the determination date. After the determination
date. the grantec will receive dividends declared and voting rights to the shares.

The agreements under which the restricted stock is issued provide that shares awarded may not be sold or
otherwise transterred until restrictions established under the stock plans have lapsed. Upon termination of
employment from RPC or. in certain cascs, termination of employment from Marine Products or Chaparral, shares
with restrictions must be returned to RPC.
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The following is a summary of the changes in non-vested restricted shares for the year ended December 31,
2006:

Weighted
Average
Grant Date
Shares Fair Value
Non-vested shares at January 1,2006.................ocoooiiiiiieien 1,853,985 § 4.44
Granted ......c.oovvrecceree ettt en s neeeeneees 250,350 2232
Vested ..o (282,250) 325
FOrited (oot (384,226) 4.75
Non-vested shares at December 31, 2006........cociiveiiiiveenecnanen, 1,437,859 § 7.70

The total fair value of shares vested was approximately $5,380,000 during 2006, $527.000 during 2005 and
$1,326,000 during 2004. The tax benefit for compensation tax deductions in excess of compensation expense was
credited to capital in excess of par value aggregating $1,325,000 for 2006, $53.000 for 2005 and $208,000 for 2004.
The excess tax deductions during the year ended December 31, 2006 are classitied as financing cash flows in
accordance with SFAS 123(R).

Other Information

As of December 31, 2006, total unrecognized compensation cost related to non-vested restricted shares was
approximately $9.287,000 which is expected to be recognized over a weighted-average period of 3.37 years.
Unearned compensation cost associated with non-vested restricted shares of $5,391,000 previously reflected as
deferred compensation in stockholders’ equity at January 1, 2006 was reclassified to capital in excess of par value as
required by SFAS 123(R). As of December 31, 2006, total unrecognized compensation cost related to non-vested
stock options was approximately $464,000 which is expected to be recognized over a weighted-average period of
1.06 years.

The Company received cash from options exercised of 31,341,000 during 2006, $1,060,000 during 2005 and
$421,000 during 2004. These cash receipts are classified as financing cash flows in the accompanying consolidated
statements of cash flows. The fair value of shares tendered to exercise employee stock options totaled approximately
$1,240,000 during 2005, $1.138,000 during 2005 and $602,000 during 2004 have been cxcluded from the
consolidated statements of cash flows.

Note 11: Related Parry Transactions
Marine Products Corporation

Effective February 28, 2001, the Company spun-off the business conducted through Chaparral Boats, inc.
(“Chaparral™), RPC’s former powerboat manufacturing segment. RPC accomplished the spin-off by contributing
100 percent of the issued and outstanding stock of Chaparral to Marine Products Corporation {a Delaware
corporation) (*Marine Products”), a newly formed wholly-owned subsidiary of RPC, and then distributing the
commen stock of Marine Products to RPC stockholders. In conjunction with the spin-off, RPC and Marine Products
entered into various agreements that define the companies’ relationship.

In accordance with a Transition Support Services agreement, which may be terminated by either party, RPC
provides certain administrative services, including financial reporting and income tax administration, acquisition
assistance, etc., to Marine Products. Charges from the Company (or from corporations that are subsidiaries of the
Company) for such services aggregated approximately $739.000 in 2006, $616,000 in 2005 and $546,000 in 2004.
The Company’s receivable due from Marine Products for these services as of December 31, 2006 and 2005 was
approximately $236,000 and $66,000. The Company’s directors are also directors of Marine Products and all of the
executive officers are employees of both the Company and Marine Products.
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The Tax Sharing and Indemnification Agreement provides for, among other things, the treatment of income
tax matters for periods through February 28, 2001, the date of the spin-off, and responsibility for any adjustments as
a result of audits by any taxing authority. The general terms provide for the indemnification for any tax detriment
incurred by one party caused by the other party’s action. In accordance with the agreement. RPC transferred
approximately $19.000 in 2004 to Marine Products for tax settlements.

Other

The Company periodically purchases in the ordinary course of business products or services from suppliers,
who are owned by significant officers or shareholders, or affiliated with the directors of RPC. The total amounts
paid to these affiliated parties were approximately $1,248,000 in 2006, $926,000 in 2005 and $529,000 in 2004,

RPC receives certain administrative services and rents office space from Rollins, Ine. (a company of which
Mr. R. Randall Rollins is also Chairman and which is otherwise affiliated with RPC). The service agreements
between Rollins, Inc. and the Company provide for the provision of services on a cost reimbursement basis and are
terminable on six months notice. The services covered by these agreements include office space, administration of
certain employee benefit programs, and other administrative services, Charges to the Company (or to corporations
which are subsidiaries of the Company) for such services and rent totaled to $70,000 in 2006, $71,000 in 2005 and
$76,000 in 2004.

Note 12: Business Segment Information

RPC’s service lines have been aggregated into two reportable oil and gas services segments — Technical
Services and Support Services — because of the similarities between the financial performance and approach to
managing the service lines within each of the segments, as well as the economic and business conditions impacting
their business activity levels. The Other business segment includes information concerning RPC’s business units that
do not qualify for separate segment reporting. These business units include an interactive training software
developer, prior to its disposition in May 2005, and an overhead crane fabricator, prior to its disposition in April
2004. Corporate includes selected administrative costs incurred by the Company.

Technical Services inctude RPC’s oil and gas service lines that utilize people and equipment to perform
value-added completion, production and maintenance services directly to a customer’s well. These services include
pressure pumping services, snubbing, coiled tubing, nitrogen pumping, well control consulting and firefighting,
down-hole tools, wireline, and fluid pumping services. These Technical Services are primarily used in the
completion, production and maintenance of oil and gas wells. The principal markets for this segment include the
United States, including the Gulf of Mexico, the mid-continent, southwest and Rocky Mountain regions, and
international locations including primarily Africa, Canada, China, Latin America and the Middle East. Customers
include major mulfti-national and independent oil and gas producers, and selected nationally-owned oil companies.

Support Services include RPC’s o0il and gas service lines that primarily provide equipment for customer use or
services to assist customer operations. The equipment and services include drill pipe and related tools, pipe
handling, inspection and storage services, and oilfield training services. The demand for these services tends to be
influenced primarily by customer drilling-related activity levels. The principal markets for this segment include the
United States, including the Gulf of Mexico and the mid-continent regions, and international locations, including
primarily Canada, Latin America, and the Middle East. Customers include domestic operations of major multi-
national and independent oil and gas producers, and selected nationally-owned oil companies.

In August of 2005, RPC generated approximately $15.7 million in cash proceeds related to the sale of certain
assets of its hammer, casing, laydown and casing torque-turn service lines with a net book value of approximately
$5.0 million. These service lines, previously reported in the Technical Services segment, were closely integrated
with the operations of other Company service lines. Therefore, the pre-tax gain of $10.7 million on this sale has
been included in the gain on disposition of assets, net.

The accounting policies of the reportable segments are the same as those described in Note 1 to these
consoclidated financial statements. RPC evaluates the performance of its segments based on revenues, operating
profits and return on invested capital. Gains or losses on disposition of assets are reviewed by the Company’s chief
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decision maker on a consolidated basis, and accordingly the Company does not report gains or losses at the segment
level. Inter-segment revenues are generally recorded in segment operating results at prices that management believes
approximate prices for arm’s length transactions and are not material to operating results.

Summarized financial information concerning RPC’s reportable segments for the years ended December 31,
2006, 2005 and 2004 are shown in the following table.

Gain on
disposition
Technical Support of assets,
Services  Services Other  Corporate net Total

(in thousands)

20006

REVENUES..veivice e $ 495090 $ 101,540 § — 5 — $ —  §$ 596,630
Operating profit {1oss) .covoveveveeeeeeeene 153,126 30,953 — (12,248) 5,969 177,800
Capital expenditures ...........ccceeiineies 125,138 28,902 — 5,791 — 159,831
Depreciation and amortization............ 31,805 13,974 — 932 — 46,711
Identifiable assets .......ccooooveeiriiinnine 320,637 125,627 — 28,043 — 474,307
2005

REVEINUES. ...ivvi i ieriineeeni e e eeesieesinns $363,139 § 64487 % 17 $ — 3 —  $427.643
Operating profit (108s) .....ccovieennin. 84,048 11,990 (273) (10,221 12,169 97,713
Capital expenditures ......ocoveeeeeeeeennens 43,626 28,280 — 902 — 72,808
Depreciation and amortization............ 27,510 10,453 — 1,i66 -_— 39,129
Identifiable assets ......cccocoeorneiiennnnnnn. 192,172 88,067 — 31,546 —— 311,785
2004

REVETNUES. .vvevvrcrrcrreerreeieieiesiesneareanneas $279.070 § 56,917 § 3805 $ — 5 -— $ 339,792
Operating profit (1088) ...ooeoeeoeninnens 47,027 8,287 (975) (8,550) 5.551 51,340
Capital expenditures .......ooveeeceieennne 34,765 14,026 — 1,078 -— 49,869
Depreciation and amortization............ 25,161 7,785 302 1,252 — 34,500
Identifiable assets ....coccovveereecvieennn.ns 145,196 69,399 661 47,686 — 262,942

The following summarizes selected information between the United States and all international locations
combined for the years ended December 31, 2006, 2005 and 2004, The revenues are presented based on the location
of the use of the product or service. Assets related to international operations are less than 10 percent of RPC’s
consolidated assets, and therefore are not presented.

Years ended December 31, 2006 2005 2004

(in thousands)

United States REVEIMUES .ooovvvvee et eicaire e eveesae e et e ssaee e envesrenas $ 566,636 § 413315 § 323910
International REeVENUES ....ccoooo et eanes 29,994 14,328 15,882

§ 596,630 % 427,643 § 339,792
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Item 9, Changes in and Disagreements with Accountants on Accounting and Financial Disclosure

None.

Item 9A. Controls and Procedures

Evaluation of disclosure controls and procedures - The Company maintains disclosure controls and
procedures that are designed to ensure that information required to be disclosed in its Exchange Act reports is
recorded, processed, summarized and reported within the time periods specified in the Commission’s rules and
forms, and that such information is accumulated and communicated to its management, including the Chief
Executive Officer and Chief Financial Officer, as appropriate, to allow timely decisions regarding required
disclosure.

As of the end of the period covered by this report, December 31, 2006 (the “Evaluation Date™), the Company
carried out an evaluation, under the supervision and with the participation of its management, including the Chiel
Executive Officer and Chief Financial Ofticer, of the effectiveness of the design and operation of its disclosure
controls and procedures. Based upon this evaluation, the Chief Executive Qfficer and the Chief Financial Officer
concluded that the Company’s disclosure controls and procedures were effective at a reasonable assurance level as
ol the Evaluation Date.

Management’s report on internal conrrol over financial reporting — Management is responsible for
establishing and maintaining adequate internal control over financial reporting, as such term is defined in Exchange
Act Rules 13a-15(f} and 15d-15(f). Management’s report on internal control over financial reporting is included on
page 37 of this report. Grant Thomton LLP, the Company’s independent registered public accounting firm, has
audited management’s assessment of the effectiveness of internal control as of December 31, 2006 and issued a
report thereon which is included on page 38 of this report.

Changes in internal control over financial reporting - Management's evaluation of changes in internal control
did not identify any changes in the Company’s internal control over financial reporting that occurred during the
Company’s mast recent fiscal quarter that have materially affected, or are reasonably likely to materially affect, the
Company’s internal control over financial reporting.

{tem 9B. Other Information

None.
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PART 111

Item 10. Directors, Executive Officers and Corporate Governance

Information concerning directors and executive officers wiil be included in the RPC Proxy for its 2007
Annual Meeting of Stockholders, in the section titled “Election of Directors.” This information is incorporated
herein by reference. Information about executive officers is contained on page 21 of this document.

Audit Committee and Audit Committee Financial Expert

Information conceming the Audit Committee of the Company and the Audit Committee Financial Expert(s)
will be included in the RPC Proxy Statement for its 2007 Annual Meeting of Stockholders. in the section titled
“Corporate Governance and Board of Directors, Committees and Meetings - Audit Committee.” This information is
incorporated herein by reference.

Code of Ethics

RPC, Inc. has a Code of Business Conduct that applies to all employees. In addition, the Company has a
Supplemental Code of Business Conduct and Ethics for Direciors, the Principal Executive Officer and Principal
Financial and Accounting Officer. Both of these documents are available on the Company’s website at www.rpc.net.
Copies are available at no charge by writing to Attention: Human Resources, RPC Inc., 2801 Buford Highway, Suite
520, N.E.. Atlanta, GA 30329,

Section 16(a) Beneficial Ownership Reporting Compliance

information regarding compliance with Section 16(a) of the Exchange Act will be included under “Section
16{a) Beneticial Ownership Reporting Compliance™ in the Company’s Proxy Statement for its 2007 Annual Meeting
of Stockholders, which 1s incorporated herein by reference.

Item 11. Executive Compensation

Information concemning director and executive compensation will be included in the RPC Proxy Statement for
its 2007 Annual Meeting of Stockholders, in the sections titled “Compensation Committee Interlocks and [nsider
Participation,” “‘Director Compensation,” *“Compensation Discussion and Analysis,” “Compensation Committee
Report™ and “Executive Compensation.” This information is incorporated herein by reference.

1tem 12, Security Ownership of Certain Beneficial Owners and Management and Related Stockholder
Matters

Information concerning security ownership will be included in the RPC Proxy Statement for its 2007 Annual
Meeting of Stockholders, in the sections “Capital Stock™ and “Election of Directors.” This information is
incorporated herein bv reference.
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Exhibit
Number

Exhibits (inclusive of item 3 above):

Description

J1A

10.3

10.4

10.5

10.6

10.7

10.8

10.9

10,10

10.11

10.12
10.13
10,14
10.15

10.16

Restated certificate of incorporation of RPC, Inc. (incorporated herein by reference to exhibit 3.1 to the Annual
Report on Form 10-K for the fiscal year ended December 31, 1999).

Certificate of Amendment of Certificate of Incorporation of RPC. Inc. {incorporated by reterence to Exhibit
3.1(B) to the Quarterly Report on Form 10-Q filed May 8, 2006).

Bylaws of RPC, Inc. (incorporated herein by reference to Exhibit 3.2 to the Form 10-Q filed on May 5, 2004).

Form of Stock Certificate (incorporated herein by reference to the Annual Report on Form 10-K for the fiscal
year ended December 31, 1998).

2004 Stock Incentive Plan (incorporated herein by reference 1o Appendix B to the Registrant’s definitive Proxy
Statement filed on March 24, 2004).

Agreement Regarding Distribution and Plan of Reorganization, dated February 12, 2001, by and between RPC,
Inc. and Marine Products Corporation (incorporated herein by reference to Exhibit 10.2 to the Form 10-K filed
on February 13, 2001).

Employec Benefits Agreement dated February 12, 2001, by and between RPC, Inc.. Chaparral Boats, Inc. and
Marine Products Corporation (incorporated herein by reference to Exhibit 10.3 to the Form 10-K filed on
February 13, 2001).

Transition Support Services Agreement dated February 12, 2001 by and between RPC. Inc. and Marine
Products Corporation (incorporated herein by reference to Exhibit 10.4 to the Form 10-K filed on February 13,
2001),

Tax Sharing Agreement dated February 12, 2001, by and between RPC, Inc. and Marine Products Corporation
(incorporated herein by reference to Exhibit 10.5 to the Form 10-K filed on February 13. 2001).

Form ol stock option grant agreement (incorporated herein by reference to Exhibit 10.1 to the Form 10-Q filed
on November 2, 2004).

Form of time lapse restricted stock grant agreement (incorporated herein by reference 1o Exhibit 10.2 to the
Form 10-Q filed on November 2, 2004).

Form of performance restricted stock grant agreement (incorporated herein by reference to Exhibit 10.3 to the
Form 10-Q} filed on November 2, 2004).

Summary of *at will' compensation arrangements with the Executive Olficers as ol February 28, 2006
(incorporated by reference to Exhibit 10.9 to the Form 10-K filed on March 13, 2006).

Summary of compensation arrangements with the Directors as of February 28, 2005 (incorporated herein by
reference to Exhibit 10.10 to the Form 10-K filed on March 16, 2005).

Supplemental Retirement Plan {incorporated herein by reference to Exhibit 10.11 to the Form 10-K filed on
March 16, 2005).

Summary of * At-Will" compensation arrangements with the Executive Officers as of February 28, 2007.
Summary of Compensation Arrangements with Non-Employee Directors as of February 28, 2007,
First Amendment to 1994 Employee Stock Incentive Plan and 2004 Stock Incentive Plan.

Performance-Based Incentive Cash Compensation Plan {incorporated by reference to Exhibit 10.1 to the Form
8-K filed April 28, 2007).

Revolving Credit Agreement dated September 8, 2006 between RPC, Banc of America. N.A.. SunTrust Bank
and certain other Lenders party thereto (incorporated by reference to Exhibit 99.1 to the Form §-K dated
September &, 2006).

Subsidiaries of RPC

Consent of Grant Thornton LLP

Powers of Attorney for Directors

Section 302 certification for Chief Executive Officer

Section 302 certitication for Chief Financial Otficer

Section 906 certilications for Chief Executive Officer and Chief Financial Otficer




SIGNATURES

Pursuant to the requirements of Section 13 or 15(d) 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.

RPC, Inc.

et A AS IV

Richard A. Hubbell
President and Chief Executive Officer
(Principal Executive Officer)

March 2, 2007

Pursuant to the requirements of the Securities Exchange Act of 1934, this report has been signed below by the
following persons on behalf of the Registrant and in the capacities and on the dates indicated.

Name Title Date

bt A Pl

Richard A. Hubbell President and Chief Executive Officer March 2. 2007
(Principal Executive Officer)

- ﬁh“-

Ben M. Palmer Chief Financial Officer March 2, 2007
(Principal Financial and Accounting Officer)

The Directors of RPC (listed below) executed a power of attorney, appointing Richard A. Hubbell their
attorney-in-fact, empowering him to sign this report on their behalf.

R. Randall Rollins, Director James B. Williams, Director
Wilton Looney, Director James A. Lane, Jr., Director
Gary W. Rollins, Director Linda H. Graham, Director
Henry B. Tippie, Director Bill J. Dismuke, Director

ide A A,

Richard A. Hubbell
Director and as Attorney-in-fact
March 2, 2007
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INDEX TO CONSOLIDATED FINANCIAL STATEMENTS, REPORTS AND SCHEDULE

The following documents are filed as part of this report.

FINANCIAL STATEMENTS AND REPORTS PAGE
Management’s Report on laternal Control Over Financial Reporting..........coocovvoviioiiniiciic e 37
Report of Independent Registered Public Accounting Firm on Internal Control Qver Financial Reporting ... 38
Report of Independent Registered Public Accounting Firm on Consolidated Financial Statements................ 39
Consolidated Balance Sheets as of December 31, 20060 and 2005 ... e 40
Consolidated Statements of Operations for the three years ended December 31, 2006...........ocol 41
Consolidated Statements of Stockholders® Equity for the three years ended December 31,2006 ................ 42
Consolidated Statements of Cash Flows for the three years ended December 31,2006 ... 43
Notes to Consolidated Financial Statements 44 - 63
SCHEDULE

Schedule 11 — Valuation and Qualifying Accounts 70

Schedules not listed above have been omitted because they are not applicable or the required information is
included in the consolidated financial statements or notes thereto.

SCHEDULE Il — YALUATION AND QUALIFYING ACCOUNTS

For the years ended
December 31, 2006, 2005 and 2004

Balance at Charged to Net Balance
Beginning Costs and {Deductions) at End of
{in thousands) of Period Expenses Recoveries Period
Year ended December 31, 2006
Allowance for doubtful accounts .........cocooeevvevneinens § 4,080 § 1,492 § (668)(1) $ 4,904
Deferred tax asset valuation allowance ... $ 1945 % 54 3 (657y(2) § 1,342
Year ended December 31, 2005
Allowance for doubtful accounts .........ccoovvevvneeenenne $ 2,576 3 1,618 § (114 {1y $ 4,080
Deferred tax asset valuation allowance ....ocoevveenennnn, £ 2451 % 129 § (635 (2 $§ 1,945
Year ended December 31, 2004
Allowance for doubtful accounts ..........ccoveeeveieiicecieees $§ 2539 % 1,155 % (1,118 {1y § 2,576
INVENLOTY TESETVES ...rvvrireeiciereiiesistirsisrsieeeeaseeenreeeanesenene b 134 § — % (134)(3) § —
Deferred tax asset valuation allowance ..................... $ 977 § 190 $ 1,284 (2) $ 2,451

(1) Deductions in the allowance for doubtful accounts principally reflect the write-off of previously reserved
accounts net of recoveries.

(2)  In 2006, the valuation allowance was increased by $54,000 to reflect state net operating losses that
Management does not believe will be utilized before they expire, and reduced by $657,000 to reflect
previously reserved foreign tax credit carryforwards expected to be realized. In 2005, the valuation allowance
was increased by $129,000 io reflect state net operating losses that Management does not believe will be
utilized before they expire, and reduced by $635,000 to reflect previously reserved foreign tax credit
carryforwards expected to be realized. In 2004, the valuation allowance was increased $1,292,600 to reflect
foreign tax credit carryforwards on a gross rather than a net basis. The amount includes an addition of
$1,770,000 representing previously un-utilized foreign tax credits generated in prior years, and a deduction of
$478,000 for those credits utilized during 2004.

(3) Deductions in the reserve for inventory obsolescence and adjustment principally reflect the sale or disposal of
related inventory. Balance represented ailowance for inventory held by a subsidiary which was sold during the
second quarter of 2004.
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SELECTED QUARTERLY FINANCIAL DATA (UNAUDITED)

Quarters ended March 31 June 30 September 30 December 31

(in thousands except per share data)

2006

ReVENUES. ..o e $ 136,024 § 146,065 % 154,209 § 160,332
NEE ICOMIE i eee e $ 24,900 $ 27,614 § 28,770 § 29,510
Net income per share — basic: ..........coovvveeieeennnn, 3 0.26 $ 029 $ 030 $ 0.31
Net income per share — diluted: ... 3 025 % 0.28 § 0.29 § 0.30
2005

REVEIIUES. ....ooviie e $ 923303 101945 % 115801 § 117,567
INEL INCOIME. ..o cveeeeeeeeeeee e eeeemeeeeeeemeaesensarsonesnees D 9927 § 11,910 § 23,107 § 21,540(1)
Net income per share — basic: ... iveinnienne, $ 0.10 $ 0.13 § 024 % 0.23
Net income per share — diluted: ...l $ 0.10 $ 0.12 § 0.23 § 0.22(1)

(1) The fourth quarter of 2005 reflects receipt of $3.1 million in tax refunds related to the successful resolution of
certain tax maiters, which had a positive impact of $0.03 after tax per diluted share. Also reflected during the
fourth quarter 2005 is the gain on sale of certain assets of the hammer, casing, laydown and casing torque-turn
service lines which generated a pre-tax gain of $10.7 million, or $0.07 after-tax gain per diluted share.
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